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ECONOMISTS  IN  PUBLIC  SERVICE 

Annual  Address  of  the  President 

Irving  Fisher 
Yale  University 

Of  the  many  effects  which  the  war  has  exerted  on  the  minds  of 
men,  one  of  the  most  notable  is  the  keener  desire  which  we  all  now 
feel  to  be  of  genuine  public  service.  During  the  war  hundreds  of 
our  members  have  done  "war  work."  In  Washington  alone  one 
hundred  and  twenty  of  them  have  been  in  public  service. 

During  the  impending  world-flreconstruction,  economists  will 
probably  have  more  opportunity  to  satisfy  this  impulse  than 
most  students  in  other  departments  of  human  thought;  for  the 
great  problems  of  reconstruction  are  largely  economic. 

It  therefore  becomes  each  of  us,  as  we  pause  on  the  threshold 
of  a  possible  "new  world,"  to  consider  what  are  the  new  oppor- 
tunities and  what  the  new  duties  which  lie  before  us.  That  new 
world  of  which  we  are  all  speaking  is  still  unbuilt.  Is  it  to  build 
itself,  unplanned,  or  is  it  to  have  architects?  And  are  we  to  be 
numbered  among  the  architects?  These  are  undoubtedly  some  of 
the  thoughts  and  hopes  and  fears  which  stir  us  today. 

How  different  they  are  from  those  of  our  own  economic  teachers 
a  generation  ago !  Then  many  economists  thought  it  beneath  their 
dignity  to  engage  at  all  in  practical  affairs  except  to  cry:  "Laissez 
faire"  They  believed  that  a  scientist  should  be  simply  an  ob- 
server, compiler,  and  interpreter  of  facts,  not  a  guide,  counsellor, 
and  friend  of  humanity. 

It  is  noteworthy  that  their  attitude  of  academic  aloofness  not 
only  failed  to  give  to  economic  study,  in  the  eyes  of  the  world,  that 
status  of  a  "true  science"  which  they  claimed  for  it  but,  on  the 
contrary,  brought  it  into  disrepute  and  provoked  a  vigorous  re- 
action. The  world  demanded  that  economics  should  become  some- 
thing more  than  "the  dismal  science." 

Accordingly,  a  new  economics  sprang  up,  intent  on  "doing 
something."  This  new  school  was  centered  in  Germany  as  the 
older  "Manchester  School"  was  centered  in  England. 

When  the  American  Economic  Association  was  founded  thirty- 
three  years  ago  the  antagonism  between  these  two  schools  was  at 
its  height.  In  fact,  we  owe  the  formation  of  this  Association 
chiefly  to  that  antagonism.    A  number  of  young  American  econ- 
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omists,  fresh  from  the  inspiration  of  study  in  Germany,  were  eager 
to  convert  American  economists  to  a  new  and  more  optimistic 
point  of  view. 

The  chief  American  economists  of  that  time,  however,  regarded 
the  young  enthusiasts  just  back  from  Germany  as  upstarts,  med- 
dlers, and  propagandists,  unworthy  of  any  standing  in  the  hier- 
archy of  true  economic  science.  Some  of  them,  like  my  own  re- 
vered master,  Professor  Sumner,  even  declined  to  join  the  Ameri- 
can Economic  Association  for  fear  of  lending  aid  and  comfort  to 
a  propaganda  with  which  they  were  wholly  out  of  sympathy. 

It  was  doubtless  in  view  of  this  strong  feeling  on  both  sides  that 
the  Economic  Association  when  formed  was  strictly  limited  as  to 
its  functions.    As  our  constitution  says,  its  object  is: 

"The  encouragement  of  perfect  freedom  of  economic  discussion. 
The  Association  as  such  will  take  no  partisan  attitude,  nor  will  it 
commit  its  members  to  any  position  on  practical  economic  ques- 
tions." 

A  year  and  a  half  ago,  after  America  entered  the  war,  some  of 
our  modern  enthusiasts  proposed  that  the  Association  should  en- 
deaver  to  find,  and  do,  its  "bit"  for  the  country.  The  objection 
was  promptly  interposed  that,  as  an  organization,  we  had  no 
"bit"  to  do;  for  we  were  apparently  prohibited  by  our  constitu- 
tion from  taking  any  "partisan  attitude"  or  committing  our  mem- 
bers to  "any  position  on  practical  economic  questions."  But  a 
few  months  afterward,  that  is,  a  year  ago,  after  much  debate  a 
proposal  to  appoint  a  Committee  on  the  Purchasing  Power  of 
Money  in  Relation  to  the  War  was  adopted,  and  later  the  Execu- 
tive Committee  appointed  a  number  of  other  committees  on  war 
problems,  including  committees  on  War  Finance,  Foreign  Trade, 
Price  Fixing,  Marketing,  and  Labor.  Some  of  these  committees 
have  done  work  of  great  service  to  the  country. 

I  mention  these  incidents  in  our  history,  as  a  text  from  which 
to  draw  certain  lessons.  What  I  most  wish  to  point  out  concerns 
not  so  much  the  attitude  of  the  Association  as  such  but  the  atti- 
tude of  its  members  as  individuals. 

The  conflict  between  those  economists  who  were  conservative 
and  those  who  were  radical  in  regard  to  applying  academic  study 
may  be  resolved  into  two  separate  questions  or  issues.  The  first 
is:  Should  economists  remain  in  academic  seclusion,  concerned 
principally  with  pure  theory  and  leaving  the  vulgar  world  to  take 
care  of  itself,  or  should  they  seek  practical  applications  for  their 


Economists  in  Pvblic  Service  7 

principles?    The  second  is:  Granted  that  we  should  serve,  exactly 
whom  should  we  serve? 

To  the  first  of  these  questions  the  radicals  have,  in  my  opinion, 
given  the  better  answer.  Even  the  economic  recluse  selects,  if  he 
can,  some  theme  related  to  human  affairs  and  fondly  hopes  that 
his  work  may  be  taken  up  and  utilized  by  practical  men.  It  must 
be  admitted,  however,  that  most  economists  even  yet  depend  too 
much  on  books  and  official  reports  and  too  little  on  personally 
feeling  the  pulse  of  real  events. 

But  it  is  the  second  question  which  most  needs  our  attention 
today:  Whom  are  we  to  serve?  To  this,  I  believe,  the  conserva- 
tives have  given  the  better  answer. 

Economics  may  be  applied  for  the  benefit  of  the  whole  world 
or  for  the  benefit  of  one  country  alone.  Again,  within  a  coun- 
try, economics  may  be  applied  for  the  general  good  or  for  a 
special  commercial  interest,  special  class,  or  special  locality. 

I  have  referred  to  the  curiously  interesting  fact  that  this  As- 
sociation largely  owes  its  birth  to  German  economics.  Undoubt- 
edly German  economics  brought  us  a  new  and  altruistic  impulse. 
In  particular  we  received  from  Germany  the  idea,  close  to  the 
heart  of  every  German  economist,  of  making  economics  of  ser- 
vice to  "the  state." 

But  in  the  last  two  years  the  war's  revelations  have  made  us 
realize,  to  our  horror,  that  "the  state"  served  by  the  German 
economists,  or,  at  any  rate,  the  German  economists  of  today,  was 
simply  the  HohenzoUern  dynasty.  We  now  know  that  German 
professors  in  general,  from  theologian  to  chemist,  have  prostituted 
their  professional  services  to  serve  Germany's  criminal  purposes. 

Frederick  Scott  Oliver  in  his  "Ordeal  by  Battle"  called  the 
professors  the  "Priestcraft"  through  whom  the  German  Govern- 
ment indoctrinated  the  German  people.  Professor  Emery  called 
the  war  a  war  of  the  economic  interpretation  of  history.  Others 
have  called  it  a  professors'  war  and  especially  an  economic  pro- 
fessors' war.  Some  among  the  very  group  of  German  teachers 
who  stirred  the  enthusiasm  out  of  which  this  Association  grew,  and 
more  among  their  successors,  in  their  service  of  "the  state,"  helped 
to  lay  the  foundation  for  the  war.  That  foundation,  or  the  part 
of  it  which  they  helped  to  lay,  was  a  predatory  economics,  the 
economics  of  a  beast  of  prey,  the  economics  of  loot  by  war.  In 
this  species  of  economics,  property  rights  had  existence  only 
within  the  state,  not  between  states. 
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Even  before  the  war  Germany's  policy  of  foreign  trade  was 
thoroughly  selfish.  Transportation  and  manufacturing  interests, 
backed  by  the  German  banks  and  the  German  army  and  navy  had 
gone  into  the  foreign  markets  to  expel  the  commerce  of  other 
countries  by  fair  means  or  foul,  all  for  the  national  aggrandize- 
ment of  Germany. 

In  view  of  these  facts  it  clearly  behooves  us  just  now  to  under- 
go a  searching  self-examination  lest  this  same  fatal  taint  may 
lurk  in  our  own  American  economics  which  we  have  taken,  in  part, 
from  Germany.  If  we  contrast  German  and  English  economics, 
we  cannot  but  be  struck  by  the  narrowness  and  selfishness  of  the 
former  as  contrasted  with  the  breadth  and  liberality  of  the  latter. 
The  contrast  is  exemplified  by  the  difference  between  the  spirit  of 
"Free  Trade"  and  "Protection."  Though  the  English  policy  was 
dictated  in  large  part  by  the  conviction  that  it  represented  Eng- 
land's own  interests  in  the  long  run,  the  great  fact  remains  that 
these  interests  were  not  sought  at  the  expense  of  other  peoples 
but  on  the  principle  that  both  parties  gained  by  a  trade,  and  in 
the  thought  that  nothing  more  than  free,  fair,  open  competition 
ought  to  be  sought.  This  doctrine  of  "live  and  let  live"  has  in  it 
few  seeds  of  war. 

If,  now,  at  the  final  peace  negotiations,  the  German  style  of 
economics  is  to  dominate,  the  settlement  will  degenerate  into  a 
race  for  position  "and  the  Devil  take  the  hindmost."  If  the  Al- 
lies should  repudiate  their  own  ideas,  namely,  the  ideas  of  inter- 
national reciprocity  in  trade  relations  and  of  the  open  door,  and 
each  should  merely  seek  to  secure  all  it  could  of  territory,  colo- 
nies, trade  concessions,  special  investment  rights,  exclusive  ports, 
coaling  stations,  canals,  railway  routes,  and  discriminatory  tariffs, 
the  Peace  table  will  turn  into  a  gamblers'  table,  on  which  will  be 
dealt  out  the  cards  for  the  next  great  game  of  war,  and,  as  often 
happens  after  a  war,  the  ideas  and  ideals  of  the  conquered  will 
have  made  conquest  over  those  of  the  conquerors. 

America  has  a  special  opportunity,  a  special  mission — to  up- 
hold humanitarian  and  democratic  economics.  The  very  fact  that 
Germany  once  inspired  us  toward  an  economics  in  the  service  of 
the  state  should  spur  us  now  to  avoid  the  nationalistic  perversions 
of  that  idea  which  befell  our  German  colleagues.  Any  American 
economist  who  hereafter  lends  his  talents  to  serve  and  inflame  a 
hoggish  chauvinism,  is  betraying  the  high  ideals  and  purposes  of 
America  in  this  war.    For  instance,  even  if  a  more  liberal  tariff 
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policy  than  that  existing  before  the  war  were  not  mutually  ad- 
vantageous, even  if  such  a  trade  involved  an  economic  sacrifice  to 
us  as  a  nation,  it  would  none  the  less  truly  be  required  of  us  today 
in  order  to  continue  and  establish  on  a  permanent  foundation  that 
chivalry  which  has  characterized  America's  part  in  the  war.  The 
call  of  the  hour  is  to  be  just  and  generous.  The  concept  of  inter- 
national obligation  has  been  born.  Henceforth  any  international 
arrangements  must  find  their  justification  in  international  fair- 
ness, not  in  unfair  national  advantage.  Whatever  "place  in  the 
sun"  we  seek  for  ourselves,  we  must  accord  to  every  other  nation, 
small  and  great,  weak  and  strong,  new  and  old.  The  golden  rule 
must  be  the  rule  between  nations  as  well  as  within  a  nation. 

The  proposed  League  of  Nations  is  part  and  parcel  of  this 
great  idea  of  international  justice  now  having  its  new  birth  and 
baptism.  Such  a  league  is  not  only  a  political  necessity  as  a  pre- 
ventive of  war;  it  is  also  an  economic  necessity  as  a  preventive  of 
the  economic  burdens  of  militarism. 

Like  our  own  league  of  forty-eight  states,  it  would  obviate  the 
necessity  of  great  armaments.  Without  such  a  league  we  must 
resume  competitive  armaments — must,  for  instance,  as  our  naval 
men  tell  us,  compete  with  England  in  naval  strength ;  and  further 
competition  in  armies  and  navies  would  mean  economic  ruin  to 
Europe  and  great  impoverishment  to  the  United  States.  There 
are  two  important  special  reasons  why  this  would  be  true.  One 
is  that  the  world,  especially  Europe,  is  so  nearly  exhausted  eco- 
nomically that  even  the  old  military  burdens  would  now  be  far 
harder  to  bear  than  before  the  war.  The  other  is  that  the  re- 
newed competition  would  be  far  more  costly  than  the  old,  since 
we  would  start  off  with  all  the  huge  equipment  which  the  war 
itself  has  brought. 

Secondly,  we  must  be  on  our  guard  against  the  bias  of  special 
interests.  This  bias  enters  largely  into  much  thinking  on  the  sub- 
ject of  the  League  to  Enforce  Peace,  for  there  are  interests  which 
would  thwart  this  new  and  great  idea,  fearing  that  the  new  regime 
may  upset  the  old  to  which  they  and  their  private  purses  had  be- 
come well  adjusted. 

The  great  question,  then,  is :  Are  we,  in  our  internal  economics, 
to  serve  the  nation  as  a  whole  or  are  we  to  serve  a  special  group 
within  the  nation? 

There  can  be  no  objection  to  an  individual  economist  associat- 
ing himself  with  a  special  business  and  putting  his  talents  at  its 
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disposal,  provided,  of  course,  he  does  so  openly,  and  provided  the 
business  is  legitimate,  that  is,  provided  his  activities  are  not  in- 
consistent with  the  general  welfare. 

Academic  economists,  from  their  very  openmindedness,  are  apt 
to  be  carried  off,  unawares,  by  the  bias  of  the  community  in  which 
they  live. 

Economists  whose  social  world  is  Wall  Street  are  very  apt  to 
take  the  Wall  Street  point  of  view,  while  economists  at  state  uni- 
versities situated  in  farming  districts  are  apt  to  be  partisans  of 
the  agricultural  interests. 

The  economists  of  a  century  ago  were  unconsciously  writing 
from  the  standpoint  of  the  employer  rather  than  from  that  of 
the  employee,  as  was  shown  by  their  references  to  labor  as  an  ex- 
pense of  production.  Today,  on  the  contrary,  as  labor  is  increas- 
ing in  power,  we  find  many  economists  are,  consciously  or  un- 
consciously, taking  the  point  of  view  of  the  laborer.  This  comes 
closer  to  being  the  democratic,  humanitarian,  or  public  point  of 
view,  but  is  often  in  real  antagonism  to  it.  Trade  unionism,  so- 
cialism, and  even  Bolshevism,  syndicalism,  or  I.  W.  W.ism  have 
occasional  champions  or  apologists  among  economists.  Socialism 
especially  has  enlisted  under  its  banner  a  motley  group  of  theor- 
ists eager  for  some  realization  of  their  humanitarian  intentions. 
In  a  sense,  of  course,  "we  are  all  socialists  nowadays."  But  what 
should  give  us  pause  before  enrolling  under  that  banner  is  that,  in 
reality,  it  is  the  red  flag  of  class  war.  Whatever  we  may  say 
of  theoretical  socialism  of  various  types,  and  however  much  we 
may  and  ought,  in  my  opinion,  to  favor  in  some  form  an  increase 
of  socialized  industry,  the  great  fact  remains  that  the  socialist 
group  derives  its  real  strength  from  class  antagonism.  This  is 
even  truer  of  the  I.  W.  W.  A  few  weeks  ago  a  workman  in  the 
I.  W.  W.  wrote  me:  "Nothing  could  give  me  a  greater  pleasure 
than  to  have  an  opportunity  to  exterminate  from  the  globe  every 
capitalist.  That  time  is  coming,  thank  God !"  The  Dutch  minis- 
ter at  Petrograd  recently  said:  "Translated  into  practice,  the 
Bolsheviki  principles  are  'high  wages  for  no  work,  the  taking  of 
others'  property  without  punishment,  and  no  taxation.9 n 

There  can  be  little  doubt  that  we  are  facing  a  great  peril  today, 
the  peril  of  perverting  the  democracy  for  which  we  have  just  been 
fighting  with  such  devotion. 

It  is  our  opportunity  and  our  duty  to  dedicate  ourselves  to  the 
task  of  working  out  economic  measures  in  the  interests  of  hu- 
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inanity  and  democracy  as  against  the  selfish  interests  of  either  the 
capitalist  or  the  laborer  as  such. 

If  we  jealously  guard  our  independence  and  impartiality  we 
shall  gain  for  our  profession  the  enviable  position  of  being  the 
logical  arbiters  of  the  class  struggle  now  beginning — arbiters 
which  both  sides  can  trust.  We  may,  and  should,  take  sides,  but 
only  as  a  just  judge  takes  sides  when  he  renders  his  decision  and 
only  after  a  fair  weighing  of  the  evidence. 

We  may  be  sure  that  there  will  be  a  bitter  struggle  over  the 
distribution  of  wealth  until  a  more  or  less  definite  readjustment 
has  been  found.  Professor  King  of  the  University  of  Wisconsin 
has  shown  that  something  like  two-thirds  of  our  people  have  no 
capital  except  the  clothes  on  their  backs  and  a  little  furniture  and 
personal  belongings,  while  the  major  part  of  our  capital  is  owned 
by  less  than  two  per  cent  of  the  population.  The  income-distribu- 
tion is  not  quite  so  unequal.  About  half  of  our  national  income 
is  received  by  one-fourth  of  our  population.  There  is  evidence  to 
show  that  this  striking  inequality  of  distribution  of  capital  and 
income  is  increasing  and  that  it  is  greater  in  cities  than  in  the 
country.  Still  more  distressing  is  the  fact  that,  since  the  twen- 
tieth century  began,  wages  reckoned  in  commodities,  not  money, 
have  been  actually  decreasing  while  profits  have  been  increasing. 
The  purchasing  power  of  wages  over  food  in  1917  was  only  a  little 
over  two-thirds  of  what  it  was  ten  years  before.  The  extraordi- 
narily high  wages  of  1918  among  certain  forms  of  skilled  labor 
are,  of  course,  not  representative. 

The  real  scientific  study  of  the  distribution  of  wealth  has,  we 
must  confess,  scarcely  begun  as  yet.  The  conventional  academic 
study  of  the  so-called  theory  of  distribution  into  rent,  interest, 
wages*  and  profits  is  only  remotely  related  to  the  subject.  This 
subject,  the  causes  and  cures  for  the  actual  distribution  of  capital 
and  income  among  real  persons,  is  one  of  the  many  now  in  need 
of  our  best  efforts  as  scientific  students  of  society.  I  shall  here 
merely  throw  into  the  discussion  a  few  tentative  thoughts  which 
seem  to  me  to  be  now  either  completely  overlooked  or  only  dimly 
appreciated. 

There  are,  I  believe,  two  master  keys  to  the  distribution  of 
wealth:  the  Inheritance  system  and  the  Profit  system. 

The  practices  which  happen  to  be  followed  by  men  of  great 
wealth  in  making  wills  is  certainly  the  chief  determinant  of  the 
distribution  of  their  wealth  after  their  death.     Mr.  Albert  G. 
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Coyle,  one  of  my  former  students,  has  estimated  that  four-fifths 
of  the  one  hundred  and  fifty  or  more  fortunes  in  the  United  States 
having  incomes  of  over  $1,000,000  a  year  have  been  accumulating 
for  two  generations  or  more.  It  is  interesting  to  observe  that,  al- 
though the  formulae  expressing  distribution  by  Pareto's  logarith- 
mic law  are  similar  for  the  United  States  and  England,  the  num- 
ber of  wealthy  men  at  the  top  is  two  and  a  quarter  times  as  great, 
in  proportion  to  population,  in  England  as  in  the  United  States, 
presumably  because  the  number  of  generations  through  which 
fortunes  have  been  inherited  are  much  great*,  there  than  here. 

Yet  the  man  who  wills  property  does  so  without  regard  to  its 
effect  on  the  social  distribution  of  wealth.  In  fact  even  from  the 
private  point  of  view  careful  thought  is  seldom  bestowed  on  the 
solemn  responsibility  of  bequeathing  property.  The  ordinary 
millionaire  capitalist  about  to  leave  this  world  forever  cares  less 
about  what  becomes  of  the  fortune  he  leaves  behind  than  we  have 
been  accustomed  to  assume.  Contrary  to  a  common  opinion,  he 
did  not  lay  it  up,  at  least  not  beyond  a  certain  point,  because  of 
any  wish  to  leave  it  to  others.  His  accumulating  motives  were 
rather  those  of  power,  of  self-expression,  of  hunting  big  game. 

I  believe  that  it  is  very  bad  public  policy  for  the  living  to  allow 
the  dead  so  large  and  unregulated  an  influence  over  us.  Even  in 
the  eye  of  the  law  there  is  no  natural  right,  as  is  ordinarily  falsely 
assumed,  to  will  property.  "The  right  of  inheritance,"  says  Chief 
Justice  Coleridge  of  England,  "a  purely  artificial  right,  has  been 
at  different  times  and  in  different  countries  very  variously  dealt 
with.  The  institution  of  private  property  rests  only  upon  the 
general  advantage."  And  again,  Justice  McKenna  of  the  United 
States  Supreme  Court  says:  "The  right  to  take  property  by 
devise  or  descent  is  the  creature  of  the  law  and  not  a  natural 
right — a  privilege,  and  therefore  the  authority  which  confers  it 
may  impose  conditions  on  it." 

The  disposal  of  property  by  will  is  thus  simply  a  custom,  one 
handed  down  to  us  from  Ancient  Rome.  It  is  no  more  inviolate 
than  the  custom  of  the  disposal  of  the  body  of  the  dead  by  burial. 
Just  as,  in  Jie  interests  of  the  living,  we  are  substituting  crema- 
tion for  burial,  so — likewise  in  the  interests  of  the  living — we  may 
substitute  a  new  for  a  traditional  method  of  disposing  of  the 
dead  man's  goods. 

Numerous  limitations  of  the  right  to  will  property  do,  in  fact, 
already  exist  in  each  of  our  states — some  under  common  law,  oth- 
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ers  under  statute  law.  There  are,  in  particular,  restrictions 
against  tying  up  property  (except  in  charitable  bequests)  in  per- 
petuity. These  restrictions  have,  undoubtedly,  restrained  the  ac- 
cumulation of  swollen  fortunes.  There  is  no  reason  why  we  can- 
not continue  to  add  to  such  limitations  so  far  as  seems  wise. 

For  instance,  Rignano,  the  Italian  economist,  suggests  making 
the  state  co-heir  of  all  bequests  so  that  it  will  receive  one-third  of 
the  estate  on  the  first  descent,  two-thirds  of  the  remainder  on  the 
second,  and  the  residue  on  the  third  descent. 

So  much  for  the  first  great  factor  responsible  for  an  undemo- 
cratic distribution  of  wealth — the  inheritance  system.  It  has  to 
do  with  the  transmission  of  fortunes  from  one  generation  to  an- 
other. The  other  great  factor,  the  profit  system,  has  to  do  with 
the  mushroom  growth  of  a  fortune  in  a  single  generation. 

When  fortunes  are  made  with  prodigious  speed,  it  is  usually 
wholly  or  chiefly  through  profits.  Accumulation  by  compound  in- 
terest, though  amazing  in  its  possibilities  after  a  fortune  is  large, 
cannot  in  a  single  lifetime  make  a  large  fortune  out  of  a  small 
one.  Every  "self-made"  millionaire,  so  far  as  I  know,  became 
such,  if  honestly,  primarily  through  profits.  Profits  are  the 
chance  part  of  distribution,  the  part  which  is  the  uncertain,  and 
therefore  extremely  variable,  margin  left  after  the  more  fixed  and 
known  parts  of  the  distribution — rent,  interest,  wages,  and  salar- 
ies— have  been  deducted. 

Profits  are,  next  to  wages,  the  most  important  element  of  our 
national  income,  comprising  over  a  quarter  therof  and  being  more 
important  than  rent  and  interest  combined. 

My  query  here  is:  May  we  not  find  ways,  by  legislation  and 
otherwise,  of  modifying  more  or  less  profoundly  the  present  profit 
system?  I  have  in  mind  not  only  profit-sharing  plans,  plans  for 
cooperative  producing,  buying  or  distributing,  and  schemes  for 
allotting  common  stock  to  employees  by  which  the  worker  may 
feel  a  stake  in  the  business  in  which  he  is  engaged ;  but  also,  and 
more  particularly,  possible  participating  by  the  public  itself 
through  the  government. 

I  am  aware,  of  course,  of  the  obvious  and  real  objections  to 
such  plans  and  I  am  not  offering  a  solution  of  this  problem,  but 
sqggesting  what  seems  to  me  a  promising  line  in  which  we  econo- 
mists may  seek  a  solution.  Perhaps  there  are  many  different  so- 
lutions, varying  according  to  circumstances.  It  may  well  be  that 
a  place  will  always  be  left  for  pure  private  ownership  and  man- 
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agement,  as  well  as  a  place  for  pure  government  ownership,  even 
though  a  mixed  system  or  systems,  such  as  I  have  in  mind  as  pos- 
sible, be  placed  between. 

We  already  have  some  examples  of  mixed  types,  such  as  gov- 
ernment regulation ;  leases  to  private  capitalists  with  reversionary 
rights  to  the  city,  state,  or  nation;  subsidies;  price  fixing;  guar- 
anteeing prices ;  underwriting  against  loss ;  taxes  on  profits  or  on 
excess  profits. 

The  important  point  is  that,  under  the  present  private-profit 
system,  the  chance  of  profits  and  risk  of  losses  as  well  as  the  man- 
agement are  entirely  in  the  hands  of  one  only  of  the  three  classes 
interested  in  the  success  of  the  enterprise.  The  other  two  classes, 
namely,  the  workers  and  the  public,  do  not  ordinarily  participate 
much,  if  at  all.  The  enterpriser  or  chance-taker  has,  under  this 
system,  come  to  think  and  to  speak  of  his  industry  as  "my  busi- 
ness" and  gets  quoted  even  as  saying  "the  public  be  damned." 
For  instance,  we  entrust  the  great  public  function  of  conducting 
our  public  press  to  irresponsible  private  capitalists  who  in  turn 
are  largely  controlled  by  their  advertisers,  even  more  irresponsible. 

Fundamentally  the  question  is  one  of  adequately  representing 
the  parties  whose  interests  are  involved.  Only  incidentally  is  it  a 
question  of  efficiency.  Yet  I  believe  the  two  are  not  so  far  apart 
as  is  often  supposed.  An  efficient  autocracy  in  industry  is  as 
suicidal  in  the  end  as  an  efficient  autocracy  in  politics  has  shown 
itself  to  be.  Either  is  unstable  because  unrepresentative.  The 
most  enduring  of  great  banks  is  the  Bank  of  England  because  it 
is  based  not  on  a  narrow  money-making  efficiency,  but  on  the  idea 
of  efficiency  for  public  service.  Even  its  governor  represents  not 
the  banker  in  the  English  sense  but  the  "merchant,"  a  merchant 
banker  who  stands  partly  for  the  public  whom  the  banker  serves. 
Yet  the  Bank  of  England  is  technically  a  private  bank.  Its  great 
merit  is  that  the  bank's  customers,  including  the  government,  par- 
ticipate in  shaping  its  policy. 

While  government  enterprise  has  glaring  defects,  the  present 
system  of  private  profit  is  also  defective.  It  is  even  very  costly 
to  the  public  in  that  the  enterpriser  requires  the  chance  of  large 
profits  to  compensate  for  the  large  risks  he  assumes.  Two  un- 
fortunate consequences  follow.  One  is  that  in  this  great  game  of 
chance  the  lottery  winnings  make  multimillionaires  out  of  mil- 
lionaires, which  is  inconsistent  with  democratic  ideals  and  demo- 
cratic progress.    The  other  is  that  it  creates  hostility  on  the  part 
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of  the  other  two  classes.  The  workman  therefore  is  over-ready  to 
strike,  shirk,  or  commit  sabotage.  The  local  public  often  cordially 
hate  a  great  railway  like  the  Pennsylvania  system  or  the  Southern 
Pacific  at  whose  mercy  they  are,  or  a  great  corporation,  trust  or 
bank,  which  they  call  an  "octopus."  From  such  hostility  comes  a 
contest  for  political  power  and,  too  often,  corruption.  This  cor- 
ruption should  not  all  be  charged  up  to  politics  as  such ;  for  much 
of  it  is  due  to  private  industry  struggling  for  private  profits  in 
disregard  of  public  usefulness. 

The  government,  representing  the  public,  is,  with  all  its  faults, 
in  a  better  position  than  the  private  capitalist  to  underwrite  great 
industrial  undertakings,  both  because  its  resources  are  greater  and 
because  the  chances  of  gains  and  losses  in  many  different  direc- 
tions would  tend,  more  fully,  to  offset  each  other.  Government 
underwriting  of  industry  is  thus  in  the  last  analysis  simply  a 
species  of  social  insurance. 

It  is  interesting  to  observe  that  such  social  insurance  as  we  are 
now  familiar  with — workmen's  compensation,  health  insurance, 
etc — usually  provides  that  the  cost  and  management  shall  be 
shared  by  the  three  parties  interested,  employer,  employee,  and 
state. 

Nor  is  such  an  extension  of  the  principle  of  social  insurance  as 
I  am  now  tentatively  suggesting  so  strange  as  it  may  at  first  ap- 
pear. It  is  just  what  we  have  seen  happen  under  the  stress  of 
war.  Early  in  the  war  the  profit  system  by  which  the  govern- 
ment let  out  to  contractors  the  making  of  munitions  and  other 
supplies  was  found  to  be  not  only  very  expensive  but  to  work  very 
badly.  We  therefore  hastily  improvised  many  kinds  of  govern- 
ment regulation  to  meet  the  situation.  The  important  point  for 
us  to  note  here  is  that  the  government  thus  assumed  some  of  the 
commercial  risks  and  insured  others  against  them.  To  secure  an 
adequate  wheat  supply  it  guaranteed  to  the  farmer  the  price  of 
wheat,  while,  at  the  same  time,  it  protected  the  public  against 
"profiteering"  in  prices  of  bread.  In  taking  over  the  railways  it 
guaranteed  certain  minimum  profits.  It  assumed  the  most  of  the 
risks  in  shipbuilding.  It  supplied  a  revolving  fund  to  loan  to  es- 
sential industries  which  would  otherwise  run  the  risk  of  not  se- 
curing needed  capital.  It  put  government  officials  in  charge  of 
munition  works  which,  under  private  management,  were  in  danger 
of  failing  to  give  the  needed  service  to  the  country.  It  did  all 
these  things  clumsily ;  but  it  had  to  do  something  because  private 
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enterprise  failed  or  could  not  be  depended  on  to  render  the  service 
to  the  country  which  the  country  needed  and  demanded. 

Even  before  the  war  there  were  many  examples  of  some  sort  of 
government  participation.  Railways  were  often  built  in  part  by 
subsidy  of  nation,  state,  or  locality,  in  order  that  the  public  in- 
terest might  be  served.  Irrigating,  forestry,  and  water  power  de- 
velopment have  had  government  ownership  or  participation  in 
various  forms.  Abroad,  both  town  and  nation  are  sometimes  co- 
owners  with  individuals  in  the  forests. 

I  may  add  that,  in  my  opinion,  the  rather  common  idea  that 
profits  should  be  limited  to  a  "fair  rate  of  interest"  is  not  a  solu- 
tion of  the  difficulty.  It  is  as  absurd  and  unfair  as  the  socialists' 
dictum  that  profits  are  essentially  stolen  from  workmen's  wages. 
Nothing  would  serve  so  effectually  to  kill  enterprise  as  to  forbid 
the  enterpriser  from  securing  more  profits  than  he  could  get  by 
lending  his  money,  unless  at  the  same  time  we  protect  him  against 
losses.  Some  one  must  assume  the  risks  of  enterprise,  and  he 
who  assumes  the  risks  of  loss  is  entitled  to  the  chance  of  profits. 
As  long  as  we  keep  the  system  by  which  the  private  capitalist  is, 
single  handed,  to  struggle  to  win  wealth  from  natural  resources, 
we  must  give  him  the  chance  of  winning  big  prizes  together  with 
the  chance  of  great  losses. 

Needless  to  say,  therefore,  I  am  not  attacking  the  man  who 
takes  profits  under  the  present  system.  He  ought  not,  or  not 
always,  to  be  stigmatized  as  a  profiteer.  Nor  am  I  attacking  the 
man  who  wills  his  property  in  the  ordinary  way.  Both  are  play- 
ing the  game  according  to  the  present  rules.  My  criticism  is  not 
of  the  players,  but  of  the  rules.  New  rules  may  be  found — rules 
better  for  both  the  players  and  the  onlookers. 

Our  society  will  always  remain  an  unstable  and  explosive  com- 
pound as  long  as  political  power  is  vested  in  the  masses  and  eco- 
nomic power  in  the  classes.  In  the  end  one  of  these  powers  will 
rule.  Either  the  plutocracy  will  buy  up  the  democracy  or  the 
democracy  will  vote  away  the  plutocracy.  In  the  meantime  the 
corrupt  politician  will  thrive  as  a  concealed  broker  between  the 
two. 

On  the  face  of  it,  we  should  expect  that  all  the  evils  mentioned 
would  be  relieved  if  we  had  more  democracy  in  industry,  that  is, 
if  the  workman  and  the  public  felt  that  the  great  industries  were 
partly  theirs,  both  as  to  ownership  and  as  to  management. 

As  to  the  representation  of  workmen  in  the  management,  some 
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industries  have  introduced  a  "Senate"  to  represent  the  office  staff 
and  a  "House  of  Representatives"  to  represent  the  shop  workers. 
These,  with  the  executive,  exercising  a  veto  power,  manage  the  in- 
dustry after  the  pattern  of  our  political  republic.  This  and 
other  plans  for  a  more  representative  control  are  worth  careful 
study.  A  large  part  of  our  present  dissatisfaction  with  industry 
comes  from  its  autocratic  control,  which  is  growing  more  rapidly 
centralized  even  than  is  the  actual  ownership.  The  device  of  the 
corporation,  especially  the  holding  corporation,  has  put  a  large 
fraction  of  the  capital  of  the  country  into  the  hands  of  a  small 
group  of  magnates  mostly  in  New  York  City. 

So  much  for  the  distribution  and  control  of  wealth.  There  are 
other  subjects  equally  worthy  of  our  attention.  Even  if  the  dis- 
tribution of  wealth  could  be  ideal,  the  industrial  world  would  find 
abundant  reason  for  discontent.  Just  as  the  political  freedom 
sought  by  the  French  Revolution  proved  insufficient  and  disap- 
pointing, so  will  what  is  now  called  economic  freedom  be  found 
insufficient  and  disappointing. 

When  we  speak,  however  figuratively,  of  wage-slavery,  we  ought 
to  think  not  only  of  low  wages,  but  also  of  the  repulsiveness  of 
the  work  itself.  The  great  reason  why  an  industry  fascinates  the 
employer  but  bores  the  employee  is,  in  my  opinion,  that  human 
psychologic  laws  are  neglected. 

I  hope  that  psychologists  may  some  day,  in  cooperation  with 
economists,  help  to  a  truer  understanding  of  the  nature  of  human 
freedom.  What  we  liberty  lovers  are  really  groping  for  is,  ap- 
parently, not  to  do  as  we  think  we  please  but  to  do  what  will 
actually  please  us  after  it  is  done;  that  is,  to  satisfy  fairly  well 
all  of  the  great  fundamental  human  instincts,  of  which  there  are 
many  besides  the  instinct  of  self-preservation  or  of  making  a  liv- 
ing. The  workman  not  only  longs  for  more  pay,  but  he  hungers 
and  thirsts  for  other  things  which  he  cannot  formulate,  because 
so  largely  unconscious. 

The  problem  of  making  manual  workers  contented,  or  as  con- 
tented as  the  rest  of  us,  or  as  contented  as  they  can  be,  is  not, 
therefore,  a  problem  simply  of  the  distribution  of  wealth.  It  is 
one  of  introducing,  or  re-introducing,  certain  fundamental  mo- 
tives into  industry.  Just  as  the  large  capitalist  does  not  usually 
accumulate  for  his  children  but  for  the  love  of  accumulating,  and 
just  as  inventors  (as  Professor  Taussig  has  shown)  do  not  usu- 
ally invent  merely,  or  even  chiefly,  for  money  but  for  the  love  of 
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In  a  democracy  the  people  express  their  opinion  on  economic 
problems,  but  without  much  opportunity,  in  the  first  instance,  to 
make  that  opinion  intelligent.  Workmen  now  act  on  the  ideas, 
often  fallacious  even  from  the  standpoint  of  labor  alone,  of  labor 
leaders  woefully  ignorant  of  the  fundamental  principles  of  eco- 
nomics. It  is  for  lack  of  economic  enlightenment  that  they  ap- 
prove of  limitation  of  output,  extravagant  expenditure  on  public 
works,  slackness  and  inefficiency  of  workmen,  exclusion  or  de- 
struction of  "labor  saving"  machinery,  sabotage,  limitation  of  ap- 
prentices, cessation  of  trade  schools,  etc.  In  so  doing  they  are 
laboring  under  a  "make  work"  delusion.  Likewise,  they  are  apt 
to  cry  out  for  more  money  in  times  of  inflation,  under  a  money 
delusion.  It  is  encouraging  to  note,  however,  that  recently  some 
labor  elements,  especially  the  English,  as  indicated  by  their  recent 
manifesto  on  Reconstruction,  have  become  emancipated  from  most 
of  these  doctrines. 

The  second  suggestion  is  that  there  should  be  created  an  en- 
dowment for  economic  research,  in  the  management  of  which  labor, 
capital,  and  economists  would,  all  three,  share  and  which  would  be 
a  sort  of  laboratory  for  the  study  of  the  great  economic  problems 
before  us.  Today  the  physical  sciences  have  their  great  labora- 
tories, as  a  matter  of  course.  But  the  economist  is  expected  to 
secure  his  own  facts  and  statistics  and  make  his  own  calculations 
at  his  own  expense.  Expensive  research,  far  beyond  the  reach 
of  the  professor's  purse,  is  necessary  if  the  economist  is  to  be  of 
any  important  public  service  in  studying  wealth  distribution,  the 
profit  system,  the  problem  of  labor  unrest,  and  the  other  many 
pressing  practical  problems.  Harvard  University,  through  its 
Committee  on  Economic  Research,  and  other  Research  Bureaus, 
are  now  making  a  beginning  in  this  direction. 

Such  an  endowment  as  has  recently  been  suggested  might  be 
under  the  auspices  of  this  Association  or  otherwise  guarded 
against  narrow  or  partisan  control. 

Certainly  if  we  are  to  serve  the  great  world  democracy  which 
we  hope  to  see  arise  from  the  ashes  of  this  great  world  conflagra- 
tion, we  must  see  the  problem  whole. 

Our  present  opportunity  is  one  which,  if  now  missed,  may  never 
come  again.  The  war  has  kindly  lifted  us,  for  a  time,  out  of  the 
old  ruts.  Consequently  the  world  is  far  more  open-minded,  more 
expectant,  and  more  desirous  of  getting  at  the  real  truth  of  things 
today  than  ever  before.    But  as  the  years  roll  by  ruts  will  be  worn 
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again  and,  once  worn  wrongly,  may  be  harder  than  ever  to  efface 
or  correct. 

It  is  given  to  us  as  to  no  previous  generation  of  economists  to 
share  in  fixing  the  foundations  for  a  new  economic  organization 
and  one  which  shall  harmonize  with  the  principles  of  democracy. 

If  we  are  to  succeed  it  will  be  because  we  perform  our  task  with 
wisdom,  unselfishness,  and  impartiality.  As  economists  in  public 
service  in  a  democratic  world  we  are  pledged  not  to  serve  simply 
our  local  community,  our  own  country,  or  our  own  time,  but  to 
serve  rather  all  humanity  throughout  the  world  and  throughout 
future  generations. 


INTEREST  ON  INVESTMENT  AS  A  FACTOR  IN  MANU- 
FACTURING COSTS 

By  Clinton  H.  Scovell,  C.P.A. 
Boston,  Massachusetts 

Accounting  and  economics  are  necessarily  closely  associated. 
The  essential  factors  in  economic  discussions — rents,  wages,  and 
interest — are  reckoned  in  accounting  terms  of  debit  and  credit, 
and  the  reckonings  are  made  according  to  working  methods  that 
the  practice  of  accountancy  has  developed.  It  is  the  function  of 
the  economist  to  interpret  the  facts  of  industry  and  commerce, 
whereas  the  accountant  provides  the  necessary  methods  and  stand- 
ards for  measuring  and  recording  the  financial  results  of  business 
operations. 

It  is  important  that  both  economist  and  accountant  work  ac- 
cording to  sound  principles,  and  any  accounting  device  that 
makes  the  underlying  principles  of  business  stand  out  more  clear- 
ly, is  useful,  not  only  to  the  business  men  immediately  concerned, 
but  also  to  the  economists,  who  should  thereby  have  better  oppor- 
tunities for  analyzing  and  interpreting  the  business  facts.  Inter- 
est on  investment  as  a  manufacturing  cost  deserves  consideration 
both  for  the  principle  involved  and  for  its  conspicuous  usefulness 
in  accounting  practice. 

The  Principles  Involved 

Considering  first  the  principles  involved,  we  note  that  econo- 
mists recognize  capital  as  a  factor  of  production  and  say  that  the 
return  to  those  who  furnish  capital  is  interest.  Another  factor 
of  production  is  management  (service  of  the  entrepreneur),  and 
the  return  to  those  who  manage  is  profit. 

The  fundamental  distinction  between  interest  for  capital  and 
profit  for  management  is  maintained  through  a  long  series  of 
references  to  standard  economic  writings,  and  the  reasoning  of 
the  economists  is  not  at  all  confused  by  any  question  of  who 
owns  the  capital. 

Management  must  make  outlays  for  wages  and  rates,  and 
whenever  the  manager's  capital  is  insufficient  he  must  borrow. 
The  sums  paid  by  management  to  the  capitalist  are  in  return  for 
the  service  or  use  of  capital,  just  as  wages  and  rent  are  paid  for 
the  services  of  labor  or  the  use  of  land.    If  a  manager  is  so  for- 
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tunate  as  to  own  all  the  capital  he  uses,  it  is  no  less  useful  or 
serviceable  on  that  account. 

It  seems  strange  that  any  difference  of  opinion  should  arise  in 
applying  these  fundamental  concepts,  but  much  of  current  ac- 
counting practice  departs  from  the  standards  of  the  economists, 
confuses  cost  for  capital  with  profit  for  management,  and  some- 
times reasons  incorrectly  about  the  return  on  capital  both  bor- 
rowed and  owned.  These  errors  arise  chiefly  because  accountants 
constantly  think  and  speak  of  "money  invested"  or  "capital  in- 
Tested"  instead  of  fixing  attention,  as  do  the  economists,  on  physi- 
cal assets  as  used  in  production. 

Interest  on  Borrowed  Money 

The  error  has  been  frequently  made  in  the  past  of  reckoning 
the  immediate  outlay  for  borrowed  capital  as  a  cost;  but  if  a 
proprietor  has  a  physical  plant  and  inventories  to  operate,  the 
cost  for  using  them  is  no  greater  because  he  is  borrowing  to  pro- 
Tide  some  of  these  assets.  Fortunately  there  has  already  been 
enough  discussion  of  these  matters  among  accountants  so  that 
mistakes  are  coming  to  be  less  frequent  in  the  reasoning  and  ac- 
counting that  relate  to  capital  borrowed.  Nearly  every  recent 
writer  who  has  advocated  the  exclusion  from  cost  of  interest  on 
investment  admits  that  interest  on  borrowed  money,  whether  se- 
cured by  mortgage  or  otherwise,  has  no  bearing  on  the  issue,  in 
either  theory  or  practice. 

The  errors  of  reasoning  chiefly  arise  with  reference  to  capital 
owned,  and  the  idea  is  frequently  expressed  in  accounting  practice 
and  in  accountants9  writings  that  a  proprietor  gets  the  use  of 
capital  he  owns  without  a  cost  to  himself.  The  idea  is  not  fully 
grasped,  and  seldom  adequately  expressed,  that  interest  on  in- 
vestment is  a  charge  to  cost. 

Confusion  Between  Cost  and  Profit 

The  confusion  between  cost  and  profit  arises  again  and  again, 
and  frequently  the  argument  that  interest  on  investment  is  not 
a  cost  is  based  almost  entirely  on  the  assertion  that  it  is  a  profit. 
Thus,  A.  Lowes  Dickinson,  C.  P.  A.,  declares  in  the  Journal  of 
Accountancy  for  August  1918,  page  89:  "The  fundamental  ob- 
jection to  treating  interest  and  rent — which,  except  in  so  far  as 
it  includes  compensation  for  services  rendered,  is  only  a  form 
of  interest — as  an  integral  part  of  the  cost  of  manufacture  is 
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that  all  interest  is  in  fact  profit."  This  fallacy  is  repeated  by 
every  writer  who  alleges  that  there  is  an  "anticipation  of  profits" 
by  reckoning  interest  on  investment  into  costs. 

The  same  logical  fallacy — of  substituting  assertion  for  argu- 
ment or  evidence — is  involved  in  the  declaration  that  the  total 
return  from  an  enterprise  is  to  be  considered  as  a  profit  divisible 
among  the  partners  or  "contributors"  (Mr.  Dickinson's  term), 
namely:  (1)  the  owners  of  the  capital  (other  than  land  and  build- 
ings), (£)  the  landlord  who  has  provided  the  land  and  buildings, 
and  (8)  the  manager  or  entrepreneur.  Obviously  if  interest  on 
investment  is  profit,  it  is  not  cost,  but  let  us  have  first  an  exact 
argument  and  sound  reasoning  as  to  whether  it  is  cost,  or  profit* 
If  the  conclusion  is  that  interest  on  investment  is  a  cost,  then 
wherever  it  appears,  it  is  a  cost  that  appears  and  not  a  profit. 

Interest  a  Charge  for  the  Use  of  Capital 
Interest  on  investment  is  a  cost  and  not  a  profit  because  it  is 
a  charge  for  the  use  of  capital,  and  there  is  a  cost  for  the  use  or 
service  of  capital  just  as  for  the  use  or  service  of  labor  or  land. 
When  attention  is  fixed  on  the  fact  that  physical  assets — plant 
and  inventories — are  in  constant  use,  it  is  not  hard  to  secure  an 
agreement  that  the  use  of  such  assets  cannot  be  provided  free, 
and  that  to  provide  them  must  mean  a  cost  to  the  one  who  makes 
this  provision.  If  the  management  provides  its  own  capital,  the 
economic  cost  is  no  less  than  if  others  provide  it.  (Although  Mr. 
Dickinson  argues  that  interest  on  investment  is  not  a  cost,  he  cor- 
rectly says,  .  .  .  "the  manner  in  which  capital  is  provided  cannot 
affect  the  cost  of  manufacture.")1 

Depreciation  a  Charge  for  Consuming  Capital 
Many  writers  say  that  depreciation  is  a  charge  for  the  use  of 
capital.  Thus,  "an  adequate  adjustment  in  respect  to  the  use  of 
the  machine  is,  or  should  be,  secured  through  the  charge  for  de- 
preciation, or  speaking  more  accurately  the  expired  outlay  upon 
productive  plants."3  And  "Modern  cost  accounting  does  provide 
an  adequate  charge  .  .  .  for  the  use  of  manufacturing  facilities 
by  arranging  for  a  proper  charge  to  output  for  the  depreciation 
caused  by  the  manufacturing  process.     By  this  assessment  for 

*  Quoted  in  Journal  of  Accountancy,  May,  1018,  by  J.  Lee  Nicholson,  from 
Mr.  Dickinson's  original  article  in  the  Papers  and  Discussions  of  the  93rd 
Annual  Meeting  of  the  Amcr.  Econ.  Assn.,  April,  1911,  p.  190. 

«  J.  B.  Sterrett,  C.P.A.,  in  Journal  of  Accountancy,  April,  1013,  p.  949. 
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depreciation  •  .  .  the  entire  capital  investment  is  preserved  with- 
out impairment."8  Both  of  these  quotations  refute  the  argument 
they  seek  to  make,  for  they  both  reveal  the  essential  character  of 
depreciation  as  a  cost  of  exhausting  an  asset — not  a  cost  for  its 
u$e  unimpaired. 

Consider  the  analogy  of  a  charge  for  the  rent  of  a  farm.  What- 
ever the  amount  of  that  rent,  the  assumption  is  that  the  tenant 
will  not  exhaust  the  land,  but  by  a  reasonable  rotation  of  crops 
and  good  use  maintain  its  fertility.  Even  when  he  does  this,  and 
if  he  paid  all  taxes  and  insurance  on  the  premises,  he  would  still 
expect  to  pay  something  for  the  use  of  the  assets  placed  at  his 
disposal 

The  analogy  is  perfect  if  one  considers  the  rent  of  a  city  lot 
where  there  is  no  question  of  depreciation.  If  the  tenant  pays  all 
the  taxes,  he  would  still  expect  to  pay  for,  and  there  is  a  cost  to 
someone  to  provide,  the  capital  value  that  he  uses. 

The  conclusion  seems  warranted,  therefore,  that,  as  a  matter 
of  correct  principle,  interest  on  investment  is  a  cost  for  the  use 
of  capital,  and  that  depreciation  does  not  meet  the  requirements, 
since  depreciation  is  a  cost  not  for  the  use  of  capital  but  for  the 
exhaustion  or  consumption  of  capital. 

Practical  Advantages 

Every  writer  who  has  attempted  anything  like  a  thorough  dis- 
cussion of  interest  on  investment  admits  that  this  element  must 
in  some  way  be  included  in  the  selling  price.  In  other  words,  in- 
terest on  the  plant  and  inventories,  which  are  the  tangible  ex- 
pressions of  the  capital  invested,  must  be  taken  into  consideration 
at  some  point,  for  if  the  net  profit  resulting  from  trading  does 
not  exceed  the  amount  which  the  capital  might  earn  invested  in 
standard  bonds  yielding  ordinary  rates  of  interest,  then  from  an 
investment  point  of  view  the  business  is  not  worth  while.  The 
only  question  is  then  at  what  point  interest  should  be  included  in 
the  accumulation  of  a  total  cost  to  sell. 

This  brings  us  to  an  argument  of  utility  or  convenience,  and 
the  reasoning  in  regard  to  this  important  matter  has  been  con- 
siderably obscured  by  constantly  dealing  in  generalities,  especially 
by  the  opponents  of  interest  inclusion,  who  have  never  so  far  as 
the  record  is  available,  indicated  clearly  how  they  would  deal  with 
the  practical  problems  which  the  cost  accountant  has  to  meet. 

1  Edward  C  Gough,  C.P.A.,  in  Journal  of  Accountancy,  June,  1013,  p.  474. 
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Unit  Costs  for  Continuous  Process  Industries 

If  the  reasoning  were  confined  to  certain  kinds  of  business,  such 
as  mining,  transportation,  or  manufacture  by  continuous  pro- 
cesses, like  the  making  of  flour,  cement,  pig  iron,  or  wood  pulp, 
it  makes  but  little  practical  difference  whether  the  desired  infor- 
mation is  secured  by  reckoning  interest  on  investment  into  cost, 
or  by  leaving  it  out,  and  determining  an  average  profit  for  the 
industry  including  a  return  on  the  capital.  It  does  make  a  vast 
deal  of  difference,  however,  when  one  has  to  deal  with  the  practical 
problems  of  cost  accounting  in  most  industries. 

As  Professor  Cole  says,4  "No  comparison  is  possible  between 
different  establishments,  between  different  periods  in  the  same  es- 
tablishment, or  between  different  methods  in  the  same  establish- 
ment, if  capital  investment  in  labor-saving  or  material-saving 
machinery  is  neglected;  for  the  very  purpose  of  such  investment 
is  to  save  cost  in  other  directions,  and  to  neglect  the  capital  sacri- 
fice, made  in  saving  other  costs,  is  to  neglect  in  part  the  very  aim 
of  cost  accounting." 

Space  does  not  permit  a  complete  exposition  of  the  circum- 
stances and  the  practical  problems  in  management  and  cost  ac- 
counting for  which  there  is  no  satisfactory  solution  except  by 
reckoning  interest  on  investment. 

Whenever  it  is  desired  (1)  to  compare  the  efficiency  of  altern- 
ative methods,  (£)  to  measure  the  time  element  in  costs,  (8)  to  dis- 
tinguish between  the  profits  on  two  or  more  kinds  of  business 
(such  as  jobbing  and  manufacturing)  by  the  same  management, 
(4)  to  measure  the  cost  of  carrying  inventories  larger  or  smaller, 
or  of  more  or  less  valuable  material,  (5)  to  record  accurately  the 
costs,  and  therefore  the  profits,  of  complete  or  incomplete  plants 
(a  machine  shop  with  or  without  a  foundry,  an  automobile  fac- 
tory making  or  buying  its  engines),  (6)  to  compare  manufactur- 
ing costs  in  owned  or  rented  plants,  (7)  to  compare  the  cost  of 
power  generated  on  the  premises  with  purchased  current,  (8)  to 
reduce  varieties  of  financing  to  common  terms,  (9)  to  make  a 
uniform  cost  plan  for  associations,  the  work  cannot  be  well  done 
unless  interest  on  investment  is  reckoned  as  a  factor  in  cost. 

Business  Policy  and  Unearned  Burden 
The  inclusion  of  interest  on  investment  in  cost  is  an  important 
factor  in  the  determination  of  manufacturing  and  selling  policy 

*  Journal  of  Accountancy,  April,  1913,  p.  234. 
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particularly  during  periods  of  curtailed  production  when  part 
of  a  plant  is  lying  idle,  or  in  other  words,  when  part  of  the  capital 
is  not  producing.  The  principle  is  well  established  among  ex- 
perienced cost  accountants  that  for  each  operation  the  normal 
burden  should  be  determined  based  on  normal  activity  of  opera- 
tion, and  if  a  plant  is  not  operating  on  a  full  schedule,  the  burden 
applicable  to  the  idle  time  is  a  direct  loss,  and  not  an  additional 
cost  for  the  manufacture  of  the  limited  volume  of  output. 

Current  charges  showing  all  the  expense,  including  interest  on 
the  investment,  of  carrying  this  unused  capacity  for  manufactur- 
ing are  much  more  likely  to  arouse  an  executive  or  board  of  di- 
rectors to  action  than  a  mere  memorandum  of  approximate  fixed 
charges,  prepared  as  an  estimate  of  the  burden  on  unused  manu- 
facturing capacity.  Since  the  determination  of  accurate  rates  for 
overhead  or  burden,  and  particularly  sound  reasoning  in  regard 
to  these  rates  when  they  are  determined,  are  about  the  most  im- 
portant functions  of  a  cost  department  in  a  modern  business,  it 
seems  clear  that  no  pains  should  be  spared  to  get  the  burden  rates 
accurate,  and  particularly  that  they  should  be  made  to  include 
all  the  recognizable  costs  of  operation. 

Bookkeeping  for  Interest  on  Investment 

Since  this  paper  is  presented  to  a  joint  association  of  econo- 
mists and  instructors  in  accounting,  it  is  pertinent  to  consider 
bookkeeping  methods  by  which  the  interest  charge  may  be  calcu- 
lated and  applied  to  costs. 

The  method  which  is  uniformly  much  to  be  preferred  is  that  of 
determining  the  asset  values  of  all  kinds,  wherever  found,  and 
calculating  the  interest  thereon  as  a  charge  through  the  various 
channels  of  rent,  equipment  charges,  inventory  charges,  etc.,  with 
a  corresponding  credit  to  an  account  known  as  Interest  Charged 
to  Cost,  which  is  a  credit  each  period  to  the  Loss  and  Gain  ac- 
count, and  as  such  is  available  for  dividends,  if  not  offset  by  losses 
of  one  kind  or  another.  This  method,  in  fact,  is  the  only  one 
that  can  be  worked  out  in  a  practical  way  in  an  industrial  estab- 
lishment that  requires  careful  analysis  and  subdivision  of  its  over- 
head charges  or  burden. 

The  "Net  Investment"  Method 

The  other  method  is  applicable  to  trading  establishments  (with 
only  one  kind  of  inventory,  so  that  it  is  not  necessary  to  reckon 
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fixed  charges  on  different  classes  of  the  business)  or  to  the  very 
simplest  manufacturing  conditions.  According  to  this  method,  in- 
terest charged  to  cost  or  expense  will  be  divided  between  interest 
on  borrowed  money  and  interest  on  capital  owned.  The  interest 
on  borrowed  money  is  interest  on  bonds,  notes,  and  accounts  pay- 
able. Interest  on  capital  owned,  as  a  charge  complementary  to 
interest  on  borrowed  money,  is  reckoned  on  the  "net  investment5' 
in  the  business,  that  is,  on  the  difference  between  the  sum  of  the 
assets — cash,  notes  and  accounts  receivable,  raw  materials,  work- 
in-process  and  finished  goods  inventories,  prepaid  interest,  insur- 
ance, etc.,  and  the  sum  of  all  the  liabilities — notes  and  accounts 
payable  and  all  accrued  items.  (The  reader  will  note  the  omis- 
sion of  plant  and  equipment  assets.) 

When  this  second  method  is  used,  the  charge  to  cost  will  come 
in  two  parts:  first,  as  interest  is  reckoned  and  paid  for  borrowed 
money;  and,  second,  an  amount  by  a  journal  entry,  reckoning  at 
the  agreed-upon  rate  of  interest  on  the  net  investment  as  above 
defined.  The  interest  on  the  borrowed  money  will  be  a  cash  dis- 
bursement, when  the  interest  is  paid ;  the  second  part  of  the  entry 
will  be  carried,  as  in  the  first  method,  as  a  credit  to  an  income  ac- 
count known  as  Interest  Charged  to  Cost. 

A  theoretical  objection  to  reckoning  the  interest  charged  to 
cost  in  two  parts  in  this  way  is  that  it  involves  the  use  of  two 
rates,  one  of  which  is  bound  to  fluctuate  from  time  to  time,  as  the 
current  market  rate  for  business  paper  goes  up  or  down.  This 
introduces  a  variable  element  into  the  calculation  which  is  objec- 
tionable, particularly  when  uniformity  is  sought  in  accounting  for 
an  entire  industry;  as  two  business  enterprises,  otherwise  sub- 
stantially alike,  may  be  financed  so  differently  that  one  will  have 
much  of  its  interest  charge  derived  from  borrowed  money,  and  the 
other  will  have  none  from  that  source,  but  all  the  interest  cost 
reckoned  as  a  rate  on  the  investment.  It  is  fundamentally  cor- 
rect to  say  that  "the  dollar  owned  does  just  as  much  work  and 
should  be  compensated  as  is  the  dollar  borrowed" ;  but  since  that 
is  true,  they  should  be  compensated  alike  when  used  in  the  same 
business.  As  that  is  impossible  according  to  the  "net  investment" 
method,  with  one  or  more  rates  on  borrowed  money  and  the  agreed- 
upon  and  probably  different  rate  on  the  net  investment,  it  seems 
that  that  method  should  be  abandoned  in  favor  of  one  that  does 
not  involve  such  inconsistency. 

Another  very  serious  objection  to  this  "net  investment"  method, 
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even  within  the  limited  field  in  which  it  can  possibly  be  applied,  is 
that  it  can  rarely  be  used  unmodified.  In  the  Harvard  System  of 
Accounts  for  Shoe  Wholesalers,  published  in  the  summer  of  1916, 
there  is  the  most  authoritative  exposition  of  this  method  known 
to  the  author,  and  there  the  reader  will  find  that  interest  on  land 
and  buildings  is  specifically  excluded  from  the  "net  investment" 
calculation,  for  the  good  and  sufficient  reason  that  it  is  a  charge 
to  a  Rent  account,  which  must  be  set  up  completely,  and  inde- 
pendently of  other  expenses,  if  any  comparison  is  to  be  made  be- 
tween businesses  which  operate  in  premises  owned  and  businesses 
which  operate  in  premises  rented.  This  difficulty  would  be  much 
more  serious  in  a  manufacturing  establishment,  where  interest  on 
the  investment  must  be  reckoned  for  the  equipment,  usually  in 
several  different  subdivisions,  and  on  three,  or  perhaps  four,  dif- 
ferent kinds  of  inventories. 

Even  in  a  merchandising  business,  such  as  wholesaling  shoes, 
the  plan  as  defined  breaks  down,  to  the  extent  that  further  excep- 
tions must  be  made,  if  the  proprietors  are  interested  to  get  an 
accurate  measure  of  the  results  between  selling  shoes,  for  example, 
and  rubber  footwear,  which  most  of  these  establishments  also  han- 
dle. In  a  business  like  wholesale  hardware  it  would  be  indispen- 
sable to  reckon  fixed  charges  on  inventories  by  classes,  in  order  to 
measure  the  results  in  a  satisfactory  way.  Whenever  fixed  charges 
require  any  considerable  division  the  "net  investment"  plan  breaks 
down  completely. 

Whenever  an  attempt  is  made  to  use  this  method  attention 
should  be  fixed  on  the  sum  of  the  two  charges,  namely,  interest 
on  borrowed  money  and  interest  on  capital  owned.  If  the  busi- 
ness operates  with  extensive  borrowing,  the  interest  charge  on  that 
account  will  be  large.  If  the  owners  have  provided  most  of  the 
capital,  most  of  the  amount  charged  into  cost  will  be  credited  to 
the  account  Interest  Charged  to  Cost,  and  then  to  Loss  and  Gain. 

Some  Objections  Answered 

The  distinction  of  leadership  in  opposition  to  the  inclusion  of 
interest  on  investment  as  a  charge  to  cost  has  generally  been  ac- 
corded to  A.  Lowes  Dickinson,  C.P.A.,  who  presented  his  views 
some  years  ago  before  the  American  Economic  Association.  This 
article  with  some  supplementary  material  was  reprinted  in  the 
Journal  of  Accountancy  for  August,  1913,  and  is  one  of  the  ablest 
statements  of  the  view  that  interest  on  investment  is  not  properly 
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In  short,  it  takes  capital  to  manufacture,  more  or  less 
according  to  the  kind  of  product  made,  and  according 
manufacturing  policy  pursued.  Frequently  a  liberal  use 
tal  diminishes  other  costs,  and  the  too  meager  use  of  ca] 
creases  other  costs.  Interest  on  investment  is  the  conventic 
logical  way  of  expressing  capital  cost. 

Accepting  an  arbitrary  charge  for  depreciation  as  a  go 
in  the  cost  of  manufactured  goods,  the  logic  seems  una 
that  there  is  no  greater  objection  to  an  arbitrary  charg 
terest.  Why  is  not  one  kind  of  cost  as  good  an  addition 
as  another? 

There  is,  therefore,  no  reason  why  an  inventory  shoul 
carried  at  all  its  cost9  including  so  much  thereof  as  may  1 
interest  on  the  investment  employed. 

While  we  are  on  the  subject  of  inventory  values,  let  us 
how  trivial  in  comparison  with  some  real  inventory  weal 
any  possibility  of  "inflated"  costs  because  of  a  calculati 
terest  on  the  investment.  Accountants  of  high  standing 
ject  to  reckoning  interest  on  investment  are  known  to  1 
to  have  passed  with  approval  inventories  in  which  g< 
taken  higher  than  in  the  preceding  annual  inventory,  bee 
sooth,  with  a  curtailed  volume  they  "cost  more  to  mak 
the  later  year  than  during  the  earlier.  In  this  proc 
have  an  expense  which  is  not  in  any  proper  sense  cosl 
facture  unhesitatingly  added  to  inventory  values  "at  cos 

Situations  like  this  reveal  most  conclusively  the  fall 
old-fashioned  plans  of  charging  all  burden  into  cost,  o 
mal  burden  is  first  calculated,  the  mistake  of  adding 
mentary  rate."    If  the  product  of  a  plant  is  sold  as  f 
manufactured,  there  is  no  difference  in  the  net  profit , 
to  one  plan  or  the  other,  but  if  inventories  are  chang 
ume,  there  will  be  a  very  real  inflation  of  profits  and 
an  increasing  inventory,  and  a  very  poor  and  unreal 
profits  per  volume  of  sales  during  a  period  of  diminis 
tories. 

All  accountants  will  agree  that  it  is  highly  desirabL 
rect  view  of  profits  that  the  inventories  be  priced  cc 
pecially  so  if  there  are  fluctuations  in  the  volume  o 
from  one  closing  to  another.  If  the  custom  is  to  o 
ventories,  profits  are  obviously  overstated  in  perioc 
ventories  accumulate,  and  understated  in  periodic  whe 
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minish.  If  it  is  the  practice  to  undervalue  the  inventories,  just 
the  reverse  effect  is  produced. 

If  it  is  desired  to  have  the  inventory  conservatively  stated  in 
total,  it  is  altogether  better  to  make  a  suitable  reserve  to  ac- 
complish that  result,  rather  than  to  leave  out  essential  and  calcu- 
lable elements  in  the  cost. 

Auditors  not  skilled  and  experienced  in  industrial  accounting 
certainly  encounter  difficulties  in  trying  to  decide  on  the  signifi- 
cance and  sufficiency  of  much  that  passes  for  cost  accounting. 
The  errors  of  this  kind,  committed  in  good  faith  but  in  blissful 
ignorance  of  realities,  are  likely  to  far  outweigh  any  possible 
overvaluation  resulting  from  debatable  elements  in  a  scientifically 
calculated  cost. 

Let  no  one  infer  from  these  remarks  that  the  writer  underesti- 
mates the  importance  of  being  conservative  in  valuing  inventories. 
Accountants  should  strive  zealously  to  see  that  items  or  values 
that  do  not  belong  in  the  inventory  are  excluded.  There  may  be 
many  considerations  to  influence  the  adoption  of  a  price  below 
cost  on  inventory  items,  or  a  liberal  reserve  against  the  total,  or 
important  sections,  of  the  inventory.  If  there  are  good  reasons 
(or  such  action  in  a  given  case,  by  all  means  observe  them  con- 
sistently, but  if  cost  is  the  basis,  by  all  means  get  it  all  in. 

Alleged  Difficulty  Regarding  the  Rate 

An  objection  raised  by  those  who  oppose  the  inclusion  of  in- 
terest on  investment  is  the  difficulty  of  deciding  as  to  the  rate  that 
should  be  used,  but  the  argument  on  this  point  is  really  part  of 
the  confusion  between  interest  and  profit. 

There  will  be  no  great  difference  of  opinion  among  well  in- 
formed people  as  to  what  is  a  fair  investor's  rate  with  proper 
security  for  principal  and  income  and  reasonable  marketability. 
The  Harvard  Bureau  of  Business  Research  recommends  the  use  of 
"the  ordinary  interest  rate  on  reasonably  secured  long-term  in- 
vestment, in  the  locality  in  which  the  business  is  situated.  In 
measuring  the  result  of  his  business,  as  has  already  been  pointed 
out,  the  business  man,  if  he  thinks  about  the  subject  at  all,  com- 
putes the  amount  of  interest  which  his  capital  would  earn  if  he 
invested  it  in  something  else.  The  Bureau  has  determined  from 
its  inquiries  that  there  seems  to  be  in  each  locality  a  definite  idea 
as  to  what  constitutes  a  current  rate  of  interest." 

It  might  well  be  added  that  the  rate  of  depreciation  is  as  diffi- 
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cult  to  determine,  and  as  a  matter  of  practical  experience  a  group 
of  business  men  are  better  informed  and  can  come  nearer  to  agree- 
ing on  a  suitable  rate  of  interest  to  charge  than  they  can  on 
suitable  rates  of  depreciation. 

As  to  the  validity  of  an  interest  rate  to  be  used  in  cost  account- 
ing, nothing  more  is  required  than  that  it  should  be  reasonable 
and  agreed  upon  by  the  persons  concerned.  This  is  particularly 
true  when  a  group  of  competitors  are  interested  in  establishing  a 
plan  of  uniform  accounting. 

Significance  of  the  Rate  Chosen 

One  of  the  most  technical  and  scholarly  articles  that  has  ever 
appeared  in  opposition  to  the  inclusion  of  interest  on  investment 
as  a  charge  to  cost  is  that  by  George  O.  May,  C.P.A.,  in  the 
Journal  of  Accountancy  for  June,  1916.  Mr.  May's  article  is 
given  over  chiefly  to  a  discussion  of  the  rate  that  shall  be  used. 

The  principal  argument  against  the  inclusion  of  interest  in 
Mr.  May's  article  is  based  on  a  confusion  between  the  returns  on 
capital  and  the  returns  to  the  proprietor  for  his  skill  or  risk.  It 
is  a  mistake  to  refer,  as  Mr.  May  does,  to  "compensation  of  the 
proprietor's  capital."  The  returns  for  the  proprietor's  capital 
can  be  reckoned  by  other  standards  with  considerable  accuracy, 
and  whatever  else  he  gets  is  a  return  for  something  besides  capital. 

Another  opponent  of  including  interest,  W.  P.  Hilton,  C.P.A., 
writing  in  the  Journal  of  Accountancy  for  October,  1916,  speaks 
of  adopting  a  plan  whereby  the  "reasonable  expectancy  rate"  is 
made  a  factor  of  expense. 

We  can  also  accept  Mr.  Dickinson's  statement  that  "if  any  in- 
terest rate  is  to  be  assumed,  it  can  only  be  a  rate  which  repre- 
sents a  fair  compensati6n  for  the  use  of  the  capital."  It  is  true 
that  proceeding  from  this  point  Mr.  Dickinson  argues  that  in  the 
compensation  for  the  capital  there  is  involved  a  large  and  im- 
portant element  of  risk,  and  any  argument  on  this  point  must 
admit  that  there  is  no  interest  rate  in  practice  which  is  entirely 
free  from  risk.  The  current  rate,  or  reasonable  expectancy,  how- 
.  ever,  is  generally  understood  among  business  men. 

How  Business  Men  Regard  Interest  on  Investment 
In  the  arguments  of  Mr.  Dickinson,  Mr.  May,  and  others  who 
oppose  the  inclusion  of  interest,  reference  is  made  repeatedly  to 
the  return  on  the  investment  in  a  given  industry.     Nearly  every 
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accountant  would  agree  with  Mr.  May  when  he  says,  "The  rate 
which  will  attract  capital  into  an  industry  would  seem  to  be  one 
of  the  things  which  accounts  should  help  to  determine  .  .  .,"  but 
the  rate  which  will  prove  attractive  in  a  given  industry  can  be  de- 
termined with  even  greater  clearness  by  charging  interest  into 
cost  than  by  leaving  it  out. 

If  the  attention  of  prospective  investors  is  fixed  on  the  probable 
rate  of  return  on  capital  embarked  in  a  particular  enterprise,  it 
seems  certain  that  they  will  make  a  comparison  between  the  con- 
ventional investors9  rate  and  the  amount  that  they  can  expect  to 
earn  from  the  investment  in  question,  or,  in  other  words,  how 
much  better  they  can  do  in  the  new  industry  than  with  their  capital 
invested  as  it  is. 

Capital  has  a  fairly  well-determined  market  value,  but  loss  or 
gain  is  a  function  of  management.  Men  may  be  more  or  less  suc- 
cessful, have  more  or  less  good  luck,  but  irrespective  of  these 
considerations,  they  have  an  inevitable  fixed  charge  for  capital, 
just  as  inevitable  as  a  fixed  charge  they  would  have  for  rent  if 
they  were  engaged  in  business  using  leased  property. 

When  reference  is  made  to  "that  rate  which  will  attract  capi- 
tal into  an  industry,"  on  a  premise  that  interest  on  the  invest- 
ment is  excluded,  the  reasoning  is  that  the  total  net  business  re- 
turn is  a  residue.  This  is  the  idea  which  the  modern  economists 
refute  when  they  insist  that  the  charge  for  capital  shall  be  paid 
first,  and  that  the  residue  shall  be  profit  only. 

The  Government's  Attitude  Towards  Interest 
Prior  to  the  war,  the  principal  official  statement  on  behalf  of  the 
United  States  Government  in  regard  to  the  treatment  of  inter- 
est in  costs  was  in  a  pamphlet  published  by  the  Federal  Trade 
Commission  under  date  of  July  1,  1916,  "Fundamentals  of  A  Cost 
System  for  Manufacturers." 

Under  the  subject  of  building  expense,  page  11,  the  pamphlet 
says:  "Rent  includes  a  return  on  the  investment  in  addition  to 
the  items  named  ( the  items  named  were  insurance,  taxes,  deprecia- 
tion, repairs,  heat,  light,  elevator  and  janitor  service,  and  water). 
So  when  it  is  desired  to  make  comparisons  between  plants  where 
the  building  is  owned  and  where  it  is  rented,  the  return  on  the 
investment  must  be  taken  into  consideration."  Since  this  com- 
parison is  one  that  must  frequently  be  made,  it  was  helpful  to 
have  the  Federal  Trade  Commission  express  the  correct  view  so 
concisely. 
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In  a  passage  amounting  to  a  page  of  fine  type  on  the  general 
subject  of  interest,  the  Commission  said,  "The  cases  where  it  is 
desirable  to  include  interest  in  cost  may  be  grouped  under  two 
heads: 

"1.  Where  materials  have  to  be  stored  for  long  periods  while  a 
seasoning  process  is  being  completed. 

"2.  Where  it  is  desifed  to  show  the  effect  of  variations  in  the 
amount  of  capital  employed  and  the  term  of  employment." 

Regarding  a  seasoning  process  the  pamphlet  says,  .  .  .  "the  in- 
terest on  the  capital  locked  up  during  the  seasoning  process  forms 
in  a  sense  a  direct  part  of  the  cost  of  material.  If  the  material 
were  purchased  in  a  seasoned  condition,  a  higher  price  would  have 
to  be  paid,  and  this  price  would  at  least  include  interest  and  other 
carrying  charges." 

Regarding  expensive  equipment  and  the  length  of  time  to  com- 
plete  various  processes,  the  pamphlet  says,  "It  is  impossible  to 
get  true  relative  costs  unless  consideration  is  given  to  interest  on 
the  capital  employed." 

Interest  in  War  Contracts 

The  definition  of  cost  has  been  an  important  practical  problem 
for  various  government  departments  since  the  United  States  en- 
tered the  war  in  the  spring  of  1917,  and  in  respect  to  interest  on 
investment  the  situation  has  not  been  well  handled. 

In  the  summer  of  1917  a  pamphlet  was  issued  containing  the 
recommendation  by  an  Interdepartmental  Conference  on  Uniform 
Contracts  and  Cost  Accounting  Definitions  and  Methods.  Among 
the  items  included  in  a  "general  definition  of  cost"  was  "a  fair 
proportion  of  overhead  expenses." 

As  the  general  definition  of  cost  was  originally  drafted,  interest 
was  excluded,  but  not  rent,  and  in  a  letter  of  protest  distributed 
by  the  writer  under  date  of  August  8,  1917,  the  comment  was 
made  that  "the  practical  result  of  allowing  rent*  and  disallowing 
interest  is  that  a  manufacturer  in  a  rented  plant  reckons  in  his 
bookkeeping  cost  economic  factors  which  the  manufacturer  who 
owns  his  plant  is  required,  by  the  proposed  regulations,  to  elimi- 
nate. There  are  enough  manufacturers  in  the  United  States  oper- 
ating in  rented  plants  to  justify  the  statement  that  this  pro- 
ceeding is  a  grievous  injustice  to  the  men  who  are  operating  in 
plants  that  they  own." 

Regarding  the  exclusion  of  interest  on  investment,  this  same 
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letter  of  protest  included  the  following  comments:  "To  exclude 
interest  on  the  investment,  furthermore,  operates  to  the  practical 
disadvantage  of  the  manufacturer  who  is  conducting  a  business  in- 
cluding all  the  processes  from  the  initial  conversion  of  raw  ma- 
terial to  the  finished  product,  in  contrast  with  a  manufacturer 
who  buys  a  great  many  manufactured  parts  and  whose  product, 
similar  to  his  competitor's  in  other  respects,  is  largely  made  by 
assembling.  The  second  manufacturer  naturally  treats  his  pur- 
chases of  parts  as  material  costs,  and  he  necessarily  acquires  them 
at  a  price  which  has  included  profits  equivalent  to  or  greater  than 
interest  on  the  investment  to  the  previous  manufacturer  who 
produced  them.  A  manufacturer  who,  instead  of  buying  and 
assembling,  plans  comprehensive  detail  manufacturing  for  every 
step  that  his  finished  product  requires,  should  not  be  penalized  on 
that  account  in  stating  costs  and  reckoning  profits  thereon." 

When  the  pamphlet  was  finally  printed  it  read,  "By  the  term 
'overhead  expenses9  is  meant  the  indirect  labor  and  other  manu- 
facturing expenses,  and  the  general  and  administrative  expenses 
applicable  to  and  necessary  in  connection  with  the  production  of 
the  article  contracted  for  hereunder.  It  does  not  include  (among 
other  items)  the  following:  Interest ,  rent,  advertising,  collection 
expenses,  credit  losses  and  customers'  discounts,  and  such  taxes 
as  income  and  excess-profits  taxes  imposed  by  the  United  States 
Government  (interest,  rent,  and  selling  expenses,  will  not  be  al- 
lowed as  part  of  the  overhead  cost  but  may  be  the  subject  of 
special  compensation  when  so  stipulated  in  the  contract).9' 

We  have  no  knowledge  of  reasonable  rent  charges  being  thrown 
out  of  government  contracts  during  the  years  1917  and  1918,  but 
numerous  instances  have  been  reported  of  interest  on  investment 
being  excluded.  This  method  of  handling  the  contracts  has  given 
an  important  and  unfair  advantage  to  the  manufacturer  whose 
product  is  largely  assembled  or  who  is  renting  buildings  or  equip- 
ment 

Significance  of  Turnover 

It  should  be  clearly  understood  that  the  issue  raised  in  respect 
to  government  contracts  is  not  one  of  more  profits  or  less.  When 
the  manufacturing  cost  has  been  correctly  determined,  it  may  be 
fair  to  the  manufacturer  to  give  him  a  10  per  cent  profit,  or  it 
may  be  that  he  should  have  more  than  10  per  cent  on  goods  which 
take  a  long  time  to  manufacture  and  accordingly  have  a  slow 
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turnover,  or  perhaps  a  great  deal  less  than  10  per  cent  on  goods 
which  have  a  rapid  turnover. 

The  statement  is  familiar  enough  to  accountants  and  students 
of  business  affairs  that  a  rapid  turnover  increases  profit,  or 
makes  possible  a  smaller  margin  of  profit  on  individual  sales.  An- 
alyzing this  situation  further,  it  is  seen  to  be  in  substance  merely 
that  the  business  with  the  rapid  turnover  uses  the  capital  in  ques- 
tion a  much  shorter  time  between  the  purchase  of  the  raw  material 
and  the  sales. 

The  Relation  Between  Capital  and  Labor 
In  Mr.  Dickinson's  original  article,  which  bore  the  title  "The 
Fallacy  of  Including  Interest  and  Rent  as  Part  of  Manufactur- 
ing Cost,"5  he  touches  on  the  relation  between  capital  and  labor 
in  the  following  terms,  "The  only  rate  which  could  be  justified  in 
argument  would  seem  to  be  that  inasmuch  as  the  capitalists  have 
charged  into  costs  and  obtained  for  themselves  the  rate  which  they 
might  think  they  ought  to  realize  on  the  whole  business  (italics 
are  not  in  the  original),  the  balance  of  it,  which  under  such  a  pro- 
cedure would  be  called  profit,  does  not  belong  to  them  at  all,  but 
to  those  who  purchased  goods  from  them,  to  the  general  public, 
or  to  the  government.  This  is  an  argument  which  would  hardly 
be  admitted  by  a  manufacturer."  This  passage  quoted  from  Mr. 
Dickinson's  article  requires  a  restatement  to  correspond  with  the 
facts  in  the  business  world.  It  is  not  intended,  by  those  who  advo- 
cate interest  in  costs,  that  capitalists  should  charge  into  costs, 
and  obtain  for  themselves,  the  rates  which  they  think  they  ought 
to  realize  in  a  particular  business,  but  rather  that  they  should 
charge  into  cost  the  rate  which  they  ought  to  realize  from  any 
business  use  of  capital,  and  that  they  are  entitled  to  something  in 
addition  to  that  rate  for  the  risk  that  they  incur  for  running  the 
particular  business  in  question. 

In  an  introduction  accompanying  the  reprint  of  this  original 
article,  Mr.  Dickinson  says:  "If  any  interest  rate  is  to  be  as- 
sumed it  can  only  be  a  rate  which  represents  a  fair  compensation 
for  the  use  of  the  capital.  If  the  selling  price  or  rate  yields  a 
profit  over  and  above  the  cost  of  material  and  labor,  a  fair  return 
on  the  capital  employed  and  fair  compensation  for  management, 
it  would  seem  that  to  the  extent  of  this  profit  the  price  charged 
is  excessive,  at  least  where  the  manufacture  is  not  conducted  un- 
der some  patent  or  other  special  process  for  which  a  further  com- 
g  Journal  of  Accountancy,  December,  1911. 
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pensation  may  fairly  be  exacted.  This  is  not  a  conclusion  that 
a  manufacturing  or  public  service  corporation  whose  prices  or 
rates  are  attacked  can  afford  to  admit,  more  especially  as  those 
attacking  the  rates  are  not  bound  by  the  interest  rate  adopted, 
as  the  corporation  might  be.'* 

There  may  be  some  doubt  in  the  minds  of  the  general  public  as 
to  what  is  a  fair  compensation  for  management,  but  there  can  be 
no  doubt  that  any  article  or  service  provided  for  the  public  must 
be  paid  for  at  a  price  which  will  include  the  cost  of  material,  la- 
bor, and  burden,  and  a  fair  return  on  the  capital  employed.  It 
seems  almost  certain  that  if  these  factors  are  set  forth  clearly,  the 
argument  will  take  shape  much  more  rapidly  in  regard  to  the  fair 
compensation  for  management.  It  is  generally  true  that  the  more 
clearly  a  case  is  stated,  the  more  quickly  is  it  understood,  and  a 
conclusion  reached  equitable  to  all  concerned. 

This  argument  involving  a  calculated  return  on  capital  and  a 
reward  for  management  is  taken  up  more  in  detail  by  Mr.  George 
L.  May  in  his  article  in  the  Journal  of  Accountancy  in  June, 
1916.  Mr.  May  says:  "Upon  any  great  question  the  tendency 
must  be  to  reduce  the  issue  to  the  simplest  terms.  The  fair  dis- 
position of  the  results  of  organized  industry  is  one  of  the  great- 
est of  questions,  and  the  issue  here  is  reduced  in  the  public  mind 
to  one  between  labor  and  capital — everything  that  does  not  go  to 
labor  is  regarded  as  going  to  capital.  The  elements  other  than 
labor  entitled  to  compensation  may  in  the  economic  mind  be  sub- 
divided, and  the  economist  may  attempt  to  differentiate  between 
pure  interest,  compensation  for  risk,  the  reward  of  the  entrepre- 
neur, etc.,  but  in  the  public  mind  and  for  practical  purposes  these 
elements  are  combined  in  capital.  Moreover,  in  general,  once  an 
enterprise  is  launched  these  elements  are  vested  in  the  same  body 
of  individuals,  so  that  the  fact  that  the  isolation  of  the  elements 
is  not  possible  except  in  theory  does  not  cause  any  difficulty  in 
practice." 

There  may  be  difficulties,  as  Mr.  May  says,  in  interpreting  to  the 
public  mind  the  "differences  between  pure  interest,  compensation 
for  risk,  and  the  reward  for  the  entrepreneur ."  Mr.  May  real- 
izes, of  course,  that  whenever  there  are  bondholders  of  a  corpora- 
tion the  capitalist  element  in  that  enterprise  is  not  wholly  "vested 
in  the  same  body"  as  the  management,  and  that  distinction  ap- 
plies more  or  less  when  there  are  preferred  stockholders.     It  is 

*  Journal  of  Accountancy,  August,  1913,  p.  90. 
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surprising  to  read  that  if  no  interest  is  charged  on  capital, 
thereby  easier  to  establish  the  claim  of  capital  as  one  that 
first  be  satisfied  from  the  residuum  of  conducting  business. 

In  fact,  a  writer  none  too  friendly  to  the  idea  of  intere 
investment,  namely,  Mr.  George  Mahon,  makes  a  very  diff 
interpretation  of  the  business  man's  interest  from  that  ma< 
Mr.  Dickinson  and  Mr.  May.  Mr.  Mahon's  view  is  appai 
that  the  inclusion  of  interest  in  cost  tends  to  insure  to  the  ca 
ist  at  least  a  part  of  the  return  to  which  he  is  entitled,  pr< 
of  course  that  there  is  something  to  divide.7 

This  discussion  touches  on  the  issue  which  is  at  present 
between  the  Labor  party  in  England  as  represented  by  M 
thur  Henderson,  and  the  Women's  party  as  represented  b; 
Pankhurst.  The  Labor  party  would  apparently  insist  on 
having  a  large  share  of  all  that  accrued  in  the  way  of  es 
from  a  business  after  an  established  minimum  of  returns  hi 
accorded  to  the  capitalist.  Mrs.  Pankhurst,  on  the  othei 
says  that  the  able  managers  of  the  business  are  entitle 
large  return  for  their  management,  recognizing  that  at 
only  such  large  rewards  will  induce  the  skilled  accompl 
which  society  needs  from  these  experienced  managers,  in  c 
bring  the  total  production  of  the  community  to  its  highes 

Whichever  view  is  taken  as  to  how  the  division  is  made, 
a  fairly  safe  prediction  that  the  reasoning  and  sentimen 
community  will  rather  steadily  advance  towards  that  simpl 
of  the  terms,  and  better  understanding  of  the  argument 
accomplished  by  reckoning  interest  on  the  capital  as  a 
puted  minimum  of  return,  and  therefore  limiting  the  d 
the  profits,  if  any  accrue,  after  the  capital  return  has  t 
vided  for. 

7  See  Journal  of  Accountancy,  October,  1916,  p.  955. 


INTEREST  ON  INVESTMENT  AS  A  MANUFACTURING 
COST  FACTOR— DISCUSSION 

Lewis  H.  Hanky. — 1.  Argument  based  on  assumed  identity  between 
economic  and  business  costs. — Mr.  Scovell's  first  argument  may  be 
stated  to  be  "the  argument  based  upon  an  assumed  identity  of  eco- 
nomic cost  and  business  cost."  The  two  concepts,  however,  are  very 
different,  and  cannot  be  made  the  same.  The  accountant  deals  with 
a  particular  business  concern.  He  takes  what  to  the  economist  is  a 
short-time  point  of  view.  He  is  concerned  with  the  financial  results 
of  the  particular  concern.  To  the  accountant  price  equals  cost  plus 
profit  The  economist,  on  the  other  hand,  deals  with  a  whole  society; 
he  does  not  even  confine  his  attention  to  business,  let  alone  a  single 
business  concern.  He  is  concerned  with  long  periods  of  time.  Finan- 
cial results  only  interest  him  indirectly,  as  his  ultimate  interest  is  in 
wants  and  sacrifices.  In  economics  price  equals  cost, — even  profits 
is  regarded  as  a  share  in  distribution  which  the  entrepreneur  must 
have. 

Mr.  Scovell  says  that  if  the  management  provides  its  own  capital,  the 
"economic  cost  is  no  less  than  if  others  provided  it."  This  statement 
is  absolutely  true;  but  it  concerns  economic  cost  only.  The  question 
at  issue  is  accounting  cost  The  sacrifices  of  saving  and  waiting  are 
present;  but  is  there  any  interest  or  investment  in  the  particular  case 
with  which  the  accountant  happens  to  be  dealing?  As  a  matter  of  fact, 
no  interest  at  all  may  be  earned.  If  there  is  any  interest  it  is  not  an 
expense  to  anyone,  but  is  income  to  the  owner. 

2.  Arguments  based  on  analogy  between  interest  and  other  shares  in 
distribution. — Mr.  Scovell,  in  his  paper,  states  that  there  is  a  "cost" 
(sic)  for  the  "use  or  service"  of  capital,  just  the  same  as  for  labor  or 
land.  But  the  capitalist  owner  does  not  pay  for  the  use  of  his  own 
capital,  while  he  does  incur  actual  expense  for  hired  labor  and  land; 
and  I  maintain  that  the  fact  that  there  is  actual  outgo  in  the  latter  case 
makes  a  difference  which  for  the  accountant  is  fundamental. 

Another  difference  lies  in  the  fact  that  if  he  did  not  pay  his  hired 
laborers  their  wages,  they  would  stop  the  works;  while  no  such  re- 
sult would  follow  if  his  accountant  should  not  enter  an  interest  charge 
on  the  books.  My  point  is  merely  that  these  things  constitute  a  dif- 
ference, and  controvert  the  argument  from  analogy. 

Especial  reference  is  made  to  the  analogy  betwen  interest  and  rent. 
On  this  point  I  do  not  concede  that  interest  and  rent  are  the  same. 
Land  is  different  from  capital ;  it  is  a  non-fungible  element  which  is  not 
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fused  in  the  plant  and  equipment  account  as  is  capital,  but  remains 
separate  and  liable  for  specific  delivery.  This  fact  finds  expression 
in  the  further  fact  that  the  rent  contract  calls  for  an  actual  outgo 
that  is  entirely  independent  of  the  net  earnings  of  the  business,  which 
is  not  true  in  the  case  of  interest.  The  case  of  a  tenant  farmer  is  re- 
ferred to;  and  it  is  inferred  that,  because  he  pays  rent,  which  is  to 
him  a  cost,  therefore  interest  is  a  cost  Now  in  the  first  place, 
it  is  to  be  noted  that  rent  is  not  a  cost  in  economics,  and  that  the  an- 
alogy between  economic  cost  and  accounting  cost  falls  to  the  ground 
in  this  regard.  But  the  point  I  would  make  is  that  the  rent  is  actually 
paid  out,  by  the  tenant,  and  must  be  paid  before  the  net  earnings  of 
the  business  can  be  known.  Furthermore,  the  difference  between  money 
rent  and  share  rent  illustrates  my  point.  If  money  rent  is  referred  to, 
the  rent  payment  presumably  represents  outgo  to  a  completely  separate 
owner,  who  stands  in  a  sense  opposed  to  the  farm  business ;  and  accord- 
ingly the  rent  is  cost  to  the  business.  If,  however,  share  rent  is  re- 
ferred to,  the  amount  of  the  rent  depends  in  part,  at  least,  upon  the 
net  earnings  of  the  business.  Therefore,  the  farm  owner  is  not  entirely 
separate  from  the  business  of  the  tenant,  and  rent  and  profit  can  not  be 
separated. 

Mr.  Scovell  states  that  if  a  tenant  buys  his  farm  and  becomes  an 
owner,  the  costs  of  production  remain  unchanged;  but  here  I 
would  point  out  that  he  is  again  shifting  from  accounting  cost  to 
economic  cost.  It  is  economic  rent  which  remains  the  same,  and  would 
remain  the  same  even  if  the  first  owner  had  given  the  tenant  the  use 
of  the  farm  rent  free.  Furthermore,  please  note  that  rent  as  an  outgo 
from  the  business  does  cease  when  the  owner  and  the  former  become 
the  same  person.  It  may  be  asked,  "Does  it  cost  the  owner  any  less 
than  the  tenant  to  produce  the  same  crop  ?"  Other  things  being  equal, 
the  owner  does  pay  out  less.  He  has  smaller  outgo  to  account  for  on 
his  books,  and  does  this  not  mean  a  lower  "accounting  cost"?  The 
economic  cost,  however,  is  actually  greater,  by  the  amount  of  the  sac- 
rifices involved  in  saving  the  capital  invested  in  the  farm.  In  fact,  under 
competition,  the  economic  cost  of  the  capital  invested  in  the  farm  just 
balances  the  capitalized  rent  which  the  tenant  formerly  paid.  The 
income  of  the  owner  is  greater  than  that  of  the  tenant.  This  may  be 
explained  in  either  of  two  ways:  (1)  the  owner's  greater  income  is  a 
reward  to  cover  the  costs  involved  in  the  investment;  or  (2)  it  may  be 
said  that  his  income  is  greater  because  as  owner  he  does  not  have  to 
pay  the  rent  which  was  an  outgo  cost  to  his  as  tenant.  The  two  ways 
of  looking  at  the  matter  are  reciprocal. 
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Let  us  examine  the  method  which  Mr.  Scovell  recommends  for  making 
"interest  on  investment"  look  plausible  on  the  books  as  cost.  It  is 
proposed  to  take  the  following  steps : 

1.  Take  the  value  of  assets  as  the  basis. 

2.  Calculate  interest  thereon  at  some  rate  not  stated. 

8.  Devise  charges  for  interest  which  will  spread  this  estimated  inter- 
est on  investment  over  the  various  parts  of  the  investment,  making 
"charges"  for  rent,  equipment,  inventories,  etc. 

4.  Offset  these  charges  by  setting  up  an  account  called  "Interest 
Charged  to  Cost"  (but  which  is  really  "Accrued  Interest  estimated  to  be 
earned  in  the  Business"),  to  which  account  the  charges  are  credited. 

5.  Close  this  interest  account  into  Profit  and  Loss,  the  amount  being 
available  for  dividends  "if  not  offset  by  losses." 

To  me  this  scheme  looks  like  a  subterfuge.  The  end  is  clearly  to  get 
some  interest  into  the  Profit  and  Loss  account  where  it  will  be  avail- 
able for  dividends.  Are  dividends,  then,  interest?  It  would  result  in 
making  some  interest  seem  to  be  earned  by  merely  crediting  income  with 
an  estimated  amount  and  justifying  that  amount  by  charging  it  to  cost. 

In  reality,  a  part  of  the  time  called  interest  is  profits. 

But  little  is  said  in  the  paper  under  discussion  of  the  analogy  between 
interest  and  profits.  Did  time  permit,  I  would  point  that  in  economic 
analysis  price  must  cover  profits,  while  in  accounting  profits  de- 
pends upon  price.  I  will  merely  state,  however,  that  much  of  the 
argument  advanced  for  including  interest  in  cost  would  apply  to  profits. 
It  may  equally  well  be  stated  that  profits  is  "cost"  for  the  use  or  ser- 
vice of  the  business  enterpriser;  or  that  profits  have  to  be  received  if 
the  business  is  to  be  "worth  while." 

I  conclude  that  interest  on  investment  and  profits  are  inseparable  tit 
accounting.  In  economic  theory  the  two  are  separate.  But  as  long  as 
capitalist-owner  and  entrepreneur  functions  are  so  intertwined  as  they 
are  in  the  business  world,  the  returns  to  the  two  can  not  be  divided  as 
Hems  of  expense.  In  fact,  bond  interest  is  partly  profits,  and  dividends 
are  partly  interest.  The  net  earnings  of  the  owner-entrepreneur  are  a 
mixture  of  interest  on  investment  and  profits  on  enterprise. 

3.  Argument  based  on  "opportunity  cost." — Mr.  Scovell  states  that 
"if  the  net  profit  resulting  from  trading  does  not  exceed  the  amount 
which  the  capital  might  earn  invested  in  standard  bonds,  yielding 
ordinary  rates  of  interest,  then  from  an  investment  point  of  view,  the 
business  is  not  worth  while."  Note  the  "opportunity  cost"  idea  which 
is  here  presented.  The  argument  is  that  interest  is  cost,  because  the 
capitalist-owner  might  have  got  interest  if  he  had  invested  his  capital 
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in  some  other  business.  The  poet  says  that  the  saddest  words  are:  "It 
might  have  been."  And  accordingly  I  would  dub  this  concept  of  cost 
the  "sad  words  cost."  It  is  only  necessary  to  call  attention  to  the  fact 
that  the  accountant  is  concerned,  not  with  what  might  have  been,  but 
with  what  is.  If  the  business,  whose  life  history  is  recorded,  is  a  failure, 
and  does  not  even  earn  interest,  no  amount  of  modern  cost  accounting 
work  can  change  the  situation.  Interest  has  not  been  earned;  has  not 
been  paid;  and  cannot  be  paid.  If  every  business  man  were  to  enter 
on  his  books  as  costs  the  sums  which  he  might  have  made,  we  would 
have  an  impossible  situation. 

4.  Argument  based  on  general  productivity  of  capital. — Mr.  Scovell 
confuses  capital  in  general  with  the  particular  capital  invested  in  a  par- 
ticular business.  It  is  true  that  the  economic  factor,  capital,  must  and 
does  receive  interest.  It  does  not  follow,  however,  that  the  capital  in- 
vested in  every  business  must  or  does  receive  interest. 

The  fundamental  error  in  Mr.  Scovell's  paper  is  his  assumption  of 
some  rate  of  interest  which  all  capital  ought  to  have  and  which  ought 
to  be  allowed  for  the  "use"  of  any  and  all  capital.  The  rate  of  interest 
is  something  which  is  not  to  be  taken  for  granted;  and  interest  is  not 
earned  by  all  capital  goods.  The  interest  rate  has  to  be  determined  by 
demand  and  supply  forces ;  and  what  rate  will  apply  to  any  particular 
business  can  only  be  known  after  interest  has  been  earned.  The  as- 
sumption that  capital  in  a  given  business  might  have  earned  S  per  cent, 
or  any  other  per  cent,  in  some  other  use,  is  gratuitous.  Indeed,  if  all 
capital  were  to  seek  investment,  even  in  government  bonds,  it  would  go 
begging. 

5.  Arguments  based  on  policy. — A  chief  point  made  in  the  paper  is 
that  it  is  desirable  to  include  interest  in  cost  as  a  matter  of  business 
policy.  This  point,  of  course,  might  be  dismissed  with  the  statement  that 
we  are  not  concerned  with  policy,  but  with  fundamental  principles 
and  truth. 

This  matter  of  business  policy  raises  the  question  in  my  mind  as  to 
what  the  motive  is  for  the  movement  towards  including  interest  in 
cost.  Doubtless  the  motive  is  in  part  to  educate  irresponsible  busi- 
ness men,  the  idea  being  to  prevent  unreasonable  price  cutting  and  to 
establish  a  wise  selling  policy.  As  Mr.  Scovell  says,  the  inclusion  of 
interest  on  investment  in  cost  is  an  important  factor  in  determining  the 
manufacturing  and  selling  policy.  This  motive  may  be  commendable 
and  socially  unobjectionable.  It  is  to  be  noted,  however,  that  this  by 
no  means  constitutes  an  argument  for  putting  interest  into  cost.  To 
obtain  the  end  desired,  it  is  only  necessary  that  some  estimate  of  in- 
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terest  be  made  and  that  the  business  man  make  bargains  with  some  re- 
gard to  that  estimate.  At  the  end  of  the  fiscal  period,  the  net  earnings 
will  show  what  interest  and  profits  have  been  earned. 

Again,  it  may  be  desired  to  figure  in  advance  what  prices  will  have 
to  be  secured  in  order  to  warrant  the  use  of  certain  estimates  for 
comparative  purposes,  and  some  good  may  come  therefrom,  although 
1  am  inclined  to  think  that  the  results  would  tend  to  mislead,  rather 
than  give  correct  information,  and  certainly  might  do  so. 

Or  the  aspiration  may  be  to  square  the  circle  and  to  harmonise 
economics  and  accounting.  This,  however,  is  impossible.  There  need 
be  no  conflict  or  inconsistency  between  the  two  any  more  than  there  is 
between  the  society  and  individuals.  But  the  two  are  by  nature  dif- 
ferent. And  economic  cost  and  accounting  cost  cannot  be  made 
identical. 

Other  motives  exist,  however,  which  are  more  sinister.  During  the 
last  few  years,  there  has  been  a  general  tendency  in  the  business 
world  to  eliminate  competition  in  price.  We  have  had  an  organised 
propaganda  for  the  maintenance  of  resale  prices  on  manufactured  ar- 
ticles; we  have  had  a  movement  to  allow  the  value  of  raw  materials 
from  property  owned  by  the  producer  to  go  into  cost,  by  charging  de- 
pletion and  depreciation,  not  on  a  cost  basis,  but  on  a  value  basis.  We 
find  many  accountants  standing  for  the  value  of  the  investment,  as  a 
basis  for  price  fixing,  etc.  And  Mr.  Scovell,  I  judge  from  his  paper, 
would  stand  with  such  accountants.  Also  the  portentous  growth  of 
associations  in  all  industries  is  a  well-known  phenomenon;  and  these 
associations  generally  center  in  the  idea  of  what  is  called  "uniform 
systems  of  cost  accounting/'  a  phrase  which  may  mean  systems  of 
uniform  costs.  Now  comes  an  effort  to  put  a  fixed  return  on  investment 
into  cost.    Where  will  it  all  end? 

Are  we  to  reach  some  advanced  economic  stage  in  which  the  "indus- 
trial engineers'  "  art  will  enable  the  tired  business  man  to  sell  "at 
cost"  and  still  receive  a  return  on  his  investment? 

6.  Government  authority* — With  regard  to  Mr.  Scovell's  reference 
to  the  Federal  Trade  Commission,  I  can  only  say  that  the  quotations 
presented  merely  indicate  that  to  a  limited  extent,  for  comparative 
purposes,  the  Commission  indicated  that  interest  and  rent  might  be 
"considered."    The  pamphlet  quoted  does  not  state  that  interest  is  cost 

I  would  further  call  attention  to  the  fact  that  in  all  its  numerous 
reports  made  to  the  Price-Fixing  Committee,  the  Commission  has  ex- 
cluded interest  from  cost.  I  cannot  but  feel  that  Mr.  Scovell  has  gone 
too  far  in  citing  the  Federal  Trade  Commission  as  a  sponsor  for  the 
idea  which  he  is  defending. 
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Summary. — The  gist  of  my  remarks  may  be  summed  up  as  follows: 
It  is  fundamental  to  recognize  the  impossibility  of  making  the  accounts 
for  a  particular  business  square  with  the  distribution  of  the  social 
dividend.  In  a  word,  social  economics  differs  fundamentally  from  pri- 
vate business. 

With  this  general  background,  my  reasoning  is  as  follows:  Interest 
may  in  a  sense  be  called  cost  by  the  business  man;  but  in  any  case  it 
is  very  different  from  outgo  cost  for  wages,  material,  depreciation, 
and  the  like.  The  question  is  therefore  one  of  wise  definition,  my  con- 
clusion being  that  it  would  be  unwise  so  to  define  cost  as  to  include 
interest. 

1.  Interest  is  not  cost  in  the  economic  sense. 

2.  Interest  may  be  cost  in  the  private  acquisitive  sense  and  might 
be  treated  as  cost  by  an  accountant.  But  if  "interest  on  investment" 
is  so  treated  it  would  be  but  a  hypothetical  book  entry  which  would 
be  liable  to  abuse.  There  is  no  general  assumption  to  be  made  that 
interest  will  be  earned  in  all  cases.  It  may  not  be  earned  at  all;  it 
may  be  earned  on  a  part  of  the  investment;  or  a  very  low  rate  only 
may  be  earned  on  the  entire  investment.  In  any  case  it  is  practically 
impossible  to  separate  interest  and  profits. 

8.  To  be  used  in  real  accounting  costs,  therefore,  interest  must 
represent  actual  outgo. 

4.  The  outgo  must  be  real;  that  is,  it  must  represent  payment  to 
parties  not  connected  with  the  business  and  must  be  independent  of  the 
net  earnings.  If  interest  is  actually  paid,  and  is  paid  for  the  use  of 
capital,  the  owner  of  which  is  absolutely  dissociated  from  the  busi- 
ness— that  is,  if  he  is  a  mere  capitalist — then  that  interest  payment 
may  be  regarded  as  true  cost. 

No  objection  is  to  be  made  to  the  estimation  of  interest  for  com- 
parative purposes;  but  such  estimate  should  be  recognized  as  being 
hypothetical  and  not  outgo  cost,  and  as  having  no  significance  as  de- 
termining competitive  prices. 


EFFECT  OF  GOVERNMENT  CONTROL  ON  MARKETING 
METHODS  AND  COSTS1 

By  B.  H.  Hibbajid 
The  University  of  Wisconsin 

Before  modifications  were  made  or  attempted  two  views  were 
prevalent  concerning  the  marketing  situation.  The  first  was  the 
view  held  widely  by  the  people  who  are  dominated  largely  by  the 
instincts  of  the  reformer,  the  people  who  want  something  done, 
but  who  may  not  know  just  what.  This  class  of  people  have 
strong  convictions  that  the  marketing  system  is  hardly  a  system 
at  all;  that  it  is,  to  speak  mildly,  chaotic.  Many  who  used  less 
moderate  language  characterized  it  as  robbery,  organized  and 
unorganized.  Middlemen  were  wicked,  producers  and  consumers 
were  a  set  of  dupes,  victimized  by  anyone  and  everyone  who 
bought  from  or  sold  to  them.  The  only  hope  for  improvement 
was  in  revolutionary  methods  whereby  the  machinery  of  trade 
should  be  taken  out  of  the  hands  of  those  engaged  in  it  and  con- 
trolled by  those  whose  interests,  either  as  producers  or  consumers, 
are  involved. 

The  second  view  was  held  by  the  laissez-faire  thinkers  who  be- 
lieve that  while  the  market  may  be  somewhat  chaotic,  the  reform- 
ers are  quixotic,  and  thus  the  least  done,  the  soonest  mended. 
This  laissez-faire  class  is  impossible  of  designation,  being  found 
in  all  walks  of  life,  and  in  every  avenue  of  industry.  It  is  safe 
to  say,  however,  that  those  most  likely  to  be  disturbed  by  the  re- 
formers are,  as  a  group,  most  favorably  disposed  toward  the  con- 
doling doctrines  of  laissez  faire.  They  are  convinced  that  there 
is  an  adequate  business  reason  for  the  apparent  waste  in  shipping 
wheat  from  Kansas  to  Minneapolis,  and  from  Minnesota  to  Kansas 
City  at  the  same  moment.  They  are  confident  that  the  packing 
interests  would  not  have  been  so  concentrated  had  it  not  been  for 
the  economic  good  of  the  country  as  a  whole.  They  justify  the 
Standard  Oil  Company  on  the  ground  of  efficiency,  and  the  waste- 
ful method  of  delivering  groceries  on  the  ground  of  catering  to  the 
wants  of  fastidious  customers  who  must  get  their  money's  worth, 
°r,  forsooth,  they  would  do  their  trading  in  some  other  manner. 

xThis  paper  is  in  the  nature  of  a  preliminary  sketch  of  work  which  is  being 
tone  by  the  Committee  on  Markets,  of  which  Prof.  L.  D.  H.  Weld  is  Chair- 
man«  It  is  planned  to  publish  the  completed  reports  as  soon  as  they  can  be 
Prepared. 
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As  usual  the  truth  is  to  be  found  somewhere  between  these  two 
extremes.  Thus  the  scientific  investigator  is  sure  in  his  findings 
to  lack  the  fire  and  heat  of  the  reformer,  and  yet  to  incur  the 
displeasures  and  contempt  of  those  who  are  convinced  that  market- 
ing men  are  wholly  competent  to  cope  with  marketing  questions 
and  that  any  interference  from  the  outside  means  so  much  need- 
less friction  and  expense. 

With  the  entrance  into  the  war  in  1917,  the  federal  government 
undertook,  through  the  Food  Administration  and  the  Bureau  of 
Markets  to  meet  the  exigencies  of  the  case.  The  efforts  in  regard 
to  marketing  took  one  or  more  of  three  forms:  (1)  control  over 
the  goods  to  be  marketed,  (2)  control  over,  or  influence  upon, 
prices  and  profits,  (S)  control  over  the  processes  of  the  market. 
These  controls  were  made  possible  through  a  series  of  licenses 
imposed  upon  the  agencies  of  commerce.  The  notable  instances 
involving  more  or  less  of  each  of  these  principles  are  the  control 
of  wheat,  flour,  sugar,  coal,  wool,  and  in  a  much  modified  sense 
the  control  over  meat  and  dairy  products. 

Control  Over  The  Goods 

The  control  over  goods  was  made  possible  through  the  creation 
of  a  government  grain  corporation  in  the  case  of  wheat;  a  pur- 
chasing agency  for  meat,  and  meat  products;  sugar  was  con- 
trolled by  a  national  sugar  committee  which  cooperated  with  an 
international  sugar  committee;  regional  milk  commissions  with 
virtual  price-making  power  were  appointed.  All  of  these  agencies 
were  under  the  authority  of  the  Federal  Food  Administration. 
Through  the  same  channel  the  wholesale  trade,  and  the  retail 
businesses  reaching  $100,000  in  annual  transactions,  were  sub- 
ject to  a  system  of  licensing.  The  Fuel  Administration  was  sepa- 
rate from  the  Food  Administration,  but  quite  similar  in  its  work- 
ings.   Coal  prices  were  set,  and  the  distribution  of  coal  controlled. 

Actual,  and  well-nigh  complete,  control  was  exercised  with  re- 
spect to  wheat,  flour,  sugar,  coal,  and  wool.  Control  was  possible 
in  these  cases  while  it  was  hardly  so  in  others.  For  example, 
wheat  could  be  controlled  through  exportation  and  milling  pri- 
marily. The  sale  of  flour  depended  on  the  cooperation  of  the 
retail  trade  and  the  consumers  to  a  great  extent,  yet  the  machin- 
ery was  eventually  well  perfected  for  requiring  the  sale  of  sub- 
stitutes in  equal  quantities  with  wheat  flour.  Control  of  meat  and 
meat  products  so  far  as  export  trade  was  concerned  was  com- 
plete.    The  control  of  the  domestic  use  of  meat  was  far  from 
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complete.  In  fact  it  was  all  but  impossible  to  control  the  con- 
sumption of  meat  due  to  the  wide  distribution  of  meat  animals 
over  the  country. 

The.  sugar  control  was  relatively  easy  of  administration  on  ac- 
count of  the  method  by  which  it  is  brought  on  the  market.  A  large 
part  of  the  supply  is  imported  and  hence  is  centered  in  a  few 
hands,  while  that  which  is  made  in  this  country  goes  through  a 
relatively  small  number  of  factories.  Thus  the  government  could 
begin  at  the  source  and  keep  the  sugar  in  hand  till  it  reached  the 
retailer,  and  in  case  the  retailer  failed  to  live  up  to  the  require- 
ments further  supply  could  be  withheld  from  him. 

One  of  the  best  instances  of  control  is  that  of  coal.  Coal  is  a 
prime  necessity.  It  is  produced  in  relatively  few  places,  all  of 
which  are  known.  Very  little  of  it  can  be  used  without  shipment. 
Having  control  over  the  railroads,  it  was  but  another  step  to 
control  the  shipment  of  the  coal.  In  this  manner  it  was  possible 
to  send  coal  where  it  was  needed,  and  after  the  price  was  fixed 
the  distribution  on  the  basis  of  needs  was  not  difficult.  The  real 
difficulty  was  in  getting  the  coal  mined  and  hauled. 

The  wool  control  was  not  put  into  effect  until  the  spring  of 
1918,  but  it  proved  feasible.  Wool  cannot  be  used  to  any  great 
extent  locally  without  a  milling  process.  It  all  comes  to  the 
market,  and  the  government  takes  charge  of  the  entire  marketing 
machinery.  The  government  thus  gained  control  of  the  whole 
wool  clip  of  the  year.  By  so  doing  two  things  were  accomplished : 
(1)  the  government  could  direct  the  manufacture  of  the  wool  for 
military  purposes;  (2)  the  price  was  set.  It  is  not  so  clear  how 
the  government  is  going  to  dispose  of  wool  which  now  it  does 
not  want. 

It  was  the  belief  of  the  Food  Administration  that  the  exigencies 
of  the  case  were  such  that  goods  must  be  sent  to  people  who 
needed  them  rather  than  to  those  who  were  most  ready  to  pay 
for  them.  This  is  a  species  of  rationing.  It  would  be  extremely 
difficult  to  determine  that  a  given  amount  of  any  commodity, 
based  on  previous  sales,  should  be  sent  to  each  local  market  with- 
out first  knowing  that  it  would  be  in  demand.  Coupled  with  the 
effort  to  get  goods  to  the  points  where  they  were  most  needed  there 
has  been  another  effort  to  consider  the  problem  of  the  cost  of 
transportation.  Coal  has  been  handled  in  zones,  wheat  in  zones, 
and  in  one  or  two  notable  instances  state  councils  of  defense  have 
put  on  campaigns  to  induce  people  to  use  home-grown  products 
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Buying  and  selling  within  the  trade  was  in  many  instances  re- 
stricted to  one  such  transaction,  unless  it  could  be  shown  that  the 
purpose  was  moving  the  goods,  not  mere  profit.  The  margins  to 
be  charged  by  wholesalers  and  retailers  were  suggested  in  some 
cases,  prescribed  in  others.  One  of  the  main  purposes  of  the 
Food  Administration  was  to  bring  the  whole  influence  and  strength 
of  the  government  to  bear  on  prices  in  such  a  manner  as  to  allow 
for  expansion  demanded  by  price  inflation  due  to  natural  causes, 
and  to  prevent  price  increases  which  meant  individual  gain  to 
some  and  corresponding  loss  to  others.  Speculation  is  the  word 
which  covers  a  large  part  of  this  field. 

The  buccaneers  of  trade  were  to  be  kept  from  speculating  on  the 
necessaries  of  life  and  war.  To  this  end  futures  were  forbidden  in 
some  instances,  and  limited  in  others.  As  Mr.  Hoover  stated  it: 
"The  purpose  of  the  Food  Administration  is  to  regulate  profits  to 
a  pre-war  normal  basis  in  order  that  no  greater  tax  shall  be  placed 
upon  the  consumer  by  virtue  of  the  high  prices  than  bears  a 
proper  relation  to  producers'  receipts."  Speculating  was  dis- 
couraged in  all  instances,  prevented  in  some.  Hoarding,  a  kind 
of  speculation,  was  prohibited,  and  where  discovered  was  punished. 

Among  the  best  instances  of  price  control  are  those  respecting 
sugar,  coal,  and  flour.  In  all  reason,  we  should  have  been  pay- 
ing two,  three,  or  four  times  as  much  for  sugar  during  the  past 
year  and  a  half  had  it  been  left  to  the  mercy  of  speculators  and 
profiteers.  Coal  would  have  reached  unheard-of  prices,  at  least 
not  heard  of  in  America,  had  a  free  reign  been  given  the  trade. 
Wheat  prices  jumped  to  about  $3.50  a  bushel  under  the  combined 
influence  of  excited  foreign  buyers  and  enthusiastic  domestic 
speculators  in  May,  1917.  The  government  price  on  wheat  was 
$£.20  and  proved  adequate.  Correspondingly,  the  price  of  flour 
fell  from  $17  a  barrel  to  $11.  That  this  was  a  beneficial  act  to 
the  country  at  large  cannot  be  doubted.  That  flour  would  have 
remained  at  the  high  point  of  1917,  or  gone  still  higher,  is  the 
belief  of  many  good  judges. 

The  control  over  hog  prices  has  not  followed  an  even  or  satis- 
factory course,  yet  the  farmers  were  induced  to  raise  the  hogs; 
the  government  has  used  its  power  to  hold  prices  up,  and  to  keep 
them  steady ;  the  price  of  pork  has  not  gone  out  of  reach. 

We  were  just  getting  a  real  start  in  price  making  when  the 
occasion  for  it  seems  to  be  disappearing. 
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modities  after  they  left  the  producers'  hands  rather  than  to  setting 
prices  at  which  goods  should  be  produced  or  sold.  The  feeling 
was  strong  against  the  boosting  of  prices  along  the  way  from  the 
producer  to  the  consumer.  Special  committees  were  promptly  set 
at  work  to  determine  the  prices  of  wheat  and  coal.  Later  special 
commissions  worked  at  other  price  fixing,  prominent  among  which 
were  the  milk  commissions,  and  the  committee  on  hog  prices. 

One  of  the  most  noticeable  phases  of  the  whole  episode  of  price 
fixing  was  the  almost  naive  dependence  on  the  cost-of-production 
theory  of  value  on  the  part  of  those  charged  with  the  duty  of 
naming  the  figures  at  which  goods  should  sell.     "How  much  did 
they  cost?"  was  all  but  invariably  the  primary  question  asked. 
In  the  case  of  certain  middleman  margins  in  which  the  government 
has  concerned  itself  the  cost  was  as  a  rule  ascertainable,  and, 
moreover,  fundamental.     In  the  case  of  the  production  of  coal, 
milk,  wheat,  and  live  stock,  it  was  not  ascertainable;  and,  were 
it  for  a  given  time  to  be  known  just  what  costs  were  incurred,  for 
example,  in  the  production  of  each  quart  of  milk  sold  on  the  Chi- 
cago market,  it  is  by  no  means  clear  what  the  price  would,  or 
should,  be.    It  is  reported  that  in  the  case  of  coal  the  attempt  to 
give  some  of  the  small  producers  a  living  price  resulted  in  allow- 
ing handsome  profits  to  larger  producers.    This  was  true  also  of 
millers ;  the  able  business  men  in  that  work  made  more  money  than 
ever  before.     From  the  standpoint  of  a  student  of  theories  of 
value,  nothing  could  have  been  staged  that  would  have  borne  out 
the  views  of  modern  economists  more  acceptably  than  the  abortive 
attempts  to  base  prices  on  cost  of  production,  such  as  have  been 
made  during  the  past  eighteen  months.     At  the  same  time  it  so 
happens  that  the  prices  which  have  best  stood  the  test  of  trial  in 
practice  are  those  which,  due  to  lack  of  time  and  facilities  for 
making  the  necessary  inquiries,  were  in  no  sense  based  on  cost  of 
production;  as  the  price  of  wheat,  which  remains  practically  un- 
changed for  three  years,  and  the  price  of  coal,  which  has  been 
several  times  readjusted  in  order  to  bring  out  the  required  supply. 
The  control  over  profits  has  taken  several  forms.    In  the  case 
of  price-controlled  commodities,  the  government  has  allowed  cer- 
tain prescribed  percentages  as  a  maximum  profit,  but,  contrary 
to  popular  opinion,  has  not  guaranteed  them.    The  manufactur- 
ers of  condensed  milk  were  allowed  to  make  a  10  per  cent  profit, 
hut  at  times  they  actually  suffered  losses.     So  also  with  butter 
and  cheese  dealers.    The  big  packers  were  limited  to  9  per  cent 
on  meat  handled. 
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eminent  management  being  such  as  to  make  it  possible  to  do  busi- 
ness without  them.  But  on  the  whole  the  middlemen  are  doing  as 
much  as  ever  of  the  work  and  for  the  most  part  they  are,  so  far 
as  is  known,  getting  as  good  pay  as  ever.  In  some  lines  of  work, 
probably  in  nearly  all,  the  costs  of  doing  business  have  risen  and 
the  charges  have  correspondingly  increased.  In  the  grain  ele- 
vator business  it  was  believed  in  the  early  months  of  regulation 
that  the  stability  of  prices  would  result  in  narrowing  the  margins 
of  the  local  buyer.  On  the  contrary,  the  local  buyer  has  found 
the  hazards  fully  as  great  as  usual,  and  has  widened  his  margins. 

Under  control  of  marketing  processes,  mention  must  be  made 
of  standardization  and  grading,  work  which  was  in  progress  be- 
fore the  present  emergency.  This  is  mainly  in  the  hands  of  the 
Bureau  of  Markets,  and  it  has  been  greatly  expanded  during  the 
past  few  years.  Regulations  concerning  perishables  have  been 
put  into  practice.  For  example,  complaints  are  often  made  con- 
cerning the  condition  of  goods  consigned.  The  Bureau  of  Mar- 
kets will  look  into  the  matter  on  request.  Again  there  is  com- 
plaint that  food  stuff  is  destroyed  in  order  to  raise  the  price  of  the 
remaining  amount.  Under  the  law  at  present  this  is  a  punishable 
offense. 

That  much  education  of  a  valuable  nature  has  resulted  from  the 
market  regulations  of  the  past  few  months  is  beyond  doubt.  We 
have  learned  why,  under  present  arrangements,  it  is  necessary  for 
the  milk  distributor  to  receive  nearly  as  much  of  the  retail  price 
of  milk  as  does  the  farmer.  The  facts  have  been  brought  to  light. 
It  is  evident  that  competition  cannot  eliminate  the  enormous  dupli- 
cation and  waste  involved.  The  public  has  at  least  gone  far 
enough  to  discuss  the  possibility  of  a  more  economical  system. 
But  curiously  enough,  or  perhaps  it  would  be  better  to  say, 
naturally  enough,  after  all  the  contention  over  milk  prices,  about 
the  same  percentage  of  the  final  price  goes  to  each  of  the  con- 
tending parties.  It  is  not  greatly  unlike  this  in  other  lines.  There 
has  been  a  readjustment  to  a  higher  level.  The  governmental 
effort  has  resulted  in  greater  stability  than  would  otherwise  have 
obtained  during  the  transition,  but  the  relation  of  buyer  and  seller 
is  for  the  most  part  about  what  it  was  before.  The  great  excep- 
tions to  this  have  been  noted  above. 

Secondary  Effects 
The  story  of  the  effects  of  the  government  price  control  has 
not  been  told  until  it  is  noticed  that  many  farmers*  organizations 
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have  been  awakened  as  never  before  in  a  generation.  Some  of 
them  have  increased  their  memberships  by  100  or  200  per  cent. 
Others  have  taken  on  strength  as  well  as  members  and  have  made 
themselves  felt  as  producers.  Furthermore,  a  large  number  of 
these  organizations  have  federated  and  are  determined  to  be  heard 
when  questions  pertaining  to  farming  are  up  for  discussion.  On 
the  contrary,  other  organizations  have  been  weakened.  Where 
there  has  been  substantially  nothing  left  for  the  organization  to 
do  it  has  naturally  become  inactive.  This  is  true  of  many  grain- 
selling  companies. 

Outside  of  this  movement  is  another  which  is  by  no  means 
negligible.  In  several  states  the  farmers  are  in  politics  as  they 
seldom  have  been  before.  The  movement  was  not  started  by  gov- 
ernment price  and  market  control,  but  it  was  stimulated  very 
much  by  it.  The  feeling  is  strong  that  farmers  were  not  treated 
fairly  by  the  governing  bodies ;  for  example,  with  respect  to  wheat 
prices,  and  to  a  lesser  extent  with  respect  to  meat  prices.  While 
the  remedy  may  not  appear  on  the  surface  to  fit  the  case,  it  is  in 
the  main  a  determination  to  gain  a  greater  measure  of  control  in 
the  government  in  order  that  in  the  future  an  appreciation  of  the 
farmers'  point  of  view  will  not  be  lacking  on  the  part  of  those  in 
charge  of  state  affairs. 

Perhaps  the  most  fundamental  statement  that  can  be  made  is, 
after  all,  that  the  government  has  not  been  trying  to  reform 
marketing  methods.  Rather,  it  has  been  trying  to  control  the 
prices  of  certain  essential  commodities.  Out  of  the  hastily  made 
program  of  price  control  we  may  be  able  to  get  as  by-products 
some  results  that  should  be  made  permanent.  We  know  more 
about  markets  than  ever  before.  We  have  them  under  social 
scrutiny,  license,  and  control.  We  have  not,  as  yet,  reduced  the 
charges  of  many  middlemen,  much  less  put  the  men  out  of  busi- 
ness. We  are  testing  the  antitrust  law  and,  let  us  hope,  estab- 
lishing surer  footing  for  collective  bargaining.  We  have  arrived 
at  a  point  at  which  it  is  expedient  to  take  stock  of  paraphernalia 
and  see  what  is  useful  and  what  is  not  in  a  rearranged  program. 
We  have  had  a  shaking  up,  not  a  regeneration.  What  we  have 
accomplished  is  unquestionably  the  avoidance  of  many  things 
which  if  left  to  themselves  would  have  been  worse. 


EFFECT  OF  GOVERNMENT  CONTROL  ON  MARKETING 
METHODS  AND  COSTS— DISCUSSION 

Jambs  E.  Boyle. — 1.  Our  attitude  towards  government  control  of 
marketing  depends  on  our  information  concerning  this  control.  The 
source  of  this  information,  therefore,  becomes  a  question  of  fundamen- 
tal and  vital  importance.  We  must  be  on  our  guard  here.  An  illustra- 
tion will  make  my  meaning  clear.  A  clever  young  newspaper  man 
who  had  once  flourished  in  Dallas,  Texas,  last  winter  wrote  an  article 
in  praise  of  the  Food  Administration's  control  of  the  grain  trade.  This 
article,  very  effective  and  very  inaccurate,  was  published  in  a  popular 
Philadelphia  weekly  noted  for  articles  of  this  type.  There  it  came 
to  the  attention  of  the  Food  Administration.  It  was  reprinted  as  a 
government  bulletin  and  franked  throughout  the  length  and  breadth  of 
the  land  as  part  of  the  propaganda  work  of  this  bureau  and  doubtless 
came  to  the  attention  of  many  hundreds  of  thousands  of  readers.  I 
was  in  personal  contact  with  many  things  discussed  in  this  article  and 
I  know  that  many  of  its  major  statements  were  misrepresentative  and 
misleading.  The  author  of  this  article  soon  after  its  appearance  joined 
the  staff  of  the  Food  Administration. 

This  merely  illustrates  one  phase  of  that  propaganda  work  conducted 
the  last  year  or  two  by  our  government.  Students  in  the  realm  of  agri- 
cultural economics  who  have  long  used  the  Weekly  News  Letter  of  the 
Department  of  Agriculture  recall  how  this  paper  was  once  a  four-page 
sheet  of  useful  information  but  has  lately  grown  into  a  twelve-  or  six- 
teen-page organ,  playing  one  tune  with  variations,  namely,  what  the 
Department  of  Agriculture  "has  done  for  the  farmer."  Other  branches 
of  the  government  are  competing  in  similar  publicity  campaigns  about 
their  own  virtues.  It  is  superfluous  to  mention  the  name  of  Creel  in 
this  connection,  except  to  give  the  crowning  illustration  of  the  melan- 
choly fact  that  propaganda  work  by  the  government — like  its  whole- 
sale bribery  of  labor — has  now  reached  tremendous  and  overwhelming 
proportions. 

And  here,  by  the  way,  is  one  danger  of  government  control;  the 
government  will  not  tell  the  people  the  truth  about  the  mistakes  made 
in  connection  with  this  control,  and  private  critics  are  likely  to  be 
punished  in  some  of  those  subtle  ways  at  the  command  of  the  govern- 
ment. One  suggestion  is  here  pertinent,  namely,  that  if  we  are  to 
have  government  control  of  marketing,  then  we  need  some  form 
of  "independent  audit"  of  this  control,  such  as  a  private  corporation 
has  when  it  is  examined  for  its  stockholders  by  a  certified  public  ac- 
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countant.  However,  the  point  I  wish  to  make  is  that  if  our  ideas  of 
government  control  are  based  to  any  extent  on  government  propagan- 
da, then  these  ideas  are  subject  to  heavy  discount. 

2.  The  complexity  of  government  control  this  last  year  is  the  condi- 
tion that  confronts  us  when  we  start  to  study  this  question  for  our- 
selves.    I  will  speak  only  of  the  grain  trade  in  this  five-minute  dis- 
cussion, for  it  is  the  only  phase  of  government  control  which  I  was  able 
to  study  first-hand,  continuously,  for  a  period  of  several  months.  Think 
of  the  complexity  of  this  one  problem.     There  was  involved,  first,  the 
Coal  Administration  with  its  coal  shortage  and  its  coalless  Mondays. 
These  affected  the  terminal  grain  elevators,  the  hospital  elevators,  the 
grain-drying  plants,  the  industrial  alcohol  plants,  and  other  branches 
of  the  grain  trade.     Second,  there  was  the  Railroad  Administration 
with  its  car  shortage;  its  recurring  embargoes  on  grains  and  on  grain 
markets;  and  the  impossibility  of  moving  grain  at  times  from  country 
to  terminals.    In  the  third  place,  there  were  the  unusual  severe  win- 
ter storms  in  the  grain  belt,  affecting  both  the  Coal  Administration  and 
the  Railroad  Administration.    And  again,  there  was  the  corn  crop  with 
several  hundreds  of  millions  of  bushels  of  wet  corn  rapidly  spoiling 
on  the  hands  of  the  farmer  or  country  shipper  because  it  could  not  be 
moved  fast  enough  to  the  terminals  where  the  drying  machinery  was 
located.    Then  there  was  the  cash  market  for  corn  far  above  the  fu- 
tures, making  hedging  no  protection;  there  was  oats  in  sympathy  with 
corn,  with  cash  above  futures ;  there  was  barley  reaching  the  high  price 
of  three  cents  a  pound,  or  the  same  price  as  ordinary  wheat  was  sell- 
for;  there  was  whole  wheat  going  abroad  instead  of  flour,  leaving  the 
dairy  industry  without  one  basic  feed  (one  cause  of  the  present  high 
price  of  milk). 

These  complex  market  conditions,  I  say,  make  it  difficult  to  learn  pre- 
cisely what  are  the  effects  of  government  control  on  methods  and  costs 
of  marketing.  In  the  brief  time  at  my  disposal  I  can  do  no  more  than 
state  baldly  my  own  conclusions  without  citing  the  evidence. 

8.  No  revolutionary  changes  were  made  in  the  methods  of  marketing 
grain.  A  grain  buyer  was  added  to  those  already  existing  on  each  big 
market.  This  buyer  bought  cash  grain  and  also  received  consignments. 
He  did  not,  however,  perform  the  usual  services  of  a  commission  mer- 
chant. He  did  not  cash  drafts  in  advance  of  arrival  of  cars.  He  did 
not  call  for  reinspections.  He  did  not  look  after  claims.  He  did  not 
furnish  cleaning  or  mixing  of  off-grade  or  low-grade  grain.  He  merely 
took  the  grain  at  government  grades  and  dockage. 
As  far  as  costs  are  concerned,  he  charged  the  same  commission  on 
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consigned  grain  as  regular  commission  merchants.  Since  he  performed 
less  service  for  the  consignor  at  the  same  price,  it  was  tantamount  to 
an  increase  in  cost.  The  regular  dealer  called  for  reinspection  when 
his  client's  interests  warranted  it;  he  cashed  drafts  and  made  prompt 
returns  to  the  country;  he  took  in  hand  the  car  shortage  problem,  get- 
ting back  into  use  many  old  discarded  second-hand  cars,  he  looked  after 
the  cleaning  or  mixing  of  grain  when  necessary,  or  sold  the  lowest 
grades  to  grain  salvage  houses. 

The  history  has  not  yet  been  written  of  the  confusion  wrought  in 
the  big  grain  markets,  such  as  Chicago,  by  the  overlapping  jurisdictions 
of  the  various  government  boards  and  by  their  conflicting  orders,  rules, 
and  regulations.  I  am  satisfied,  by  what  1  saw  myself  in  Chicago,  that 
this  confusion,  coupled  with  the  earlier  named  factors  of  bad  weather, 
car  shortage,  and  coal  shortage,  caused  a  loss  running  into  hundreds 
of  millions  of  dollars  in  the  case  of  corn  alone.  A  very  large  part  of 
this  loss  was  avoidable.  The  history  has  not  yet  been  written  of  the 
voluntary  regulations  of  the  cash  and  futures  markets  in  the  interest  of 
the  public  by  the  Directors  of  the  Chicago  Board  of  Trade  and  other 
grain  exchanges,  under  the  pressure  of  war  emergency,  and  at  financial 
sacrifices  to  themselves.  Neither  has  the  history  been  written  of  the 
evolutionary  growth  of  these  great  grain  markets,  in  the  years  before 
the  war,  showing  how  their  directors  (or  their  members  themselves 
through  the  initiative  and  referendum  system  of  self-government  in 
vogue)  had  adopted  appropriate  rules  to  keep  these  exchanges  open 
and  competitive  markets  so  that  the  grain  could  be  marketed  at  any 
and  all  times,  even  war  times,  on  a  very  low  margin  of  cost. 

My  own  conviction  is  that  had  there  been  much  less  government  con- 
trol of  the  grain  trade,  the  farmer  would  have  had  more  for  his  grain, 
the  public  interests  would  have  been  served  much  better,  and  at  much 
less  cost. 

Gut  C.  Smith. — The  present  seems  quite  too  early  to  measure  ac- 
curately the  effects  of  the  government's  efforts  to  control  the  market- 
ing of  certain  products.  It  further  appears  that  the  aim  of  those  in 
charge  of  this  work  was  not  so  much  to  eliminate  evils,  real  or  imag- 
inary, which  existed  in  prewar  times  as  to  prevent  certain  undesirable 
conditions  which  might  arise  as  a  result  of  the  war.  On  the  whole,  the 
effect  of  government  control  on  marketing  is  well  summarised  in 
Professor  Hibbard's  statement  that  "We  have  had  a  shaking-up,  not 
a  regeneration."  This  is  well  illustrated  in  the  marketing  of  liquid 
milk.    The  proper  distribution  of  the  consumer's  dollar  between  pro- 
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oncers  and  distributors  of  milk  had  become  a  matter  of  more  or  less 
bitter  discussion  before  the  war  began.  Consumers  and  producers  con- 
stituting the  large  majority  of  the  interested  persons  in  this  discussion, 
the  distributors  were  the  objective  for  frequent  and  severe  indictments 
of  extortion  in  their  charges  for  service.  The  margin  of  4  or  5  cents 
per  quart  which  they  maintained  was  absolutely  necessary  to  obtain 
a  small  margin  of  profit  has  now  been  increased,  with  the  approval  of 
at  least  a  part  of  the  Regional  Milk  Boards,  in  about  the  same  propor- 
tion as  has  the  price  allowed  the  producers.  No  net  result  is  discerni- 
ble in  this  phase  of  the  business.  There  has  been  a  noticeable  effect 
in  certain  other  phases  of  the  business,  notably  the  attempt  of  the 
producers,  through  organization,  to  exercise  a  growing  influence  in 
favor  of  their  interests.  This  has  not  been  confined  to  organizations 
for  collective  bargaining,  but  in  a  few  scattered  instances  to  the  taking 
over  of  the  actual  business  of  distributing  their  product.  These  at- 
tempts have  hardly  established  themselves  on  a  permanent  basis. 
Three  such  plants  located  in  as  many  New  England  states  are  still 
in  a  condition  of  uncertainty  as  to  their  ultimate  success.  Only  one 
of  them  has  made  any  successful  effort  to  reduce  the  cost  of  distribu- 
tion, and  in  this  case  the  entire  reduction  has  been  added  to  the  price 
paid  the  producer,  the  price  charged  the  consumer  being  made  to  con- 
form to  that  of  nearby  cities.  The  status  of  all  milk  producers'  or- 
ganizations two  or  three  years  from  now  is  even  more  problematical 
because  of  the  readjustments  which  seem  likely  to  take  place  when 
the  increased  demand  for  the  dairy  products  of  this  country,  due  to  the 
war,  has  subsided  to  a  new  normal. 

What  appears  to  be  one  of  the  most  permanent  results  of  govern- 
ment influence  on  marketing  is  the  emphasis  which  has  been  laid 
upon  the  standardization  of  farm  products.  One  illustration  will 
suffice.  The  indorsement  by  the  Federal  Food  Administration  of 
potato  grades  recommended  by  the  United  States  Bureau  of  Markets 
has  given  a  noticeable  impetus  to  the  practice  of  grading.  Already 
some  states  have  taken  steps  to  put  these  grades  into  effect  on  what  is 
likely  to  become  a  permanent  basis.  Both  state  and  federal  legislation 
on  the  grading  of  farm  products  seems  likely  to  result  in  the  near 
future. 

The  movement  among  dairy  farmers  to  organize  their  interests  has 
been  duplicated  among  other  classes  of  producers.  Never  has  there 
been  such  a  decided  movement  in  this  direction.  In  one  state,  forty 
farmers*  organizations  for  buying  and  selling  were  organized  in  the 
year  ending  June  30,  1918.    Many  other  states  followed  closely  in  the 
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movement.  This  cannot  be  said  to  be  due  entirely  to  government  con- 
trol, but  it  is  difficult  to  separate  the  forces  which  have  brought  about 
so  many  organizations.  Again  the  net  result  in  this  direction  cannot 
be  now  determined.  Rising  prices  have  been  favorable  to  these  or- 
ganizations, both  in  buying  and  selling.  It  remains  to  be  seen  how 
the  after-the-war  readjustment  of  prices  will  affect  these  groups  and 
the  formation  of  others. 

The  influence  of  government  regulations  on;  transportation  as  a  fac- 
tor of  marketing  should  not  be  overlooked.  The  increase  in  the  size  of 
minimum  carloads  may  not  be  a  thing  of  permanence,  but  it  is  likely 
to  persist  in  some  measure.  More  particularly,  the  propaganda  to 
bring  about  more  extensive  and  more  regular  use  of  the  motor  truck 
will  probably  have  more  or  less  far-reaching  results. 

In  conclusion,  the  greatest  effect  of  government  control  on  market- 
ing has  apparently  been  not  so  much  to  bring  about  new  methods  as  to 
act  as  a  great  educational  campaign  to  acquaint  all  parties  concerned 
with  the  steps  and  processes  of  distribution,  and  to  bring  about  a 
more  extensive  use  of  sound  practices  already  established. 


PROVISIONS  OF  THE  FOOD  ACT  AND  ACTIVITIES 
WHICH  SHOULD  BE  MADE  PERMANENT 

By  W.  F.  Gephabt 
Washington  University 

The  law  establishing  the  Food  Administration  provides  speci- 
fically for  but  a  small  number  of  activities  which  have  actually 
been  undertaken  by  the  Food  Administration.  This  is  true  not 
only  because  of  the  general  powers  conferred  by  the  act  itself,  but 
because,  as  is  always  the  case  in  times  of  war,  no  one  can  foresee 
the  exigencies  which  would  arise  demanding  unusual  action.  Pro- 
bably no  one  is  more  surprised  than  the  sponsors  of  the  act  itself 
with  the  unexpected  lines  of  activity  which  have  been  assumed. 
It  is  also  probably  true  that  the  most  constructive  and  perma- 
nent benefits  have  resulted  from  these  unforeseen  activities. 

If  a  general  survey  and  analysis  of  the  Food  Administration's 
activities  is  made,  it  will  be  found  that  the  work  may  be  classi- 
fied under  the  two  following  heads : 

1.  Those  activities  concerning  themselves  with  the  distribution 
of  food  commodities ;  that  is,  marketing  regulations  and  condi- 
tions. 

2.  Those  activities  having  to  do  with  the  regulation  of  price. 
Market  regulations  have  concerned  themselves  specifically  with 

such  commodities  as  sugar,  wheat,  and  with  the  conditions  govern- 
ing the  marketing  of  perishable  and  non-perishable  commodities. 
In  the  case  of  both  sugar  and  wheat  there  has  been  a  general 
supervision  of  the  distribution  of  these  commodities  through  agree- 
ments with  the  existing  agencies  of  distribution. 

It  is  important  to  understand  that  in  regulating  the  distribu- 
tion of  these  essential  products,  as  well  as  in  practically  all  other 
phases  of  the  Food  Administration  work,  there  has  been  no  dis- 
position to  replace  the  regular  business  organizations  by  a  govern- 
ment organization,  but  on  the  contrary  to  utilize  the  existing  ma- 
chinery of  distribution.  While  the  work  of  the  Food  Administra- 
tion has  produced  profound  changes  in  marketing,  these  results 
are  by-products  of  the  activities,  since  it  was  not  the  function  of 
the  Food  Administration  to  reorganize  business  conduct. 

In  the  case  of  sugar  and  wheat  and  other  cereals  one  of  the 
chief  purposes  has  been  to  distribute  the  product  equitably  to  dif- 
ferent sections  of  the  country,  and  at  the  same  time  to  secure 
certain  amounts  of  these  products  for  export.    Zones  were  estab- 
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lished,  and  the  movement  of  sugar  and  cereals  have  been  restricted, 
thus  securing  large  economies  in  transportation  costs.  Trans- 
portation waste  has  long  been  present  in  much  of  our  marketing, 
made  possible  not  only  by  the  unregulated  competition  of  the 
carriers  but  also  by  the  competition  of  markets.  Through  this 
control  of  the  movements  of  these  necessities,  each  section  has,  so 
far  as  transportation  conditions  permitted,  been  assured  an  equit- 
able share  in  the  available  supply.  Nothing  short  of  such  control 
would  have  prevented  many  sections  of  the  country  from  being 
without  sugar  and  certain  cereals  for  considerable  periods  during 
parts  of  the  winter  of  1917  and  the  spring  of  1918.  Not  only 
has  the  available  supply  been  equitably  distributed,  but  the  sugar 
supplies  from  Hawaii,  Cuba,  and  Porto  Rico  have  been  con- 
trolled in  their  movements.  The  available  stocks  have  at  all 
times  been  known,  and  hence  a  deficient  market  has,  wherever  pos- 
sible, been  supplied. 

In  the  case  of  perishable  commodities  the  method  of  marketing 
them  has  been  almost  revolutionized.  Each  distributor  of  any  im- 
portance of  these  commodities  has  been  licensed,  and  as  such  has 
been  subject  to  the  rules  and  regulations  promulgated  to  govern 
the  marketing  of  perishable  produce. 

For  many  years  the  waste  in  handling  perishable  produce  has 
been  appalling,  and  under  the  most  carefully  supervised  system 
large  wastes  in  marketing  perishable  produce  are  inevitable. 
Prices  on  this  produce  fluctuate  very  widely  and  quickly,  and  for 
many  years  any  fall  in  price  in  the  market  has  led  either  to  re- 
fusal on  the  part  of  the  buyer  to  accept  the  goods  at  any  price, 
or  to  a  demand  for  a  large  allowance  from  the  contract  price. 
In  either  case  the  perishable  produce  deteriorated  very  rapidly, 
and  great  loss  resulted  not  only  for  the  consignor  but  also  for  the 
public  at  large. 

The  regulations  of  the  Food  Administration  prohibit,  on  pen- 
alty of  revocation  of  license,  a  consignee  from  not  accepting  pro- 
duce which  is  of  a  grade  purchased,  and  likewise  prevent  the  con- 
signor from  shipping  produce  of  a  grade  not  purchased.  Through 
an  inspection  system  quick  action  was  secured  in  determining 
the  rights  in  the  case,  and  thus  perishable  produce  was  kept  mov- 
ing rapidly  to  the  consumer.  What  was  in  law  an  illegal  practice, 
but  seldom  prevented,  has  become  an  actual  accomplishment 
through  these  regulations.  Consignor,  consignee,  and  the  public 
ought  not  to  permit  the  old  practice  to  become  again  prevalent. 
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In  the  case  of  non-perishable  food  commodities,  the  chief  ac- 
complishments have  been  in  regulating  the  stock  which  could  be 
held  for  the  market.  Certain  other  regulations  have  secured  as 
direct  as  possible  a  movement  to  consumers,  and  others  have  fixed 
margins  of  profit  for  the  various  dealers  in  handling  these  com- 
modities. Certain  regulations  governing  resales  within  the  trade 
have  tended  to  the  elimination  of  unnecessary  pyramiding  of 
profits. 

The  second  general  class  of  activities  of  the  Food  Administra- 
tion concerns  itself  with  regulation  of  price.  As  has  been  stated, 
the  Food  Act  grants  no  direct  power  to  fix  prices,  but  it  does 
confer  the  power  to  prohibit  profiteering.  It  also  grants  the 
power  to  issue  and  revoke  licenses.  It  is,  therefore,  in  the  admin- 
istration of  these  foregoing  powers  and  in  the  extensive  plan  of 
agreements  with  trade  groups  that  the  control  of  prices  has  been 
established. 

No  one  except  those  intimately  familiar  with  the  work  of  the 
Food  Administration  can  realize  how  extensive  the  control  of 
prices  has  been,  and  it  should  be  clearly  understood  that  this  con- 
trol has  been  in  most  cases  gladly  entered  into  by  the  trade  groups. 
Indeed,  they  have  been  in  many  cases  most  anxious  to  subscribe  to 
the  plan  of  fixing  margins  or  even  of  prices. 

This  is  largely  true  because  of  the  character  of  the  food-dis- 
tributing business.  It  ii  a  highly  competitive  one  and,  in  many 
respects,  a  highly  speculative  one.  If,  therefore,  a  disinterested 
and  superior  body  proposed  an  agreement  which  would  stabilize 
prices,  and  if  individual  competitors  would  agree  to  the  plan,  the 
arrangement  has  usually  been  very  satisfactory  to  the  trade. 

Nor  has  it  meant  necessarily  that  the  consumer  has  been  in- 
jured. Sugar,  for  instance,  before  the  Food  Administration  was 
established  was  frequently  sold  at  or  below  cost.  Under  the  Food 
Administration  the  retailer  was  granted  a  stable  profit,  and  at 
the  same  time  the  consumer  was  guaranteed  sugar  at  a  fair  price, 
when  undoubtedly  it  would  at  certain  times  and  in  many  places 
have  been  true  that  the  price  would  have  been  much  higher. 

A  stabilized  price  is  a  kind  of  insurance,  reducing  risk  both  for 
the  producers  and  consumers.  The  fixing  of  the  liberal  price — a 
marginal  producer's  price — in  war  times  gives  a  feeling  of  se- 
curity and  assurance  to  producers  that  is  distinctly  advanta- 
geous. They  have  only  to  think  of  the  element  of  cost;  that  is, 
how  to  organize  and  carry  on  production  so  as  to  bring  it  as  far 
as  possible  below  this  fixed  price. 
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Likewise,  from  the  viewpoint  of  the  consumer  there  is  this  kind 
of  assurance  during  war  times,  when  uncertainty  is  greatest  both 
for  consumers  and  producers.  The  fixation  of  the  price  discounts 
speculation  by  consumers,  who  are  the  most  inefficient  of  all  risk- 
takers. 

Furthermore,  there  is  the  psychological  consideration  that  con- 
sumers will  tolerate  fixed  prices  and  an  empty  market  in  war 
times,  whereas  they  would  rebel  against  unregulated  high  prices. 
In  short,  price-fixing  on  the  basis  of  marginal  cost  reduces  risk 
both  to  producer  and  consumer  in  war  times,  and  prevents  unin- 
telligent speculation  on  the  part  of  each  class. 

Agreements  with  the  trades  have  been  very  numerous.  They 
have  been  made  with  producers,  manufacturers,  wholesalers  and 
retailers.  In  an  effort  to  enforce  that  provision  of  the  act  pro- 
hibiting profiteering,  it  was  necessary  to  establish  some  standard 
of  what  constituted  profiteering.  Therefore,  margins  of  profit 
were  agreed  upon  by  consulting  the  different  trade  groups.  A 
system  of  margins  was  fixed  for  both  the  wholesaler  and  retailer 
on  many  of  the  licensed  food  commodities. 

The  preceding  activities  of  the  Food  Administration  are  the 
most  important  and  constructive,  although  they  are  the  ones 
about  which  the  public  at  large  have  known  the  least,  inasmuch 
as  there  is  little  of  a  spectacular  character  in  their  administra- 
tion and  hence  they  have  supplied  little  material  of  a  news  value ; 
and  the  public  at  large  has  secured  its  chief  information  of  food 
activities  very  naturally  from  the  newspapers. 

The  consumptive  regulations  with  respect  to  sugar,  bread,  and 
public  eating-places  have  created  much  interest  on  the  part  of  the 
trades  and  the  public.  These  have  had  a  large  emotional  appeal 
on  the  basis  of  patriotism,  hate,  and  fear.  It  is  true  that  large 
results  have,  because  of  these  emotional  appeals,  been  secured  in 
the  conservation  of  food  commodities  in  the  homes;  but  such  ac- 
tivities are  suitable  only  to  the  conditions  of  war,  and  their  suc- 
cess is  predicated  upon  appeals  which  would  have  little  force  in 
times  of  peace.  Let  us  revert,  therefore,  to  the  above  classifica- 
tion of  the  major  activities  of  the  Food  Administration  and  dis- 
cuss what  ones,  if  any,  can  profitably  be  made  permanent. 

In  the  first  place,  it  should  be  stated  that  the  Food  Adminis- 
tration in  conjunction  with  the  Department  of  Agriculture  has 
done  much  to  stimulate  the  production  of  various  food  commodi- 
ties.    Stimulating  production  is  provided  for,  in  a  general  way 
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at  least,  by  the  machinery  already  existing  in  the  Department  of 
Agriculture.  To  the  extent  that  production  has  been  stimulated 
by  the  price  regulations  of  the  Food  Administration,  this  motive 
may  well  be  considered  as  ending  with  the  legal  existence  of  the 
Food  Administration. 

The  method  of  stimulating  production  through  price  regulation 
has  been  by  various  agreements  entered  into  between  the  Admin- 
istration and  different  classes  of  the  trade.  Through  these  vari- 
ous agreements  with  producers  or  distributors  with  respect  to 
margins  and  therefore  of  prices,  there  has  been  accomplished  the 
end  set ;  namely,  an  increase  in  production  in  many  cases  of  food 
commodities.  The  price  or  margin  agreed  upon  has,  in  most  cases, 
been  a  liberal  one,  and  the  very  natural  and  indicated  result  of 
stimulating  production  has  resulted. 

Under  this  arrangement  with  marginal  trader  as  frequently  the 
basis  on  which  to  establish  a  margin  or  price,  there  has  undoubted- 
ly resulted  large  profits  to  the  more  efficient ;  but,  since  increased 
production  and  stabilized  price  were  the  results  desired,  the  larger 
profits  to  the  more  efficient  could  not  be  prevented.  If  a  war 
taxation  system  had  been  devised,  this  unfortunate  by-product  of 
the  plan  could  have  been  corrected.  This  only  illustrates  one  of 
the  many  ways  in  which  a  war  taxation  system  has  not  been  de- 
vised to  meet  the  conditions  resulting  from  the  necessary  increased 
government  regulations  of  business. 

Whatever  degree  of  success  has  been  secured  by  these  price 
regulations  and  the  agreements  as  to  margin  between  business  and 
the  government,  has  been  largely  due  to  the  unusual  conditions  of 
war  and  the  motives  which  have  actuated  both  parties.  Public 
opinion  has  been  a  large  factor  in  enforcing  these  agreements. 
This  public  opinion  has  been  largely  determined  by  the  unusual 
force  which  influences  business  conduct  both  on  the  part  of  pro- 
ducers and  consumers  during  a  state  of  war.  These  motives  are 
largely  absent  in  times  of  peace,  and,  therefore,  detailed  agree- 
ments between  the  government  and  business  groups  with  respect 
to  prices  and  margins  would  find  little  place  during  conditions 
of  peace. 

One  point,  however,  in  connection  with  the  subject  of  margins 
and  price  regulations  should  be  pointed  out,  which  is  often  not 
recognized  by  students  of  economic  phenomena.  Under  a  highly 
competitive  business  organization,  such  as  now  prevails,  there  is 
enormous  loss  in  the  distribution  of  food  commodities  due  to  price- 
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cutting.  If,  therefore,  in  this  highly  competitive  distributive 
food  business,  agreements  can  be  made  which  tend  to  stabilize  over 
short  periods  of  time  prices,  the  trade  as  such  is  not  on  purely 
business  grounds  so  much  opposed  as  might  at  first  thought  be 
supposed. 

In  many  of  the  retail  food  trades  there  are  distributors  who 
know  so  little  about  their  costs  of  doing  business  that  they  con- 
tinually cut  prices  and  do  business  at  a  loss.  They  receive  scarce- 
ly good  wages — to  say  nothing  of  true  profits  in  conducting  the 
business.  They  are  continually  competing  with  the  more  efficient 
because  of  their  ignorance  of  the  business.  Therefore,  a  trade 
group  is  often  not  unwilling  to  have  a  stabilized  price  or  margin, 
because  in  the  end  more  true  net  profits  may  result  even  to  the 
efficient  business  man. 

Notwithstanding  that  in  the  distribution  especially  of  food 
commodities  large  profits  may  be  secured  through  future  trading 
or  through  unpredictable  phenomena  associated  with  the  business, 
yet  over  a  longer  period  these  larger  profits  are  balanced  by  heavy 
losses.  Therefore,  agreements  tending  toward  stabilization  of 
price  over  short  periods  are  not  unwillingly  entered  into  by  the 
trade.  If  assurance  is  given  that  a  disinterested  party  will  see  to 
it  that  all  members  of  the  trade  observe  the  price  or  margin,  and 
if  this  price  or  margin  is  at  least  a  favorable  one  for  the  less  effi- 
cient, stable  and  permanent  profits  are  guaranteed  for  a  large 
number. 

If,  therefore,  an  effort  is  made  to  enumerate  those  activities 
of  the  Food  Administration  which  might  be  made  permanent  either 
as  specific  regulations  or  as  principles  to  be  held  in  mind  in  devis- 
ing a  future  system  of  regulating  the  food-distributing  business, 
the  following  program  is  suggested : 

1.  There  should  be  little  doubt  about  the  desirability  of  making 
permanent  the  changes  which  have  been  made  in  the  methods  of 
marketing  perishable  produce.  This  work  could  be  carried  on  by 
extending  the  activities  of  the  Bureau  of  Markets  of  the  Depart- 
ment of  Agriculture,  together  with  the  cooperation  of  the  Inter- 
state Commerce  Commission  and  the  Department  of  Commerce. 

To  accomplish  this  result  there  would  need  to  be — 

a)  A  great  extension  of  the  grading  and  standardization  laws, 
as  well  as  a  revision  of  some  of  these  laws  now  in  effect,  in  order 
that  fruits,  vegetables,  poultry,  eggs,  cheese  and  other  commodi- 
ties may  be  properly  graded.    This  one  reform  would  enormously 
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reduce  the  risk  associated  with  dealing  in  these  products,  and  at 
the  same  time  facilitate  their  marketing. 

b)  The  force  of  inspectors  of  perishable  and  semi-perishable 
produce  of  the  Bureau  of  Markets  should  be  greatly  increased  so 
that  at  every  important  center  of  production  during  the  market- 
ing season  the  most  careful  grading  and  loading  of  these  commo- 
dities could  be  assured.  Likewise  these  should  be  permanently  lo- 
cated in  all  the  important  markets  of  consumption  or  forwarding. 
These  inspectors  would  inspect  produce  and  certify  as  to  its  grade 
and  condition  when  it  was  received  or  transferred. 

c)  A  penalty  should  be  provided  for  any  consignor  who  does 
not  grade  or  load  produce  as  ordered,  and  for  a  consignee  who  re- 
jects such  produce,  if  it  corresponds  to  the  grade  purchased. 
Probably  all  important  dealers  in  such  produce  should  be  licensed. 

d)  The  demurrage  regulations  should  be  more  stringent  in  order 
to  put  a  stop  to  the  pernicious  practice  of  using  railway  equip- 
ment as  storage-houses. 

e)  The  Market  News  Service  of  the  Department  of  Agricul- 
ture should  be  greatly  extended  in  order  that  producers  may  know 
the  supplies  in  or  rolling  to  each  large  market  at  any  time,  thus 
securing  a  good  distribution  of  this  perishable  or  semi-perishable 
produce  which  must  at  all  times  be  kept  moving  rapidly  to  con- 
sumers. 

These  three  reforms — that  of  extending  the  inspection  service, 
that  of  devising  more  stringent  demurrage  regulations,  and  that 
of  extending  the  Market  News  Service — would  save  millions  of 
dollars  to  producers  and  consumers  of  perishable  food  commodi- 
ties in  the  United  States. 

In  the  past  there  have  been  large  economic  losses  of  transpor- 
tation costs  by  sending  many  cars  out  from  the  point  of  produc- 
tion to  be  diverted  in  transit.  Many  cars  have  been  loaded  im- 
properly so  that  they  reached  the  point  of  destination  with  a  large 
percentage  of  the  food  ruined.  But  the  largest  loss  has  undoubt- 
edly come  from  the  consignee  refusing  to  accept  such  products 
when  they  reached  the  market,  because  either  the  grade  was  not 
as  ordered  or,  more  frequently,  because  the  price  in  the  receiving 
market  had  decreased. 

Prices  on  perishable  commodities  do  and  must  fluctuate  very 
widely  over  short  periods  of  time,  but  the  reforms  of  the  Food  Ad- 
ministration in  handling  perishable  produce  have  been  welcomed 
both  by  consignors  and  consignees,  and  undoubtedly  the  benefit 
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to  the  public  has  been  very  large.  It  is  beside  the  point  to  argue 
that  contracts  for  the  purchase  of  perishable  produce  are  enforced 
like  all  other  contracts  in  the  courts.  Because  of  the  highly  per- 
ishable character  of  this  produce,  any  dispute  arising  between 
buyer  and  seller  cannot  await  the  slow  procedure  of  court  action. 
In  the  past  the  commodity  when  refused  has  remained  in  the  car 
for  a  number  of  days,  holding  out  or  using  valuable  railway  equip- 
ment; and  in  the  end  has  been  turned  over  to  the  railway  com- 
pany and  sold  for  freight  with  the  result  that  frequently  neither 
the  transportation  company  nor  the  producer  himself  has  realized 
but  a  fraction  of  the  original  value  of  the  commodity. 

2.  Much  popular  complaint  has  been  heard  during  the  past  de- 
cade against  the  large  number  of  middlemen  in  the  food  dis- 
tributing. Doubtless  the  more  important  classes  of  these  middle- 
men render  a  specialized  economic  function  that  is  valuable  both 
for  consumers  and  producers.  However,  certain  Food  Adminis- 
tration regulations  have  placed  a  limit  upon  the  number  of  resales 
permitted  with  a  view  of  preventing  the  pyramiding  of  profits, 
and  consequently  the  enhancing  of  prices  to  consumers.  It  might 
be  possible,  through  a  system  of  licensee  regulations  established 
by  law  and  entrusted  to  the  Federal  Trade  Commission,  to  effect 
some  permanent,  desirable  reforms  in  controlling  unnecessary  re- 
sales. 

S.  The  food  conditions  during  the  war  have  brought  out  even 
more  prominently  the  increasing  importance  of  the  cold-storage 
house.  Most  states  have  certain  general  regulations  with  respect 
to  cold-storage-house  transactions.  These  regulations  ought  to 
be  largely  extended  both  by  the  state  and  the  federal  government, 
the  latter  necessarily  restricting  itself  to  regulations  governing 
products  of  an  interstate  character.  As  in  so  many  other  par- 
ticulars, there  is  need  of  greater  uniformity  in  state  laws  govern- 
ing the  operation  of  cold-storage  houses,  but  there  is  little  doubt, 
on  the  basis  of  our  recent  experience,  that  increased  regulations 
should  be  made  for  these  important  factors  in  the  distribution  and 
cost  of  food  commodities. 

4.  Another  respect  in  which  the  Food  Administration's  activi- 
ties have  redounded  to  great  public  benefit  has  been  in  connection 
with  the  milk  industry.  Here  again  there  has  been  no  power  to 
regulate  prices,  but  through  agreements  with  producers  and  dis- 
tributors in  various  sections,  certain  beneficial  results  have  been 
secured  for  the  public.     Milk  has  become,  under  modern  living 
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conditions  in  cities,  such  an  important  commodity  not  only  for  the 
general  public  but  also  for  child  welfare  that  it  may  well  be  ques- 
tioned whether  this  commodity  has  not  arisen  to  such  importance 
as  a  necessity  that  both  state  and  federal  governments  should 
take  the  whole  matter  under  closer  regulations.  In  this  connec- 
tion it  is  not  only  important  that  pure  milk  be  served  to  the  con- 
suming public,  but  that  such  supervision  should  be  made,  especially 
of  the  distributing  agencies,  that  the  public  is  guaranteed  a  fair 
price. 

5.  Not  the  least  lesson  which  has  been  brought  home  to  all 
those  having  to  do  with  the  production  and  distribution  of  food 
commodities,  is  the  great  need  in  this  country  of  a  new  Fair  Trade 
Act  and  greater  activity  on  the  part  of  those  who  have  the  ad- 
ministration of  the  act  under  their  control. 

There  is  disagreement  among  students  of  the  question  as  to 
whether  a  fixed-price  law  should  be  enacted,  but  the  evil  against 
which  such  a  law  is  directed  ought  to  be  recognized,  so  that 
under  the  increased  powers  of  the  Federal  Trade  Commission 
more  adequate  principles  of  equity  and  fair  play  could  be  secured 
in  the  distribution  business  in  this  country.  We  have  worshipped 
so  long  the  idol  of  competition  and  the  gains  which  we  fondly 
imagine  are  always  inherent  in  such  a  system  that  little  attention 
has  been  paid  to  the  unnecessary  losses  inherent  in  this  highly 
competitive  system  as  it  has  developed.  A  marked  illustration 
has  been  seen  in  the  railway  business,  but  results  approximating 
this  are  to  be  found  in  almost  all  lines  of  business.  Business 
pirates  are  not  synonymous  with  public  servants  even  in  the  com- 
petitive regime  of  the  present. 

American  business,  as  indeed  business  of  all  modern  industrial 
nations,  needs  most  an  analysis  of  business  costs  so  that  some 
readily  accessible  information  can  be  secured  by  the  business  man, 
that  he  is  or  is  not  making  a  success  of  his  business.  Ignorance 
of  costs  of  doing  business  is  the  bane  of  American  business.  It 
injects  into  the  competitive  system  an  element  of  danger  both  for 
the  business  and  for  the  public.  It  leads  to  abnormally  high 
profits  and  periods  of  no  profit.  A  condition  approximating 
stable  prices  and  profits  might  well  redound  to  the  interests  of 
both  consumers  and  producers. 

6.  A  more  careful  supervision  of  the  produce  exchanges  of  the 
country  should  be  provided,  and  greater  publicity  given  to  their 
operations. 
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As  is  frequently  the  case,  the  most  important  and  the  most 
promising  beneficial  results  frequently  are  the  least  tangible. 
This  is  especially  true  in  connection  with  the  activities  of  the 
Food  Administration,  as  it  has  been  made  manifest  through  co- 
operative agreements  with  various  producing  and  trade  groups. 
From  an  earlier  period  when  the  policy  of  "Let  business  alone" 
was  prevalent,  to  a  later  period  when  the  dictum  seemed  to  be  that 
"All  business  is  unfair  to  the  public"  and  therefore  needs  restric- 
tive regulations  and  supervision  of  every  character,  we  have  ar- 
rived at  a  period  when  it  has  become  realized  that  much  can  be 
secured  through  cooperation  between  the  government  and  busi- 
ness. 

This  has  been  clearly  demonstrated  in  the  activities  of  the 
Food  Administration,  and  while  it  is  one  of  those  intangible  re- 
sults which  do  not' point  to  a  specific  method  of  action,  yet  it 
nevertheless  ought  to  make  possible  a  new  relationship  between 
the  government  and  business.  Many  agreements  have  been  made 
between  the  Food  Administration  and  trade  groups  which,  pre- 
ceding the  war,  under  statutory  acts,  would  have  without  doubt 
brought  the  trade  into  the  courts  convicted  with  the  evidence 
already  in  hand  of  being  a  combination  in  restraint  of  trade.  The 
lesson  ought  to  be  clearly  learned  that  encouragement  and  super- 
vision of  trade  group  activities  should  replace  the  older  system  of 
forbidding  trade  groups  to  associate  to  improve  conditions  and 
methods  of  doing  business,  and  at  the  same  time  secure  results 
which  might  be  of  great  public  benefit. 

Whether  we  wish  it  or  not,  modern  business  has  become  so  com- 
plex, and  directly  and  indirectly  affects  the  public  in  so  many 
ways,  that  the  government  can  no  longer  follow  the  policy  of 
"hands  off."  Without  attempting  in  any  respect  to  set  up  a 
governmental  machinery  which  shall  take  the  responsibility  of 
saying  to  consumers  what  is  or  what  is  not  a  fair  price,  there  is 
every  reason  for  the  government  to  revise  its  attitude  towards 
business  groups  and  permit  them  to  associate  and  engage  in  cer- 
tain activities,  their  action  at  all  times  to  be  subject  to  govern- 
ment supervision  if  in  such  action  the  public  good  is  endangered. 

If,  therefore,  we  attempt  to  summarize  those  activities  of  the 
Food  Administration  which  should  be  permanent,  they  are  not 
so  much  specific  in  detail  as  they  are  pointing  the  way  to  a  new 
day  and  a  new  order  of  the  relations  of  government  to  business. 


PROVISIONS  OF  THE  FOOD  ACT  AND  ACTIVITIES  WHICH 
SHOULD  BE  MADE  PERMANENT— DISCUSSION 

Ray  B.  Westkrfield. — I  am  much  impressed  with  the  moderate 
nature  of  Professor  Gephart's  proposals.  His  proposals  are  far  from 
radical ;  in  fact,  the  trade  would  largely  regard  them  as  minor  details 
of  reform.  He  does  not  advocate  the  retention  of  the  Food  Admin- 
istration as  such,  but  would  have  certain  of  his  proposed  measures 
exercised  by  the  Interstate  Commerce  Commission,  the  Federal  Trade 
Commission,  the  Bureau  of  Markets,  and  the  Department  of  Agri- 
culture. He  does  not  favor  retaining  the  Grain  Corporation,  nor  the 
zoning  system,  and  his  proposals  for  price  fixing  lack  emphasis  and 
definiteness.  He  seems  thoroughly  alive  to  the  fact  that  conditions  of 
distribution  are  in  time  of  war  so  very  abnormal  as  not  to  constitute  a 
sound  basis  of  argument  for  continuing  in  time  of  peace  such  institu- 
tions and  methods  as  may  have  proven  useful  or  indispensable  during 
war.  However,  there  is  no  denying  that  the  Food  and  Fuel  Adminis- 
trations have  been  most  interesting  and  important  experiments  in  eco- 
nomics, have  indicated  many  defects  of  our  distributing  system,  and 
have  engaged  in  many  remedial  activities. 

One  of  the  dominating  principles  governing  their  activities  has  been 
to  make  maximum  use  of  the  existing  machinery  of  distribution,  in  so 
far  as  it  could  facilitate  the  ends  in  view.  They  did  not  attempt  to 
create  a  new  system  of  distribution,  but  sought  rather  to  correct  certain 
evident  defects  or  abuses  in  the  old  system ;  they  befriended  the  trade 
and  sought  its  cooperation,  but  worked  as  constructive  critic  and  re- 
former. The  reforms  of  the  Food  Administration  which  Professor 
Gephart  would  continue  were  largely  the  extension,  in  degree  or 
scope,  of  improved  marketing  ideas  (1)  which  had  been  tried  and  were 
being  used  by  some  advanced  distributors  (e.g.,  standardisation  and  in- 
spection), or  (2)  which  distributors  aspired  to  use  but  were  forbidden 
by  anti-trust  or  other  legislation  (e.g.,  price-fixing  agreements),  or 
(3)  for  which  the  federal  government  and  certain  states  had  legislated 
and  inforced  their  laws,  with  varying  degrees  of  thoroughness  (e.g., 
cold  storage,  unfair  competition,  and  speculative  exchanges). 

I  agree  quite  fully  with  Professor  Gephart  in  his  indictment  of  the 
system  of  marketing  perishable  produce,  but  I  am  not  so  sympathetic 
with  his  proposals  for  uninvited  government  interference  as  the  ve- 
hicle of  reform.  Grading  and  standardisation  are  obviously  the  funda- 
mentals of  marketing  reform;  they  are  so  recognized  by  the  trade, 
and  during  recent  years  the  trade  associations  and  speculative  ex- 
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changes  have  gradually  extended  the  grading  and  standardising  of 
produce  and  sought  uniformity.  Certain  producers,  also,  mainly 
through  cooperative  marketing  associations,  have  established  well- 
recognised  grades  and  standards  for  their  products.  Certain  states 
have  passed  laws  standardizing  barrels,  crates,  etc.  Professor  Gep- 
hart's  proposal  to  extend  the  standardisation  of  both  container  and 
contents  and  make  them  uniform  for  both  intrastate  and  interstate 
commerce  is  therefore  in  line  with  present  tendencies.  The  real  ques- 
tion at  hand  is  whether  federal  legislation  should  be  adopted  to  hasten 
the  process  or  whether  it  should  be  left  to  the  slow  but  sure  and  nat- 
ural development  as  worked  out  by  the  trade  itself.  I  am  of  the  opin- 
ion that  the  trade  should  develop  it,  or  at  least  that  the  initiative  and 
demand  for  reform  should  spring  from  the  trade. 

The  same  may  be  said  about  the  proposal  to  have  the  produce  in- 
spected at  the  consignor's  and  at  the  consignee's,  with  penalties  for 
rejecting  produce  that  conforms  to  contract  or  for  shipping  produce 
that  does  not  conform  to  contract  The  large  shipping  associations 
have  perfected  a  system  of  stringent  inspection  at  point  of  shipment 
and  have  representatives  at  the  markets  to  see  whether  or  not  the 
produce  on  arrival  is  off-quality  and  to  inforce  the  keeping  of  con- 
tracts by  boycott  or  judicial  action.  It  is,  I  believe,  generally  recog- 
nised, by  the  unorganised  as  well  as  the  organized,  that  the  most  fit 
and  expedient  way  for  producers,  at  least  the  small  ones,  to  market  is 
through  cooperative  organizations;  as  fast  as  this  ideal  is  attained, 
does  the  proposed  two-end  compulsory  system  of  government  inspec- 
tion become  unnecessary. 

The  proposed  two-end  system  of  government  inspection  would  un- 
doubtedly teach  produce  dealers  the  sacred  quality  of  contracts,  in  a 
way  unfelt  before.  But  here,  I  believe,  The  Food  Administration  is 
"straining  at  a  gnat":  the  violated  contracts  constitute  an  extremely 
small  fraction  of  the  total  produce  sales ;  a  high  per  cent  of  the  trade 
is  strictly  honorable  and  abides  strictly  by  their  contractual  obliga- 
tions; a  high  per  cent  of  the  produce  moves  from  shipper  through 
consignee  without  hitch  or  dispute.  It  is  unfortunate  that  the  small 
remaining  per  cent  is  given  undue  publicity  and  importance.  Besides, 
the  evils  of  the  "rejects"  system  are  being  corrected  by  the  organisa- 
tion of  the  shippers,  by  the  associations  within  the  produce  trade,  by 
the  editorial  efforts  of  certain  produce  trade  and  by  competition  with- 
in the  trade. 

Many  objections  to  the  proposed  system  may  be  foreseen:  (1)  Some 
lines  of  produce  practically  defy  standardization,  and  could  be  handled 
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only  on  a  commission  basis;  also  not  all  producers  would  have  large 
enough  supplies  to  grade,  and  these  would  go  through  on  commission 
basis;  the  system,  in  other  words,  could  not  be  made  universal.  (2) 
The  inspection  at  the  consignor's  point  might  be  "easy"  and  at  the 
consignee's  point  "rigid."  This  would  lead  to  disputes  and  the  con- 
signor claim  he  was  systematically  robbed;  local  pressure  at  the  two 
points  would  tend  to  result  in  just  such  easy  and  rigid  inspection;  the 
grades  would  have  to  be  drawn  with  great  exactness  and  the  inspec- 
tions at  the  two  points  closely  correlated;  besides,  the  produce  might 
shrink  or  vary  in  transit;  the  consignee,  fearing  the  inspection  would 
work  to  his  disadvantage,  might  resort  to  the  commission  method  in- 
stead— and  this  is  an  undesirable  reversion  of  present  tendencies,  by 
which  the  jobbing  method  is  supplanting  the  commission  method  in 
most  markets.  (3)  It  may  prove  impossible  or  inadvisable  to  establish 
uniform  grades;  there  are  local  variations  and  annual  variations;  and 
it  would  be  impossible  for  inspectors  to  be  versed  in  all ;  in  the  case  of 
the  present  cooperative  associations  it  is  different,  for  the  market 
representative  knows  well  the  produce  he  is  to  inspect.  (4)  The  pro- 
vision of  inspectors  at  all  points  of  production  would  be  obviously  im- 
possible; any  approach  to  it  would  be  very  expensive;  but  it  is  usu- 
ally the  small  and  scattered  shippers  who  are  at  the  greatest  disad- 
vantage and  need  most  the  defense  of  the  proposed  inspection. 

The  proposal  that  the  "demurrage  regulations  should  be  more  strin- 
gent in  order  to  put  a  stop  to  the  pernicious  practice  of  using  railway 
equipment  as  storagehouses,"  should  be  qualified.  The  proposal  prob- 
ably means  the  fixing  by  law  of  higher  horizontal  demurrage  rates, 
which  would  prove  prohibitive  to  the  use  of  cars,  freight  warehouses, 
or  docks  for  storage  purposes,  or  else  the  enactment  of  some  shorter 
maximum  period  for  unloading.  The  question  here  is  largely,  who 
should  provide  the  capital  to  handle  the  occasional  seasonable  exces- 
sive supplies  of  produce  at  the  market — the  railroads,  or  the  trade. 
If  the  trade  builds  storage  facilities  for  the  maximum  supply,  during 
most  of  the  year  they  will  in  part  stand  idle ;  on  the  other  hand,  if  the 
railroad  builds  cars  sufficient  to  handle  the  maximum  supply,  during 
most  of  the  year  some  of  them  must  stand  idle.  It  seems  to  me  the 
demurrage  plan  should  be  elastic.  The  necessity  for  driving  cars  to 
their  maximum  utilization  is  occasional;  the  Food  Administration  con- 
tended with  such  occasion  last  winter.  But  during  the  larger  part  of 
the  year  this  necessity  does  not  exist,  and  the  efficiency  of  the  trade 
may  be  promoted  by  an  elastic  demurrage  plan  whereby  cars  when 
not  needed  greatly  by  the  roads  may  be  utilized  for  storage  by  the 
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trade.  The  railroads,  by  pooling  their  cars  and  renting  cars  from 
other  companies,  can  give  some  elasticity;  but  the  possibility  of  im- 
posing high  demurrage  limitations  should  be  conferred  upon  the  rail- 
roads and  terminal  authorities,  in  case  there  should  arise  a  great  dearth 
of  cars  or  a  serious  congestion  of  terminals.  This  local  and  seasonable 
adaptation  is  more  logical  than  horizontal,  universal,  decidedly  severe 
regulations. 

Professor  Gephart  believes  that  "it  might  be  possible,  through  a 
system  of  license  regulations  established  by  law  and  entrusted  to  the 
Federal  Trade  Commission,  to  effect  some  permanent,  desirable  re- 
forms in  controlling  unnecessary  resales/'  "with  a  view  of  preventing 
the  pyramiding  of  profits  and  consequently  the  enhancing  of  prices  to 
consumers."  This  proposal  rests  on  what  seems  to  me  a  premise  un- 
warranted by  facts.  A  priori,  pyramiding  of  profits  cannot  perma- 
nently exist  in  a  trade  which  is  highly  competitive,  as  is  the  produce 
business.  Certain  experts  of  the  trade  whom  I  have  consulted  tell  me 
that  although  occasional  instances  of  pyramiding  exist,  they  are  from 
necessity  but  temporary.  Under  the  Food  Administration  it  was  nec- 
essary to  limit  the  number  of  resales,  for  it  fixed  maximum  margins  for 
successive  handlers  and  fixed  the  price  to  the  consumer  equal  to  the 
sum  of  original  cost  plus  these  margins;  in  other  words,  it  provided 
for  exact  pyramiding  of  profits  if  the  market  was  strong  enough  to 
support  the  price.  Hence,  the  Food  Administration  divided  the  trade 
into  three  or  four  classes  and  forbade  resales  within  each  class,  with 
certain  exceptions :  resales  between  dealers  of  the  same  class  but  living 
in  different  cities  were  less  restricted,  and  one  or  two  bona  fide  re- 
sales between  dealers  of  the  same  class  were  allowed  where  it  was 
reasonably  necessary.  In  actual  practice  produce  is  seldom  resold 
more  than  two  times  within  the  same  class  at  any  time,  and  the  re- 
striction was  largely  nominal  in  effect.  But  to  the  degree  it  did  inter- 
fere, it  had  little  warrant  for  existence  and  was  detrimental.  It  is 
wide  of  the  fact  to  suppose  that  producers  scattered  over  the  country 
know  at  the  time  they  consign  their  produce  to  a  market  that  that 
market  and  consignee  are  in  the  most  direct  line  to  the  ultimate  con- 
sumer, or  to  suppose  that  the  wholesale  receiver  or  jobber  has  such 
knowledge  of  his  customers'  wants  as  to  buy  just  enough,  no  more, 
no  less,  and  just  the  quality,  to  satisfy  them.  Resales  within  the 
trade  are  altogether  logical  and  economical,  and,  as  I  see  it,  the  proper 
parties  to  decide  this  matter  are  the  dealers  who  buy  from  those  ship- 
pers and  sell  to  those  customers  and  who  live  by  serving  both  well, 
rather  than  some  outside  organized  interference  that  is  trying  to 
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shore  the  trade  into  a  strait- jacket.  I  am  opposed  to  any  limitation 
by  law  or  regulation  on  the  number  of  resales,  for  I  do  not  believe 
pyramiding  of  profits  exists,  nor  do  I  believe  that  the  more  direct  move- 
ment of  produce  from  producer  to  consumer  is  necessarily  the  more 
economical. 

H.  R.  Tosdal. — I  am  in  essential  agreement  with  Professor  Gep- 
hart's  paper,  especially  with  regard  to  the  necessity  for  securing  ade- 
quate grading  and  inspection  facilities,  but  his  fifth  conclusion,  relative 
to  the  need  of  a  new  Fair  Trade  act,  is  of  particular  interest. 

We  are  constantly  experiencing  the  difficulty  of  defining  what  does 
and  what  does  not  constitute  fair  trade;  and,  in  this  connection,  one 
of  the  most  perplexing  problems  is  that  concerning  price  cutting. 
There  has  been  much  agitation  with  respect  to  price  cutting  upon 
identified  goods,  but  price  cutting  is  also  important  with  unidentified 
goods  (unbranded  goods)  which  are  not  affected  by  acts  which  have 
been  presented  to  Congress.  Of  course,  perishable  products,  semi- 
manufactured articles,  fully-manufactured  articles,  or  combinations  of 
commodities  sold  under  competitive  contract — such  as  in  the  building 
trades — are  affected  by  a  species  of  price  cutting  which  results  in  in- 
stability of  the  market,  losses  of  contractors,  temptation  to  deteriora- 
tion of  quality,  and  eventually  in  a  larger  spread  between  producer's 
price  and  consumer's  price. 

The  remedy  for  such  price  cutting  in  unbranded  goods  as  is  un- 
desirable is  not  price  maintenance.  The  policy  of  price  maintenance 
may  be  applied  only  to  identified  goods  and  is  generally  unsound  even 
when  so  applied.  The  remedy  lies  in  a  definition  by  law  of  malicious 
price  cutting  and  an  extension  of  market  knowledge  among  producers, 
middlemen,  and  consumers.  Much  harmful  price  cutting  is  not  mali- 
cious— merely  ignorant — and  the  extension  of  market  knowledge  ad- 
vocated by  Professor  Gephart  is  certainly  in  line  with  sound  progress. 

For  products  which  are  sold  in  great  volume  throughout  the  country 
it  may  be  feasible  to  have  government  systems  of  inspection  and  grad- 
ing, of  collecting  and  disseminating  market  information.  Obviously 
such  a  plan  is  not  workable  in  most  lines  of  manufactured  goods,  be- 
cause it  would  require  an  unwieldy  organization. 

It  is  here  that  cooperation  among  competitors  can  be  practical  and 
effective.  Professor  Gephart  has  mentioned  the  willingness  of  groups 
of  dealers  and  producers  to  cooperate  with  the  Food  Administration. 
It  seems  to  me  that  one  of  the  permanent  intangible  influences  of  the 
war  will  be  the  development  of  greater  cooperation  among  business  men 
along  practical  lines,  and  undoubtedly  the  work  of  the  Food  Adminis- 
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tration  in  the  accepted  channels  of  trade  will  have  permanent  results 
in  this  direction.  With  adequate  definition  of  fair  and  unfair  trade 
practice,  with  an  increase  of  market  knowledge  so  that  facts  instead 
of  rumors  govern  transactions,  and  with  cooperation  where  cooperation 
is  beneficial,  greater  stability  of  markets  will  be  secured  and  smaller 
margins  will  be  necessary  in  order  to  give  fair  compensation  to  the 
factors  involved. 

£.  G.  Nourse. — While  I  find  myself  in  hearty  agreement  with  many 
of  the  things  which  are  contained  in  Professor  Westerfield's  paper,  I 
must  confess  that  the  question  of  "rejections"  and  the  work  of  the 
Food  Administration  in  that  connection  appear  to  me  in  quite  a  differ- 
ent light  from  that  in  which  he  views  it.  It  may  be  true,  as  he  sug- 
gests, that  in  actual  amount  not  over  one  per  cent  of  the  total  volume 
of  trade  is  involved  in  this  question.  It  would  be  my  own  feeling  that 
that  guess  is  somewhat  too  low,  but,  even  conceding  that  one  per  cent 
is  the  true  figure,  the  matter  still  is  one  which  is  important  out  of  all 
proportion  to  its  absolute  amount.  In  several  years  of  study  of  the 
marketing  of  perishables  I  have  found  this  to  be  one  of  the  most  seri- 
ous abuses,  one  which  the  members  of  the  trade  themselves  have  rec- 
ognised as  a  serious  demoralizing  factor  in  their  business,  and  from 
which  they  have  in  recent  years  been  striving  to  free  themselves  through 
the  action  of  various  trade  associations,  the  organization  of  local 
market  sentiment,  and  the  like.  However,  they  were  unable  to  do  this 
unaided,  but  when  the  Food  Administration  took  hold  of  the  problem 
substantial  progress  was  made  toward  its  solution.  In  many  quarters, 
members  of  the  trade  are  quite  frank  to  confess  that  they  had  tried  in 
vain  to  effect  this  needed  reform  from  within,  and  were  glad  when  a 
strong  outside  agency  introduced  the  element  of  authority  necessary  to 
get  control  of,  and  in  large  measure  to  eliminate,  the  bad  practice. 
It  may  be  that  this  ground  once  won  will  be  held  without  further  aid 
from  outside  the  private  market  organization,  although  personally  I 
feel  that  it  is  rather  unfortunate  that  the  regulations  of  the  Food 
Administration  in  this  direction  are  being  relaxed  so  soon.  At  all 
events,  we  should  give  the  Food  Administration  credit  for  having  seen 
promptly  and  taken  hold  courageously  of  one  of  the  most  serious 
problems  of  the  perishable  food  trade,  and  for  having  set  in  motion 
just  and  effective  measures  toward  remedying  the  condition. 

Furthermore,  I  do  not  feel  so  great  a  confidence  as  does  Professor 
Westerfield  in  the  power  of  cooperative  organization  to  cover  fully  the 
demand  for  market  inspection  and  to  remove  the  need  for  governmental 
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agencies  in  the  performing  of  this  function.  Great  as  is  the  work  done 
by  cooperative  associations  of  growers  toward  the  standardisation  of 
their  products,  and  in  spite  of  their  probable  expansion  in  the  future, 
there  is  still  and  will  continue  to  be  a  large  field  for  government  in- 
spection* Even  in  the  case  of  those  goods  which  are  shipped  by  grow- 
ers* cooperative  organisations  (and  a  large  proportion  are  not),  I  am 
by  no  means  certain  that  we  shall  see  universally  such  large-scale 
federation  of  local  growers'  associations  as  would  make  terminal  market 
inspection  by  their  own  agents  feasible.  And,  even  where  such  large 
organisations  are  possible,  there  will  still  be  disputes  which  need  to  be 
referred  to  some  inpartial  and  expert  agency  which  has  no  com- 
mercial connection  with  either  shipper  or  receiver. 

All  this  involves  questions  too  large  to  go  into  here.  But  it  is  my 
opinion  that,  in  adjudicating  rejection  disputes  on  the  basis  of  official 
terminal  inspection,  the  Food  Administration  has  helpfully  extended 
a  line  of  work  already  well  begun  by  the  federal  Bureau  of  Markets. 
It  seems  to  me  pretty  certain  that  we  shall  need  permanently  in  our 
market  organisation  a  government  inspection  service,  available  on  re- 
quest of  either  shipper  or  receiver.  This  is  a  logical  complement  of 
the  government  regulation  of  weights,  measures,  grades,  and  con- 
tainers; and  these  together  include  a  field  of  activity  which  cannot 
safely  be  left  to  private  agencies  of  control  any  more  than  can  the 
regulation  of  money  and  banking. 

L.  C.  Gray. — I  am  in  entire  agreement  with  Professor  Gephart's 
conclusions  that  the  Food  Administration  has  developed  a  number  of 
policies  which  should  be  incorporated  permanently  in  our  system  of 
marketing.  However,  I  do  not  believe  that  the  system  of  forbidding 
resales  within  the  trade  is  one  of  the  policies  that  should  be  continued. 
As  I  understand  this  policy,  it  was  developed  as  a  necessary  supple- 
ment to  the  policy  of  regulating  dealers'  margins.  If  margins  are  defi- 
nitely fixed,  it  is  obviously  necessary  to  prevent  the  evasion  of  the 
regulation  by  making  resales  among  the  same  grade  of  middlemen. 
That  the  policy  was  essentially  supplementary  in  nature  is  indicated 
by  the  number  of  exceptions  which  the  Administration  found  it  neces- 
sary to  make.  In  fact,  the  Food  Administration  recognises  five  cases 
in  which  resales  will  be  allowed.  The  nature  of  these  cases  indicates 
the  impracticability  of  imposing  the  policy  of  prohibiting  resales  ex- 
cept as  a  policy  supplementary  to  the  regulation  in  margins.  It  is  my 
belief  that  competition  will  prevent  resales  from  becoming  regularly 
an  additional  charge  on  the  industry  except  where  resale  involves  a 
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regular  marketing  function  that  it  is  impossible  for  competition  to 
eliminate. 

Guy  C.  Smith. — Dr.  Carver  has  asked  the  question  whether  the 
Food  Administration  officials  have  made  use  of  the  inspection  service 
of  the  United  States  Bureau  of  Markets.  In  reply,  I  would  say,  so  far 
as  Connecticut  is  concerned,  the  Federal  Food  Administration  has 
made  quite  extensive  use  of  that  service  in  the  markets  of  that  state. 
Dr.  Westerfield  has  stated  that  government  inspection  does  not  appear 
to  him  to  be  especially  desirable  because  he  thinks  that  not  more  than 
1  per  cent  of  the  produce  shipments  are  rejected  by  the  receiver.  Ad- 
mitting that  this  percentage  figure  is  correct,  it,  nevertheless,  has  a 
significance  out  of  all  proportion  to  that  which  would  be  indicated  by 
its  size,  because  the  knowledge  that  even  a  small  number  of  rejections 
are  made  does  have  a  widespread  effect  upon  shippers.  Dr.  Wester- 
field further  states  that  with  the  development  of  cooperative  associa- 
tions the  inspection  service  very  properly  could  and  should  be  furnished 
by  them.  The  fact  of  the  matter  is,  however,  that  at  the  present  time 
only  a  representatively  small  percentage  of  the  produce  of  the  United 
States  is  sold  through  cooperative  associations,  and  it  will  be  a  long 
time  before  that  situation  is  materially  changed.  Therefore,  to  rely  on 
an  inspection  service  established  by  cooperative  associations  would 
simply  be  to  delay  that  work  for  a  great  many  years.  It  is  the  small 
individual  shipper  who  most  needs  the  protection  of  an  inspection 
service,  and  the  large  percentage  of  producers  in  the  United  States 
fall  in  this  class.  It  therefore  seems  to  me  that  it  is  a  very  proper 
and  valuable  function  which  can  be  performed  by  the  Bureau  of  Mar- 
kets along  this  line. 

Paul  D.  Converse. — Speculation  in  foods  prior  to  November, 
1917,  was  much  more  prevalent  than  many  of  us  believed.  The  regu- 
lations of  the  Food  Administration  concerning  speculation  seem  to  have 
been  well  observed.  Wholesalers  and  brokers  in  the  New  York  market 
state  that  speculative  buying  and  selling  in  that  market  was  almost 
entirely  stopped  by  the. rules  of  the  Food  Administration.  Dealers  in 
certain  lines  whose  business  was  largely  speculative  have  been  almost 
idle,  while  firms  whose  business  was  only  partly  speculative  have  had 
their  operations  greatly  reduced.  The  effect  of  the  Food  Administra- 
tion's rules  was  to  stabilise  prices  and  retard  further  advances  dur- 
ing this  critical  period. 


THE  WAR  AND  THE  SUPPLY  OF  CAPITAL 

By  David  Friday 

New  York  University 

By  the  end  of  the  year  1916  it  had  become  evident  that  the 
prophecies  of  economists  and  bankers  concerning  the  effect  of  the 
European  war  upon  the  rate  of  interest  in  America  had  miscar- 
ried, despite  the  fact  that  these  prophecies  were  all  in  strict  ac- 
cordance with  orthodox  economic  reasoning.     It  had  seemed  per- 
fectly clear  that  since  the  rate  of  interest  was  a  price,  and  was 
therefore  governed  by  supply  and  demand,  it  would  rise.    For  the 
supply  of  capital  which  we  had  been  receiving  from  Europe  was 
sure  to  be  cut  off.    Europe  was  certain  to  make  a  demand  upon 
us  for  some  of  the  capital  which  she  had  loaned  us  in  past  decades 
by  throwing  American  securities  upon  our  market  at  a  price  which 
would   tempt   capital   abroad.      She  would   also   try   to   borrow 
through  the  flotation  of  government  bonds,  but  these  we  rather 
thought  would  not  find  a  ready  market  in  a  country  so  little  ad- 
dicted to  saving  and  investment  as  America.     The  consequence 
would  be  a  rise  in  the  rate  of  interest,  brought  on  by  this  check- 
ing of  supply  and  the  increase  in  demand. 

Certainly  one  never  felt  himself  upon  safer  and  saner  ground 
than  when  prophesying  after  this  manner  in  the  class-room,  on 
the  platform,  or  in  the  press,  and  yet  it  did  not  come  to  pass.  Our 
supply  was  cut  off,  of  course.  By  the  resale  of  American  securi- 
ties and  gold  and  by  the  flotation  of  government  loans  during 
1915  and  1916  Europe  was  more  successful  in  demanding  and  ob- 
taining capital  here  than  either  she  or  we  had  thought  possible. 
Between  five  and  six  billion  dollars  of  capital  were  drawn  from 
this  country  during  those  two  years.  In  addition  to  this  export 
demand  for  our  capital  we  were  expanding  our  plants  at  an  un- 
precedented rate  in  our  own  country.  All  expectations  of  an  in- 
creased demand  for  capital  in  the  United  States  were  therefore 
realized  two  or  three  times  over.  But  at  the  end  of  1916  the  rates 
for  both  short-time  bank  loans  and  long-time  investment  loans 
were  6till  low. 

The  obvious  explanation  of  the  failure  of  our  prophecy  would 
seem  to  be  that  the  supply  of  capital  had  increased  in  such  manner 
as  to  remain  equal  to  the  demand  at  a  low  rate  of  interest.  The 
term  supply  of  capital,  as  here  used,  refers  to  the  excess  of  our 
production  over  our  consumption ;  this  excess  constitutes  our  na- 
tional savings,  although  one  hesitates  somewhat  to  use  the  latter 
term  in  this  connection.     Savings  connote  abstinence,  and  the 
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most  careful  observer  of  American  life  could  hardly  have  found 
any  increase  in  abstinence  to  explain  the  increased  volume  of  sav- 
ings. The  reasons  for  the  increase  are  to  be  found,  not  in  "the 
expression  of  our  indomitable  national  spirit  through  self-abnega- 
tion," but  in  the  incidence  of  the  institution  of  war  upon  our 
industrial  institutions  and  processes.  The  increase  in  capital 
was  largely  unconscious  so  far  as  any  general  realization  of  its 
occurrence  was  concerned ;  it  was  costless,  also,  in  the  sense  that 
it  involved  no  lowering  of  the  standard  of  living  such  as  is  con- 
noted by  the  term  "abstinence." 

This  hypothesis  concerning  the  effect  of  the  war  upon  savings  is 
supported  by  the  astounding  feats  of  war  finance  which  this  coun- 
try has  been  able  to  accomplish.  During  the  summer  and  autumn 
of  1917  our  economists  and  bankers  were  alarmed  at  the  sums 
named  by  government  officials  as  necessary  to  carry  on  the  war. 
Fifteen  billion  dollars  seemed  to  them  an  impossible  figure,  in  view 
of  the  fact  that  only  goods  and  services  which  represented  an  ex- 
cess of  production  over  consumption  were  available  for  carrying 
on  the  war.  Two  to  three  billion  dollars  was  a  figure  commonly 
named  by  authorities  as  representing  the  normal  savings  of  the 
United  States ;  to  multiply  this  by  five  seemed  a  Herculean  task,  to 
be  accomplished  only  at  a  sacrifice  comparable  to  that  of  the 
European  peoples.  But  the  war  has  been  financed  with  only  a 
slight  decline  in  the  state  of  well-being  of  the  middle  and  upper 
classes,  and  with  no  decline  in  that  of  the  great  mass  of  laborers. 
It  is  no  valid  objection  to  this  to  say  that  this  was  done  by  infla- 
tion. The  United  States  has  furnished  a  large  quantity  of  goods 
and  services  to  the  Allies  as  well  as  to  its  own  government  for  the 
prosecution  of  the  war.  These  represent  production  in  excess  of 
civilian  consumption;  they  are  savings,  and  give  color  to  the 
hypothesis  that  the  supply  of  capital  had  increased  enormously  at 
the  time  of  our  entrance  into  the  war,  and  that  it  was  this  fact 
which  made  possible  our  feats  in  war  finance. 

The  hypothesis  here  set  forth  concerning  the  supply  of  capital 
was  first  formulated  in  December,  1916.  The  statistical  material 
which  was  then  compiled,  and  that  which  has  since  become  available, 
warrant  the  conclusion  that  the  excess  of  production  over  con- 
sumption in  the  United  States  has  been  approximately  as  follows : 

Table  I 

1913 $6,500,000,000 

1915 9,000,000,000 

1916 14,500,000,000 

1917 18,000,000,000 

1918 99,000,000,000 
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The  field  of  capital  accumulation  has  long  been  one  of  the  dark- 
est portions  of  economic  statistical  knowledge.  There  are  no 
figures  compiled  which  purport  to  show  the  addition  to  the  wealth 
of  the  nation  through  savings.  To  get  some  quantitative  expres- 
sion of  saving  it  is  necessary,  therefore,  to  utilize  figures  gathered 
for  other  purposes  by  various  private  and  other  agencies,  and  to 
interpret  the  data  there  presented  in  such  manner  as  to  throw 
light  upon  the  hypothesis  here  under  consideration. 

The  addition  to  the  wealth  of  the  nation  through  savings  in  the 
period  previous  to  the  European  War  was  determined  by  com- 
paring the  wealth  of  the  United  States  in  1912  with  a  similar  in- 
ventory for  1904,  as  shown  by  the  census  volume  on  "Wealth, 
Debt,  and  Taxation,"  1913.  In  comparing  these  two  inventories 
to  determine  the  amount  added  by  production  during  this  period, 
it  was  necessary  to  eliminate  increases  due  to  price  changes  and 
to  the  increased  value  of  land.  After  determining  the  increase, 
the  amount  was  distributed  among  the  various  years  on  the  as- 
sumption that  the  increase  was  progressive,  and  a  like  increase 
was  assumed  for  1913. 

Table  II. — Estimates  or  Capital  Wealth  in  the  United  States,  1913  and  1904 

(Data  from  Bureau  of  the  Census:  "Wealth,  Debt  and  Taxation,"  V.  I,  p.  tl) 

(In  millions  of  dollars) 


Item 

Real  Estate    

Lire  stock,  farm  implements 

Manufacturing,  railroads,  and  public  utilities 

Gold  and  silver 

AH  other  

Total   


1919 


1904 


Increase 


110,676 
7,607 

85,505 
8,617 

34^84 


69341 
4,919 

19,383 
1,999 

18,469 


48^35 

9,688 

13,199 

618 

15,879 


187,789 


107,104 


80,685 


According  to  the  above  figures  the  wealth  of  this  country  other 
than  real  estate  increased  by  $82,000,000,000  during  the  eight 
years  1904-12,  or  an  average  of  $4,000,000,000  per  annum.  Real 
estate  increased  $48,000,000,000,  or  about  $6,000,000,000  per 
annum.  Much  of  the  increase  in  the  money  value  of  real  estate 
does  not  represent  savings,  but  is  the  result  of  a  rise  in  land  values 
brought  about  by  increased  population  and  industrial  activity  in 
the  community.  The  building  permits  issued  in  the  larger  cities 
give  some  evidence  of  investment  in  new  buildings.  This  amounted 
in  1913  to  about  $1,000,000,000  for  278  large  urban  communi- 
ties.   Besides  these  improvements  in  the  real  estate  of  large  cities 


82  American  Economic  Association 

there  were  large  investments  in  towns  and  villages,  and  in  farm 
improvements  such  as  draining,  clearing,  fence  and  road  building* 
and  orchard  planting  and  cultivation.  An  examination  of  the 
real  estate  assessments  of  twenty-four  states  which  separate  im- 
provements on  real  estate  from  land  values  shows  that  improve- 
ments constitute  approximately  40  per  cent  of  the  land  values. 
This  group  includes  such  diverse  communities  as  Arizona  and 
Idaho  on  the  one  hand,  and  Greater  New  York  on  the  other.  The 
total  assessed  value  of  these  twenty-four  states  is  over  $82,000,- 
000,000;  the  total  exclusive  of  New  York  City  is  $24,000,000,000, 
It  has  therefore  been  assumed  that  40  per  cent  of  the  increase  in 
real  estate  values  during  the  period  1904-12  was.  to  be  ascribed  to 
improvements.  The  average  annual  increase  in  the  value  of  real 
estate  improvements  was  therefore,  $2,400,000,000.  This,  added 
to  the  increase  of  $4,000,000,000  per  annum  in  other  wealth, 
gives  a  total  of  $6,400,000,000  as  the  increase  in  produced  wealth 
per  annum  for  the  period. 

Of  this  increase  about  $1,000,000,000  is  due  to  a  rise  in  the 
price  level,  and  not  to  additional  wealth  production  and  saving. 
This  leaves  $5,400,000,000  as  the  average  annual  supply  of  capi- 
tal for  the  period;  but  the  increase  during  the  years  just  before 
the  war  was  more  rapid,  and  undoubtedly  reached  the  figure  of 
$6,500,000,000  given  above.  This  estimate  is  below  the  estimate 
of  $7,500,000,000  made  by  George  E.  Roberts  of  the  National 
City  Bank.1  He,  however,  makes  no  deduction  for  the  increase  in 
the  price  level  from  1904  to  1912.  It  is  also  slightly  under  the 
estimate  of  Sir  George  Paish  which  appeared  in  the  London  Statist 
May  28,  1914.  He  places  the  annual  growth  of  wealth  in  the 
United  States  at  £1,400,000,000. 

With  this  figure  as  a  starting  point  the  next  problem  is  to  dis- 
cover some  method  of  arriving  at  the  increase  in  savings  for  sub- 
sequent years.  The  securities  absorbed  by  investors  of  the  nation 
furnish  an  approximation  to  the  volume  of  savings  of  the  nation. 
The  following  table  shows  the  available  statistics  concerning  se- 
curities issued  and  marketed,  together  with  gold  and  securities 
repurchased  from  abroad  during  the  period  1913-18.  The  amount 
increased  from  $2,053,000,000  in  1913  to  $6,563,000,000  in  1916 
and  $14,010,000,000  in  1918.  It  takes  no  cognizance,  however, 
of  the  corporate  securities  not  listed  by  the  Journal  of  Commerce. 
That  these  are  considerable  in  volume  becomes  clear  when  we  com- 

*  Annals  of  the  American  Academy  of  Political  and  Social  Science,  No- 
vember, 1916. 
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pare  the  Journal  of  Commerce  figures  with  the  actual  increase  in 
capital  obligations  outstanding  for  all  corporations.  The  total 
capital  stock  and  bonded  and  other  indebtedness  outstanding  for 
all  corporations  in  the  United  States  for  the  years  1910-18  are 
available  in  the  reports  of  the  Commissioner  of  Internal  Revenue. 
During  this  period  the  increase  for  all  corporations  reported  was 
$17,501,954,000.  The  Journal  of  Commerce  reports  the  new  se- 
curities issued  in  the  same  period  as  $7,157,084,000.  It  is  evi- 
dent that  even  allowing  for  the  refundings  in  the  Journal  of  Com- 
merce figures  and  the  discounts  in  the  total  figures  there  is  a  con- 
siderable volume  of  corporate  securities  of  which  the  available 
statistics  take  no  cognizance.  It  seems  reasonable  to  put  this  at 
a  minimum  of  $1,000,000,000  per  annum  for  ordinary  years, 
while  in  a  year  of  great  activity  in  corporate  financing  like  1916 
it  no  doubt  ran  as  high  as  $1,500,000,000.  During  1918  it  has 
been  reduced  materially.  If  these  estimates  are  added  to  the  sub- 
total which  shows  the  published  figures,  we  arrive  at  a  grand  total 
of  $3,058,000,000  for  1913;  $7,563,000,000  for  1916;  and  $14,- 
510,000,000  for  1918. 

Table  III. — Capital  Increase  shown  by  Investment*  dukino  1913  and  1915-18 
(In  millions  of  dollars) 


Item 

1913 

1915 

1916 

1917 

1918 

Industrial  and  railroad  securi- 
ties*     

9 

1,645 

408 

9 

1,435 

1,275 

498 

1,300 

9 

9,186 

1,881 

496 

9,000 

9 
1,599 

805 

5,838 

445 

700 

9 

1,345 

640 

11,760 

965 

Government  securities 

Foreign  

United  States 

State  and  municipal  bonds**. . . 

Gold  and  securities  repurchased 

from  abroad  

Sub-total    

Other  securities,  less  deductions 
for  refunding  and  for  discount 

9,058 
1,000 

4^03 
1,000 

6,068 
1,500 

9,319 
1,000 

14,010 
500 

Total   

3,058 

5,503 

7,563 

10,319 

14,510 

•Reported  by  the  Journal  of  Commerce. 
••Reported  by  the  Bond  Buyer. 

While  this  table  no  doubt  proves  that  there  has  been  a  large 
increase  in  the  volume  of  savings  in  this  country  since  the  out- 
break of  the  European  War,  it  cannot  be  taken  as  a  safe  index 
either  of  the  total  volume  or  of  the  relative  savings  of  the  differ- 
ent years.  Only  about  one-half  of  the  capital  accumulations  of 
this  country  come  to  the  investment  market  within  a  normal  year. 
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During  1917  and  1918  this  ratio  was  increased  by  the  necessities 
of  war  finance. 

Two  of  the  principal  sources  of  capital  accumulation  in  America 
are  industrial  and  agricultural  profit.  The  failure  to  realize  this 
fact  is  probably  responsible  for  the  derogation  in  which  we  have 
held  ourselves  in  this  matter  of  savings.  The  volume  of  savings 
in  the  United  States  as  compared  with  other  countries  has  usu- 
ally been  underestimated,  partly  because  of  the  slight  attention 
given  to  certain  sources  of  accumulation  and  partly  because  of  a 
failure  to  distinguish  between  accumulation  and  investment. 

In  such  a  country  as  France,  for  example,  a  much  larger  pro- 
portion of  the  annual  accumulations  pass  through  the  investment 
market  than  in  the  United  States.     France  is  less  industrialized 
than  the  United  States ;  the  corporate  form  of  business  organiza- 
tion is  less  common ;  and  there  are  fewer  opportunities  within  the 
country  calling  for  capital.     The  consequence  is  that  saving  is 
likely  to  take  the  form  of  an  investment  through  the  purchase  of 
securities,  and  quite  likely  of  foreign  securities.    Such  saving  be- 
comes evident  and  lends  itself  readily  to  statistical  measurement. 
But  a  comparison  of  annual  savings  based  upon  the  sale  of  securi- 
ties to  investors  would  be  valid  only  if  the  same  proportion  of  sav- 
ings in  France  and  the  United  States  were  put  into  securities. 
There  is  in  France  nothing  to  correspond  to  the  great  volume  of 
"corporate  savings"2  annually  accumulated  in  the  United  States. 
The  additions  to  corporate  surplus  do  not  normally  pass  through 
the  security  market  and  so  commonly  attract  little  attention,  but 
they  are  none  the  less  real.     The  railroads  and  industrial  con- 
cerns in  the  United  States  have  grown  at  a  rapid  rate,  and  in  re- 
cent years  they  have  added  largely  to  the  capital  accumulations 
of  the  country  through  their  additions  to  surplus. 

The  other  institution  which  contributes  largely  to  our  capital 
accumulation  without,  in  normal  times,  adding  materially  to  the 
demand  for  securities  is  the  American  farm.  The  machine  char- 
acter of  American  farming,  with  its  large  use  of  capital  per  man 
and  its  rapid  development,  has  called  for  capital  accumulation; 
and  the  larger  part  of  the  savings  which  have  gone  into  farm  im- 
provements has  been  made  on  the  farm  itself. 

An  examination  of  corporate  savings  shows  a  striking  increase 

a  "Corporate  savings"  is  that  portion  of  the  corporate  net  earnings  not  dis- 
tributed to  the  shareholders  as  dividends.  The  term  is  familiar  to  all  stu- 
dents and  colleagues  of  Professor  Henry  C  Adams  of  the  University  of 
Michigan,  who  has  for  many  years  insisted  upon  the  importance  of  the  cor* 
porate  institution  as  an  instrument  of  capital  accumulation. 
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in  this  form  of  capital  accumulation ;  only  a  small  portion  of  these 
savings  ever  came  on  the  investment  market.  The  expansion  of 
American  industrial  plant  proceeded  at  an  unprecedented  rate 
during  1915,  1916,  and  1917,  and  the  natural  investment  for  the 
savings  of  the  business  enterprise  was  in  extensions  to  its  own 
plant  and  working  capital.  The  following  table  shows  the  large 
increase  in  savings  of  corporations. 

IV. — Corporate  Income,  Dividends,  and  Surplus  1918-18 
(In  millions  of  dollars) 


Year 

Net  Income 

Dividends 

Surplus  before 
Taxes 

$ 

$ 

$ 

1911 

8£18 

2,335 

988 

1919 

3,833 

3,498 

1334 

1913 

4^0 

9,871 

1,469 

1914 

3,711 

2,667 

1,044 

1915 

5,184 

3,766 

2,418 

1916 

8,766 

3,784 

4,982 

1917 

10,500* 

4,500 

6,000 

1918 

9,500* 

4,100 

5,400 

•  Estimated. 

The  investigation  into  corporate  savings  took  as  a  point  of  de- 
parture the  net  income  of  all  corporations  reported  to  the  Com- 
missioner of  Internal  Revenue  for  purposes  of  income  and  excess- 
profits  taxes.  These  figures  are  available  for  the  years  1910-13 
inclusive  in  the  Commissioner's  report  for  the  fiscal  years  1911- 
14.  For  the  years  1914  and  1915  the  Commissioner  of  Internal 
Revenue  published  only  figures  for  taxes  assessed  and  collected, 
but  from  these  figures  the  amount  of  earnings  upon  which  the  tax 
was  based  can  be  estimated  with  substantial  accuracy.  In  1916 
the  net  income  figures  were  once  more  published  in  "Statistics  of 
Income."  The  figures  for  1917  are  estimated  by  using  the  returns 
published  in  the  volume  entitled  Corporate  Earnings,  which  was 
prepared  in  compliance  with  the  Borah  resolution ;  and  by  a  study 
of  the  published  returns  of  corporations.  The  figures  of  net  in- 
come for  1918  can  hardly  be  said  to  be  anything  more  than  an 
intelligent  forecast  based  on  a  study  of  price  movements  and  the 
quarterly  reports  of  corporations. 

The  striking  feature  of  these  figures  of  net  income  is  their 
enormous  increase  after  the  outbreak  of  the  war.  They  express 
the  increase  in  production  which  was  stimulated  by  the  European 
demand  for  our  products,  and  the  more  rapid  advance  in  the  price 
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1911-14  these  corporations  retained  only  SS  per  cent  of  a  much 
smaller  income. 

Tabu  VIII. — Statistics  of  Income,  Dividends,  and  Surplus  fob  994  Industrial 

Corporations 
(In  millions  of  dollars) 


Year 

Net  income 

Dividends 

Surplus 

Per  cent  surplus  to 
net  income 

$ 

$ 

$ 

$ 

1911 

'481 

987 

144 

833 

1919 

487 

999 

188 

39.1 

1918 

507 

898 

179 

85.3 

1914 

881 

995 

86 

99.9 

1915 

664 

397 

837 

50.9 

1916 

1,364 

596 

838 

61.4 

1917 

1,750 

600 

1,150 

65.7 

When  the  facts  concerning  corporate  savings  are  taken  into 
consideration,  it  becomes  clear  that  no  accurate  statement  of  the 
volume  of  savings  or  comparison  of  the  different  years  can  be  made 
without  including  corporate  surplus.  In  1917  and  1918  a  con- 
siderable portion  of  these  corporate  savings  was  paid  as  taxes. 
The  same  is  true  of  a  portion  of  the  savings  of  individuals.  In 
order  to  make  a  complete  statement  of  the  savings  of  these  years 
it  is  therefore  necessary  to  add  the  war  taxes  paid  or  reserved. 
The  following  table  is  a  more  nearly  accurate  presentation  of  the 
savings  of  the  various  years  than  the  table  of  investments  pre- 
viously given. 

Table  IX. — Capital  Increase  Shown  bt  Investments,  Surplus,  and  War 

Tax  Reserves  During  1913  and  1915-18 

(In  millions  of  dollars) 


Item 

1913 

1915 

1916 

1917 

1918 

Industrial  and  railroad  securities*.. 
Other  securities,  less  deductions  for 

refunding' and  for  discount 

Government  securities 

Foreign  

$ 
1,645 

1,000 

408 
1,469 

$ 
1,435 

1,000 

1,275 

498 
2,418 

1,300 

$ 

2,186 

1,500 
1,381 

496 

4,989 

2,000 

$ 
1,529 

1,000 

805 

5,833 

445 

4,500 

700 
3,000 

$ 
1,345 

500 

640 

United  States  

State  and  municipal  bonds** 

Corporate  surplus  after  taxes 

Gold  and  securities  repurchased  from 

abroad 

War  taxes  paid  or  reserved 

11,760 

265 

2,000 

5,000 

Total   

4,529 

7,921 

12,545 

17,812 

21,510 

*  Reported  by  the  Journal  of  Commerce 
**  Reported  by  the  Bond  Buyr 
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These  figures  are  a  pretty  accurate  index  of  the  increase  in  sav- 
ings during  1915  and  1916.  They  probably  overstate  the  increase 
between  19M5  and  1917  to  some  extent.  After  we  entered  the  war 
there  was  considerable  investment  of  corporate  surplus  in  govern- 
ment securities.  There  is  therefore  some  duplication  in  the  figures 
above.  There  was  also  some  purchasing  of  securities  with  bank 
loans ;  Hon.  A.  C.  Miller  of  the  Federal  Reserve  Board  estimates 
that  the  banks  own  or  hold  as  collateral  five  billion  dollars  of  gov- 
ernment securities.  It  must  also  be  taken  into  account  that  the 
corporate  surplus  is  expressed  in  terms  of  money,  and  in  times  of 
rising  prices  and  increased  inventories  the  surplus  does  not  repre- 
sent a  commensurate  excess  of  physical  production  over  consump- 
tion. These  three  items  may  amount  to  as  much  as  seven  billion 
dollars  in  1917  and  1918.  If  we  deduct,  therefore,  three  and  one- 
half  billion  dollars  from  the  figures  shown  in  the  table  for  both 
1917  and  1918,  the  remaining  totals  will  be  as  follows: 

Table  X 

1913 $4,539 

1915 7,991 

1916 19,545 

1917 14^19 

1918 18,000 

No  allowance  is  included  in  the  above  table  for  the  savings  of 
different  enterprises  not  under  the  corporate  form  of  organiza- 
tion. These  are  large,  and  no  doubt  increase  in  somewhat  the  same 
manner  as  corporate  savings.  There  is  not  much  mining  or  manu- 
facturing in  this  group,  but  the  great  mass  of  mercantile  and  pro- 
fessional activity  is  carried  on  under  the  private  or  copartnership 
form  of  organization. 

The  most  important  omission  from  the  table,  however,  especially 
for  1917,  is  the  savings  of  farmers.  These  no  doubt  increased 
enormously  during  the  years  1917  and  1918.  In  1917  especially 
only  a  negligible  part  of  these  was  brought  to  the  investment 
market  by  the  farmers  themselves.  They  were  invested,  as  agri- 
cultural savings  normally  are,  in  the  extension  and  improvement 
of  farm  machinery,  live  stock,  and  furniture ;  or  in  the  discharge 
of  indebtedness  on  mortgages  or  of  obligations  to  banks  and  manu- 
facturers of  farm  machinery.  Agricultural  savings  depend  more 
largely  upon  the  value  of  farm  products  than  upon  any  other  single 
factor.  The  expenditures  of  rural  families  are  rather  constant, 
and  every  increase  in  the  value  of  their  product  constitutes  a  fund, 
a  large  part  of  which  is  saved.  The  following  table  gives  the 
value  of  farm  products  in  the  United  States  for  the  years  1911- 
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18,  and  shows  that  the  farmers  could  easily  make,  during  1917  and 

1918,  large  savings  without  any  additional  abstinence. 

Table  XI. — Value  of  Farm  Products  1911-18,  Based  ok  Prices  at  the  Farm 
(In  millions  of  dollars) 

1911 $8,819 

1912 9,843 

1913 9,848 

1914 9,895 

1915 10,775 

1916 13,406 

1917 19,331 

1918 21,386 

The  large  increase  in  the  value  of  farm  products  is  due  both  to 
an  extraordinary  rise  in  prices  and  to  an  increased  output.  The 
production  statistics  show  that  all  the  important  farm  crops  ex- 
cept wheat  and  cotton  were  approximately  80  per  cent  larger  on 
the  average  in  1917  than  in  1913,  and  SO  per  cent  larger  than  in 
1916.  While  wheat  and  cotton  decreased  somewhat,  the  prices 
were  so  much  higher  than  in  former  years  as  to  practically  double 
the  farmer's  return  from  these  crops. 

The  increase  in  agricultural  wealth  previous  to  the  war  was 
about  $1,200,000,000  per  annum.  We  may  assume,  therefore, 
that  this  amount  was  saved  out  of  the  $9,849,000,000  of  farm 
products.  The  remainder  was  fed  to  animals  on  farms  or  used  to 
defray  the  expenses  and  living  costs  of  the  farmer  and  his  family. 
If  we  assume  that  20  per  cent  of  the  farm  products  is  fed  to 
animals,  and  that  the  farmer's  cost  of  production  and  of  living 
was  20  per  cent  higher  in  1916,  60  per  cent  higher  in  1917,  and 
75  per  cent  higher  in  1918  than  in  1913,  we  are  forced  to  the  con- 
clusion that  agricultural  savings  had  reached  $2,800,000,000  in 
1916,  $4,800,000,000  in  1917,  and  $5,500,000,000  in  1918.  This 
computation  is  set  forth  in  tabular  form  below. 

Table  XII. — Agricultural  Savings 
(In  millions  of  dollars) 


Description 

1918 

1916 

1917 

1918 

Value  of  all  farm  products 

Fed  to  «nim*l«  (^o%)  ^ T 

$ 
9,800 
1,960 

$ 

13,406 
2,681 

19,331 
3,866 

$ 

91,86* 
4,977 

Consumed  by  persons  and  sold 

Expense  of  farm  operation  and  cost  ot  living 

7,840 
6,640 

10,735 
8,000 

15,465 
10^94 

17^09 
1M90 

Savings    

1,900 

2,735 

4^41 

5,489 

While  the  conclusion  with  respect  to  agricultural  savings  pre- 
sented by  this  table  rests  on  rather  a  broad  assumption  of  fact,  it 
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no  doubt  represents  the  general  trend  of  agricultural  savings. 
Even  if  the  percentage  of  produce  consumed  on  the  farm  were  in- 
creased to  30  per  cent,  and  the  farmer's  expenses  and  cost  of  living 
were  increased  100  per  cent — an  altogether  improbable  hypothesis 
—the  savings  for  1918  would  still  be  $8,650,000,000.  The  as- 
sumption expressed  by  the  tabulation  is  reasonable  and  agricul- 
tural savings  were  no  doubt  approximately  five  billion  dollars  for 
1918. 

A  portion  of  these  funds  came  to  the  general  investment 
market  in  1915,  1916,  and  1917.  Farms  during  this  period 
were  actively  paying  off  their  mortgages  and  other  indebtedness. 
An  unusually  large  volume  of  real  estate  mortgages  held  by  life 
insurance  companies  was  paid  during  these  years.  The  manufac- 
turers of  farm  implements  likewise  experienced  a  great  reduction 
in  bills  receivable  and  accounts  receivable  during  this  period  de- 
spite the  fact  that  the  sales  of  farm  machinery  were  large  in  1915. 
This  movement  of  funds  was  in  part  responsible  for  the  abundant 
volume  of  capital  available  in  the  investment  centers  for  the  re- 
purchase of  American  securities  from  abroad  and  for  the  absorp- 
tion of  European  government  issues.  The  greater  portion  of  these 
savings  during  1915,  1916,  and  1917  went,  however,  into  farm 
improvements  and  must  therefore  be  added  to  the  figures  of  sav- 
ings given  above. 

When  allowance  is  made  for  agricultural  savings  reinvested  in 
farms  and  for  the  reinvested  earnings  of  individuals  and  partner- 
ships, the  following  figures,  which  were  presented  in  the  first  table, 
are  sustained. 

Table  XIII 

1913 $6,500,000,000 

1915 9,000,000,000 

1916 14,500,000,000 

1917 18,000,000,000 

1918 29,000,000,000 

Are  these  conclusions  with  respect  to  the  increase  of  savings 
during  the  war  reasonable  in  view  of  the  course  of  production  and 
prices  during  the  same  period?  Statistics  of  production  show 
that  there  has  been  an  increase  of  25  per  cent  in  actual  physical 
output  since  1918.  This  increase  had  been  pretty  well  realized  by 
1916,  and  despite  the  withdrawal  of  men  from  industry  by  the 
military  establishment  has  been  maintained  since.  Such  statistics 
as  are  available  show  that  consumption  has  not  increased  more 
than  1%Y2  per  cent  during  the  same  period.  The  national  income 
in  1918  is  estimated  at  $84,500,000,000;  of  this  amount  $6,500,- 
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000,000  was  saved  and  $28,000,000,000  was  therefore  consumed. 
If  prices  had  remained  constant  then  the  increase  in  production, 
and  consumption  would  have  increased  savings  to  $11,500,000,000, 
as  shown  in  the  following  table. 


Table  XIV 
(In  millions  of  dollars) 

Item 

1918 

Increase 

1916 

1918 

National  income  or  product 

Consumption   

$ 

34,500 
38,000 

% 
25 

12% 

$ 
43,000 
31,500 

$ 

45,000 
33,000 

Savings    

6,500 

11,500 

12,000 

In  this  tabulation  the  product,  consumption,  and  savings  are 
all  shown  at  the  price  level  of  1913.  To  state  the  savings  of  the 
later  years  in  terms  of  the  price  level  of  those  years  they  must  be 
increased  by  the  ratio  which  the  level  of  each  year  bears  to  1913. 
According  to  the  Bureau  of  Labor  index  number  of  wholesale 
prices,  this  was  128  per  cent  in  1916,  and  196  per  cent  in  1918. 
Expressed  in  terms  of  1916  prices  the  savings  of  that  year  were 
$14,145,000,000.  For  1918  savings  amounted  to  $33,500,000,- 
000.  These  figures  of  production  and  consumption  are  based  to 
some  extent  on  estimates;  they  do,  however,  show  that  the  con- 
clusions with  respect  to  the  increase  in  savings  do  not  involve  any 
improbable  assumptions  with  respect  to  the  course  of  industrial 
process. 

In  the  following  table  an  attempt  has  been  made  to  show  what 
classes  have  supplied  this  total  of  accumulated  savings  and  how 
it  is  divided  among  them.  The  table  divides  the  supply  of  capital 
into  the  portions  accumulated  by  corporations  through  the  reten- 
tion of  income  as  surplus  instead  of  disbursing  the  same  out  as 
dividends;  by  other  business  enterprises  not  under  the  corporate 
form  of  organization ;  by  farmers ;  and  by  all  other  classes  out  of 
their  individual  incomes. 

Table  XV. — Total  Excess  op  Production  over  Consumption 
(In  millions  of  dollars) 


Item 


1913 


1915 


1916 


1917 


1918 


Corporations    

Other  business  enterprises 

Farms   

All  other  savings 

Total    


$ 
1,500 
1,200 
1,200 
2,500 


$ 

2,400 
2,000 
2,000 
2,600 


$ 
5,000 
8,000 
2,800 
8,700 


$ 

6,000 
8,500 
4,800 
8,700 


$ 
5,400 
8,600 
5,500 
7,500 


6,400 


9,000 


14,500 


18,000 


22,000 
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Daring  this  same  period  our  national  income  has  increased  from 
$S4,500,OOO,OO0  in  1918  to  over  $70,000,000,000  in  1918.*  Enor- 
mous as  are  the  increases  in  savings  expressed  in  dollars  the  per- 
centage of  our  income  saved  increased  only  moderately.  The  sav- 
ings of  1913  were  approximately  20  per  cent  of  the  income  of  that 
year,  while  those  of  1918  were  80  per  cent. 

The  data  here  set  forth  to  support  the  hypothesis  that  the  Eu- 
ropean War  has  produced  a  large  increase  in  the  excess  of  pro- 
duction over  consumption  in  America  lead  to  several  relevant  con- 
clusions: 

1.  The  feats  of  war  finance,  both  in  the  collection  of  taxes  and 
the  flotation  of  loans  in  this  country,  were  made  possible  by  the 
situation  with  respect  to  production  and  savings  which  had  de- 
veloped previous  to  our  entrance  into  the  war.  The  principal  thing 
seeded  was  to  devise  ways  and  means  of  diverting  the  excess  of 
production  over  consumption,  already  forthcoming,  from  private 
uses  into  the  public  coffers  by  taxes  and  government  loans. 

2.  No  adequate  explanation  of  the  movement  of  the  rate  of  in- 
terest during  the  yeats  1915  and  1916  is  possible  which  does  not 
take  into  consideration  the  increased  supply  of  capital  which  grew 
out  of  industrial  activity  and  profits. 

S.  The  psychological  factors  of  abstinence  and  the  under- 
estimation of  future  goods  are  entirely  inadequate  to  explain  the 
fluctuations  in  the  supply  of  capital.  In  periods  of  rapidly  in- 
creasing production  and  profits  a  high  interest  rate  is  not  neces- 
«ary  to  stimulate  savings.  In  such  periods  the  institutional  situ- 
ation which  characterizes  modern  industry  produces  an  enormous 
increase  in  the  supply  of  capital.  The  causal  relation  at  such 
times  does  not  run  from  a  high  rate  of  interest  to  an  increased 
supply  of  capital.  Instead,  factors  outside  the  capital  market 
produce  an  increase  in  its  supply,  and  this  operates  to  keep  the 
interest  rate  low.  One  is  reminded  here  of  CassePs  statement  that 
"much  work  remains  to  be  done  before  we  get  a  real  knowledge  of 
the  manner  in  which  the  total  amount  of  waiting  depends  upon  the 
rate  of  interest.  As  to  such  knowledge,  we  cannot  pride  ourselves 
on  being  much  in  advance  of  the  English  authors  of  the  seven- 
teenth century,  such  as  Sir  Josiah  Child  and  Sir  William  Petty."4 
The  whole  field  of  the  statistics  of  savings  certainly  deserves  much 
more  thoroughgoing  and  detailed  attention  than  it  has  yet  received. 

*B.  M.  Anderson,  The  Annalist,  Jan.  6,  1919,  p.  5. 

•Taxable  Income  of  the  United  States,"  Journal  of  Political  Economy,  De- 
eenber,  1918,  p.  952. 
*G.  Cassel,  The  Nature  and  Necessity  of  Interest,  page  43. 
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Hermann  F.  Arens. — To  what  do  you  attribute  the  great  increase  in 
the  production  and  producing  powers  which  you  have  shown?  Was 
it  not  brought  forth  by  the  great  profits  which  business  enterprises 
have  been  able  to  make  because  of  extraordinarily  high  prices? 

David  Friday. — Undoubtedly.  The  high  prices  of  products  as  com- 
pared with  the  prices  of  production  goods  and  of  labor  is  the  ex- 
planation of  this  increase  in  productive  output. 

Mr.  Arens. — Do  you  think  that  this  rate  of  production  could  be 
maintained  on  a  falling  market? 

Mr.  Friday. — I  wish  it  could,  but  I  am  certain  it  cannot  unless  some 
institutional  arrangement  can  be  effected  by  which  entrepreneurs  can 
be  guaranteed  against  the  risk  of  financial  extinction  through  indus- 
trial loss.  I  feel  that  the  fear  of  loss  is  the  chief  factor  that  keeps 
entrepreneurs  from  going  ahead  with  confidence.  Since  demand  de- 
pends upon  production,  there  is  no  real  necessity  of  a  fall  in  produc- 
tion and  consequent  loss,  but  falling  prices  are  expected  by  the  public 
and  entrepreneurs  will  be  deterred  by  the  risks  of  business  from  utiliz- 
ing the  productive  capacities  of  the  country  to  the  fullest  extent. 

Elwha  M.  Friedman. — Professor  Friday's  results  are  to  be  qualified 
on  four  grounds.  He  states  that  twelve  billion  dollars  can  be  saved 
annually  by  the  American  people.  In  arriving  at  this  result  he  adds 
investments,  government  bonds,  corporate  surplus,  and  reserves  for 
war  taxes.    The  elements  of  error  are  as  follows: 

1.  Duplication. — Several  items  are  duplicated.  To  add  surplus  and 
investments  is  to  count  the  same  dollar  twice,  once  as  an  asset  item, 
and  once  as  part  of  the  capital  account.  Corporate  surpluses  are  usu- 
ally invested  and  sometimes  in  Liberty  Loan  bonds. 

2.  High  prices. — At  present  high  price  levels,  inventories  are  unusu- 
ally large.  The  increase  on  the  asset  side  of  the  balance  sheet  is  a 
source  of  the  large  corporate  surpluses.  They  are  not  permanent 
When  prices  fall,  the  surpluses  will  decrease  and  the  "savings"  based 
on  inflated  prices  vanish. 

3.  U.  S.  Government  bonds. — These  do  not  represent  the  nation's 
savings  exclusively.  In  large  part,  bonds  were  bought  by  individuals 
and  corporations  by  borrowing  at  the  banks,  and  may  represent  the  sav- 
ings of  the  following  year.  The  banks  themselves  have  been  large  sub- 
scribers. Proof  that  U.  S.  Government  bonds  do  not  entirely  consist  of 
savings  of  a  year  is  afforded  by:  (a)  the  transfer  of  money  from  non- 


War  and  the  Supply  of  Capital — Discussion  95 

government  investments  into  Liberty  bonds  (the  stock  market  declined 
dozing  the  Liberty  Loan  flotation) ;  (b)  heavy  increases  of  government 
war  paper  in  banks'  assets;  (c)  the  decline  in  Liberty  Loan  quotations 
since  the  signing  of  the  armistice  due  to  liquidation  by  holders  who 
borrowed  to  buy  them.  The  European  Government  bonds  rose  in  this 
period. 

4,  Comparative  savings. — Great  Britain  before  the  war  saved  some- 
what over  a  billion  a  year,  Germany  and  France  a  little  under  a  bil- 
lion. A.  A.  Noyes  estimated  that  Europe  saved  about  $2,500,000,000 
a  year  before  the  war.  Can  we  save  five  times  as  much  as  all  of 
Europe? 

Simon  Litman. — If  I  understand  Professor  Friday  correctly,  he 
considers  that  the  American  people  have  been  wrongfully  accused  of 
being  less  saving  than  the  thrifty  inhabitants  of  European  countries 
because  the  amount  of  capital  formed  each  year  in  the  United  States 
has  been  greater  than  in  any  European  country.  Without  entering 
upon  a  discussion  of  the  validity  of  the  accusation  itself,  I  wish  to  sug- 
gest that  Professor  Friday's  establishment  of  the  fact  that  our  yearly 
accumulation  of  capital  has  been  greater  than  anywhere  else,  does  not 
meet  the  arguments  of  the  accusers.  The  knowledge  that  the  yearly 
supply  of  new  capital  in  the  United  States  is  much  greater  than  the 
supply  of  any  other  nation  does  not  assist  one  in  answering  the  more 
pertinent  questions,  i.e.,  what  proportion  of  our  national  dividend  do 
we  capitalize  as  compared  with  what  is  capitalised  in  France  or  in 
Germany ;  and  how  far  do  the  various  classes  of  our  population,  grouped 
by  incomes,  contribute  through  their  individual  savings  towards  the 
formation  of  new  capital,  as  compared  with  similar  groups  in  Europe. 
Only  such  a  comparison  can  throw  some  definite  light  on  the  situation. 
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THE  WAR  AND  INTEREST  RATES 
By  E.  W.  Kemmerer 
Princeton  Unfaenitif 

During  the  early  months  of  the  great  war,  there  was  a  wide- 
spread belief  among  economists  that  the  war  would  cause  an  early 
advance  in  interest  rates  in  the  United  States,  and  that  the  level 
of  interest  rates  would  tend  upward  during  the  continuance  of 
the  war.  This  judgment  appeared  to  have  the  support  of  both 
sound  theory  and  historic  precedent. 

Let  us  consider  briefly  the  theoretical  and  historical  basis  for 
this  judgment,  review  the  actual  movement  of  interest  rates  dur- 
ing the  period  of  the  war,  and  attempt  to  give  some  explanation 
of  this  movement.  This  is  a  large  program  for  a  twenty-minute 
talk  and  I  can  only  hope  to  discuss  briefly  the  more  important 
points. 

It  is  a  fact  of  elementary  economics  that  the  market  rate  of  in- 
terest consists  of  three  elements:  (1)  pure  interest,  (2)  an  item 
representing  insurance  against  estimated  risk,  and  (3)  an  item 
representing  administrative  expenses  incurred  in  connection  with 
the  making  and  carrying  out  of  the  loan  contract.  A  time  of  a 
great  world  war  is  a  time  when  one  would  expect  all  three  of  these 
elements  in  the  interest  rate  to  advance. 

Pure  Interest 

The  rate  of  pure  interest  is  the  rate  of  agio  or  premium,  ex- 
pressed in  terms  of  a  percentage  of  the  capital  sum,  which  rep- 
resents the  market  preference  for  capital  today  over  an  assured 
right  to  the  same  amount  of  capital  with  value  unimpaired  at  some 
future  date.  One  would  have  a  close  approximation  to  pure  in- 
terest in  the  case  of  a  bond  issued  by  a  strong  government,  having 
a  small  debt,  if  the  bond  were  sold  without  commission  or  any  other 
administrative  charge,  were  payable  in  a  currency  whose  pur- 
chasing power  was  absolutely  stable,  and  were  saleable  in  the 
market,  or  otherwise  convertible,  at  any  time,  without  expense,  at 
par  and  accrued  interest. 

Certainly  the  rate  of  pure  interest  would  be  expected  to  ad- 
vance during  the  progress  of  a  great  war.  The  movements  of  the 
rate  of  pure  interest,  like  those  of  every  other  price,  are  the  re- 
sultants of  the  interaction  of  demand  and  supply ;  in  this  case  the 
demand  for  capital  and  the  supply  of  capital.    When  the  demand 
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for  capital  for  present-day  needs  is  large  and  the  supply  relatively 
small,  the  public  is  willing  to  sacrifice  the  future  for  the  present 
and  the  strong  time  preference  for  present  capital  registers  itself 
in  a  high  rate  of  interest ;  and,  vice  versa,  when  the  demands  of  the 
present  are  fairly  well  met  the  future  looms  larger  and  a  lower 
rate  of  time  preference  for  present  capital  as  compared  with  fu- 
ture capital  registers  itself  in  a  lower  interest  rate.    The  days  of 
the  greatest  war  in  history  were  days  when  the  public  in  belliger- 
ent  countries  and  in  countries  of  benevolent  neutrality  as  well 
were  willing  to  exploit  heavily  the  economic  future  in  order  to 
provide  an  abundance  of  present  military  supplies  so  as  to  win  the 
war  quickly  with  a  minimum  sacrifice  of  human  life.     To  do  this 
the  world  was  exploiting  its  natural  resources  and  driving  its  eco- 
nomic machinery  at  rates  never  known  before.     The  war's  de- 
mands were  preemptory,  and  the  meeting  of  them  promptly  was 
imperative.     To  that  end,  from  the  economic  point  of  view,  the 
present  was   the  all-important  time;  the  future  was  secondary. 
This  meant  an  overwhelming  emphasis  upon  present  goods  as  con- 
trasted with  future  goods — present  goods  that  were  conducive  to 
the  winning  of  the  war.    It  meant  also  that  those  goods  must  be 
produced  under  heavy  handicaps.     Millions  and  tens  of  millions 
of  the  world's  most  efficient  men  were  taken  to  the  front,  and  the 
world's  labor  supply  was  greatly  curtailed.     Business  was  disor- 
ganized by  a  reduced  and  changing  labor  force,  and  by  a  shifting 
of  economic  demands.     The  world  was  destroying  capital  at  an 
unprecedented  rate ;  the  building  of  new  capital  equipment,  except 
that  demanded  for  the  destructive  purposes  of  war,  was  practi- 
cally suspended.    A  time  of  war  was  no  time  to  tie  up  labor  and 
capital  in  new  equipment  whose  usufructs  would  come  chiefly  in 
the  after-war  future.     Even  the  maintenance  of  existing  equip- 
ment not  needed  for  war  purposes  was  to  a  substantial  extent 
sacrificed.    All  this  would  be  expected  to  result  in  a  large  premium 
upon  present  goods  over  future  goods,  in  a  large  and  increasing 
demand  for  capital  in  the  face  of  a  declining  or  relatively  declin- 
ing supply.    This  is  the  stuff  out  of  which  high  rates  of  pure  in- 
terest are  made. 

Insurance 

The  second  element  in  the  market  rate  of  interest  is  the  factor 
of  insurance  against  risk  of  loss.  Securities  that  pay  high  rates  of 
interest  proverbially  involve  large  risks.    The  high  rates  are  neces- 
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sary  to  tempt  the  public  to  purchase  securities  whose  purchase  in 
the  judgment  of  the  market  involves  a  substantial  risk  of  loss. 
This  insurance  factor  is  also  an  element  in  the  interest  rate  in  the 
case  of  debts  payable  in  a  currency  which  gives  prospect  of  de- 
creasing rapidly  in  value  during  the  period  of  the  loan  contract. 
The  insurance  element  in  the  market  rate  of  interest,  like  the  pure 
interest  element,  one  would  expect  a  great  war  to  increase.    Bel- 
ligerent countries  were  extending  their  credit  to  the  limit  and  de- 
pleting their  resources  both  material  and  human.    Neutral  coun- 
tries were  in  danger  of  being  dragged  into  the  struggle  at  any 
time.    The  outcome  of  the  war  was  uncertain  almost  to  the  last, 
and  the  imposition  of  heavy  indemnities  upon  the  defeated  nations 
was  ever  in  prospect.     Governmental  breakdown  with  resulting 
anarchy  in  some  at  least  of  the  belligerent  countries  was  an  ever 
present  possibility.    As  public  debts  grew,  the  danger  of  ultimate 
repudiation  was  more  frequently  thought  of,  while  paper  money  of 
rapidly  increasing  quantity  depreciated  materially  in  terms   of 
gold  in  most  of  the  belligerent  countries.    The  percentage  of  gold 
reserve  to  circulating  credit  declined  rapidly  in  all  belligerent 
countries.    While  in  all  these  respects  conditions  were  much  better 
in  the  United  States  than  in  Europe,  we  could  not  escape  being 
greatly  influenced  by  these  European  conditions,  even  before  we 
entered  the  war.    A  breakdown  of  the  credit  of  either  England  or 
France,  or  the  military  defeat  of  the  Allies,  would  have  had  seri- 
ous consequences,  as  regards   credit  conditions,  in  the  United 
States.     After  we  entered  the  war,  we  began  piling  up  our  own 
public  debt  at  unheard  of  rates.    All  this  meant  that  as  the  war 
progressed  the  insurance  element  in  interest  rates,  both  in  gov- 
ernment debt  and  in  corporate  and  private  debt,  would  have  been 
expected  to  be  an  element  of  increasing  weight. 

Administrative  Expense 

The  third  element  in  the  interest  rate,  namely,  a  charge  to  cover 
administrative  expense,  is  a  minor  one  and  may  be  passed  over  in 
a  few  words.  Every  grade  of  money  lender  from  the  pawnbroker 
to  the  large  banker  has  his  overhead  and  his  current  running  ex- 
penses to  meet.  The  interest  rate  paid  by  the  borrower  must  ex- 
ceed pure  interest  and  insurance  by  enough  reasonably  to  cover 
these  expenses,  or  the  business  will  not  be  carried  on.  This  ad- 
ministrative expense  element  in  the  interest  rate  is  negligible  in 
the  case  of  the  government  debt,  for  the  public  here  are  the  lenders 
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and  the  lending  is  made  possible  without  appreciable  expense  to 
the  lender.  In  the  case  of  loans,  however,  by  concerns  which  make 
the  lending  of  money  their  business,  such  as  banks,  the  element  of 
administrative  expense  would  be  expected  to  rise  during  a  great 
war.  At  such  a  time  the  overhead  expenses  of  banks  are  likely  to 
increase.  The  demand  for  men  for  war  activities  depletes  and 
disorganizes  their  administrative  and  clerical  force  and  pushes  up 
wages,  while  the  great  demand  for  war  supplies  is  likely  to  force 
up  the  prices  of  many  of  the  material  supplies  used  by  banks. 

Summarizing  the  theoretical  argument,  we  may  then  say  that 
there  are  usually  three  component  elements  in  a  market  rate  of 
interest — pure  interest,  a  premium  to  cover  insurance  against  risk, 
and  a  price  to  cover  administrative  expenses ;  and  that  a  great  war 
would  be  expected  to  set  into  operation  forces  that  would  push 
up  each  of  these  elements  and  therefore  market  rates  of  interest 
themselves,  of  which  these  elements  are  the  constituent  parts. 

The  Evidence  of  History 
History  knows  of  no  war  of  the  magnitude  of  the  one  through 
which  the  world  has  just  passed.  Most  of  the  great  wars  of  his- 
tory, moreover,  occurred  before  the  development  of  well  organized 
money  markets,  international  in  their  scope  of  operation.  By 
reason  of  its  magnitude,  its  duration,  its  recent  date,  and  of  the 
financial  records  it  has  made  available,  probably  the  American 
Ci?3  War  offers  the  best  field  for  a  study  of  an  historical  pre- 
cedent as  to  the  effects  of  a  great  war  upon  interest  rates.  The 
American  figures  for  the  Civil  War,  however,  are  somewhat  viti- 
ated as  a  basis  for  comparison  with  the  American  figures  in  the 
recent  war  by  the  fact  that  they  represent  for  the  most  part  in- 
terest rates  on  loans  floated  during  a  period  when  the  currency 
*as  greatly  depreciated  in  terms  of  the  gold  and  silver  legal  units 
of  value,  and  when  the  insurance  element  was  a  rapidly  fluctuating 
one,  due  to  the  ups  and  downs  of  the  Union  cause.1    A  more  trust- 

lThe  yearly  average  rate  of  interest  in  New  York  during  the  period  1860- 
W  were  as  follows: 

Date  60  day  paper  Prime  two-named  60  day  paper 

—  7.7 

6.6 
5.4 
5.8 
8.0 
8.9 
6.3 
Irring  Fisher,  Ths  Rate  of  Interest,  p.  420. 


1860 

8.4 

1861 

9.0 

1869 

6.8 

1863 

6.7 

1864 

9,3 

1865 

10.9 

1866 

7.8 
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worthy  historical  basis  of  comparison  for  a  study  of  American 
interest  rates  in  the  recent  war  would  probably  be  London  Bank 
of  England  rates  during  the  Civil  War.  In  the  case  of  London 
rates  we  have  rates  for  a  neutral  gold  standard  country  which  are 
comparable  with  the  rates  in  the  United  States,  which  was  a  gold 
standard  country  throughout  the  recent  war  and  a  neutral  coun- 
try for  about  63  per  cent  of  that  war. 

The  following  table  and  chart  show  the  movement  of  Bank  of 
England  minimum  rates  of  discount  by  quarterly  periods  for  the 
years  1860-1865.2 

Minimum  Official  Discount  Rates  of  Bank  of  England, 
Quarterly  Periods,  1860-65 

(Rates  weighted  according  to  number  of  days  in  operation) 


1860  (1) 

3.20 

1863  (1) 

4.10 

« 

4.45 

(2) 

3.75 

(3) 

4.00 

(3) 

4.00 

W 

4.70 

(*) 

5.80 

Year 

4.10 

Year 

4.40 

1861  (1) 

7.30 

1864  (1) 

7.20 

W 

5.65 

(*) 

7.10 

(3) 

4.15 

(3) 

7.60 

(*) 

3.20 

W 

7.85 

Year 

5.08 

Year 

7.45 

1862  (1) 

2.55 

1865  (1) 

5.05 

(*) 

2.70 

(*) 

3.85 

(3) 

2.20 

(3) 

3.70 

(*) 

2.70 

(*) 

6.50 

Year 

2.55 

1866 
1867 
1868 
1869 
1870 

7 
2 
2 
3 
3 

y2 
y4 

Vs 

Year 

4.75 

The  figures  show  a  downward  tendency  throughout  1861  and 
the  first  quarter  of  1862,  and  then  a  general  upward  tendency 
until  the  end  of  1864,  reaching  a  maximum  of  7.85  per  cent  for 
the  last  quarter  of  1864,  followed  by  a  steady  decline  until  the 
last  quarter  of  1865. 

Interest  Rates  in  the  United  States  1913-18 

Let  us  now  turn  to  the  movement  of  interest  rates  in  the  United 
States  during  the  recent  war,  bearing  in  mind  the  important  fact 
that  throughout  the  war  the  gold  standard  was  maintained  and  all 

2  Figures  are  weighted  according  to  the  number  of  days  each  rate  was  in 
operation.  They  were  computed  from  the  data  given  by  the  report  of  the 
Royal  Commission  of  the  depression  of  trade  and  industry  in  its  first  report 
in  1886  (C  — 4621,  p.  161). 
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kinds  of  money  and  deposits  in  solvent  banks  were  maintained, 
*ith  slight  qualification/  at  par  with  gold.  The  movement  of 
American  interest  rates  by  quarterly  periods  for  the  years  1918 
to  1918  is  shown  in  the  following  table4  and  chart: 

5  Daring  the  latter  days  of  the  war  it  was  reported  that  a  small  premium  on 
fold  appeared  in  California. 

*  Figures  for  call  rates,  60  to  90  day,  two-name  commercial  paper  rates,  and 
•  months'  time  loans  were  computed  from  data  given  in  the  Financial  Review 
tad  the  Commercial  and  Financial  Chronicle.  Figures  for  long  term  rates  are 
the  average  yields  on  ten  high  grade  investment  railroad  bonds.  The  bonds 
selected  are  those  used  by  Wesley  C.  Mitchell  in  his  "American  Security  Prices 
md  Interest  Rates"  (Jour.  Pol.  Econ.,  XXIV  [1916],  pp.  126-157)  and  are  as 
follows:  A.  T.  &  Sf.  Adj.  4's  of  1995;  C.  R.  R.  of  N.  J.  Gen.  Mortg.  5's  of 
1*67;  C  &  O.,  1st  consoL  mortg.  gold  5's  of  1939;  C.  B.  &  Q.,  Neb.  ext.  4's  of 
1W7;  C  M.  &  Si  Paul,  genL  mortg.,  series  A.,  4's  of  1989;  C.  St.  Paul,  M.  &  O., 
consoL  <Ts  of  1930;  N.  Y.  C.  &  St.  L.,  1st  mortg.  gold  4's  of  1937;  Penn.  consol. 
gold  4's  of  1948;  Reading  genL  gold  4's  of  1997;  West  Shore  1st  mortg.,  Gt 
by  N.  Y.  Cent,  4's  of  9361. 

Mitchell  found  it  necessary  to  make  certain  adjustments  in  computing  the 
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Tabu   Showing   Movement  op   American    Interest   Rates   by   Quaetebxt 

Periods,  1913-1918 


Period 

Call 

60-90 
two-name  paper 

6mos. 
paper 

West  Shore 

4'8 

10  Ry. 
Bonds 

1913 

1  quarter 

3.58 

5.90 

5.75 

4.10 

4.92 

9      « 

9M 

5.59 

6.15 

4.95 

437 

3      tt 

£.47 

5.95 

6.58 

4.95 

4.49 

4      " 

4.09 

5.64 

6.31 

4.35 

4.43 

year 

3.99 

5.60 

6.90 

4J?0 

*J36 

1914 

1  quarter 

9.09 

4.19 

4.05 

4.30 

4.43 

9      « 

1.89 

3.81 

3.17 

430 

430 

3      « 

4.97 

5.78 

6.03 

4.30 

4.98 

4      " 

4.93 

5.45 

5.16 

4.50 

4,53 

year 

3.43 

4.84 

4.59 

435 

436 

1915 

1  quarter 

9.01 

3.66 

335 

4.40 

4.45 

9      a 

1.96 

3.68 

3.93 

4.40 

4.45 

3      u 

1.81 

336 

3.93 

4.50 

4.57 

4      tt 

1.88 

3.11 

9.98 

4.40 

4.41 

year 

1.91 

3.44 

3.19 

4.45 

4,47 

1916 

1  quarter 

1.89 

3.19 

3.01 

4,35 

439 

9      " 

9.45 

3.98 

338 

4.40 

435 

3      u 

9.75 

3.70 

3.89 

4.45 

4.38 

4      " 

339 

3.58 

3.70 

435 

433 

year 

9.69 

3.49 

3.47 

4,40 

435 

1917 

1  quarter 

9.53 

3.89 

3.73 

4.40 

4.39 

9      " 

330 

4.73 

4,69 

4.60 

4.58 

3      " 

3.66 

4.91 

5.04 

4.90 

4,73 

4*     « 

3.60 

5.44 

5.68 

5.00 

5.05 

year 

3.97 

4.75 

4.77 

4.70 

4.67 

1918 

1  quarter 

4.73 

5.70 

5.88 

5.10 

5.17 

9      " 

4.59 

5.88 

5.88 

5.95 

5.94 

3      u 

5.64 

5.91 

5.93 

5.55 

5.99 

Oct  to  Nov. 

5.88 

6.00 

6.00 

year 

5.21 

5.87 

5.99 

■ 

average  yield  of  his  bonds  for  the  years  succeeding  1919  in  order  to  make  the 
figures  comparable  with  his  figures  for  earlier  years.  Inasmuch  as  comparisons 
with  years  prior  to  1913  are  not  needed  for  the  purposes  of  the  present  study, 
these  adjustments  of  Mitchell's  needed  to  be  eliminated.  I  have  accordingly 
recomputed  the  figures  eliminating  Mitchell's  adjustments  and  bringing  the 
figures  down  to  date.  See  Wesley  C.  Mitchell,  "Amer.  Secur.  Prices  and  Int. 
Rates,"  in  Journal  of  Political  Economy,  XXIV  (1916),  p.  143. 
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A  reference  to  the  chart  reveals  three  striking  facts.  They 
we:  (1)  Aside  from  a  sharp  advance  during  the  early  months  of 
the  war — a  time  when  comparatively  few  loans  were  made  and 
comparatively  few  securities  sold,  because  the  New  York  Stock 
Exchange  bond  market  was  closed  four  months  (July  80  to  No- 
vember 588) — and  aside  from  an  equally  sharp  decline  toward  the 
end  of  the  year  1914,  all  rates  ruled  comparatively  low  until  about 
the  end  of  1916.  (2)  About  the  beginning  of  1917  all  rates  began 
*  pronounced  upward  movement  which  continued  until  the  end  of 
the  war,  or  until  they  were  practically  pegged  by  the  operation 
of  the  New  York  Money  Committee.5    (8)  Rates  on  call  loans,  on 

'This  Money  Committee  was  a  subcommittee  of  the  Liberty  Loan  General 
Committee  of  New  York  and  was  appointed  September  5,  1917,  "for  the  pur- 
pose of  securing  the  most  complete  cooperation  with  the  government  in  its 
financial  program  by  all  the  financial  interest  of  the  city."  Under  the  leader- 
ship of  this  committee  many  of  the  larger  banks  of  the  city  in  codperation  with 
the  Federal  Reserve  Bank  adopted  a  policy  of  practically  rationing  the  money 
n&rket,  and  by  means  of  funds  at  the  disposal  of  the  cooperating  banks,  prac- 
tically pegged  short-time  interest  rates  in  the  neighborhood  of  6  per  cent  from 
the  beginning  of  1918  until  the  end  of  the  war. 
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60  to  90  days'  commercial  paper,  and  on  6  months'  paper  nil 
exceptionally  low  during  1915  and  1916,  and  at  levels  much  bel< 
the  average  rate  of  yield  on  railroad  bonds. 

The  chief  reason  why  rates  on  call  loans  and  loans  of  short  n 
turities  ruled  so  much  lower  than  the  rates  of  yield  on  railrc 
bonds,  was,  I  believe,  the  desire  of  the  money-lending  public 
keep  control  of  its  funds.  These  were  times  of  great  uncertain 
both  economic  and  military.  No  one  knew  what  big  things  a  c 
might  bring  forth.  The  thinking  public,  moreover,  in  general 
pected  the  war  to  bring  substantial  and  continual  advances 
interest  rates.  Under  such  circumstances  the  public  naturally 
not  wish  to  tie  up  its  fluids  in  long  time  maturities. 

Interest  Rates  Advance  in  1917  and  1918 
Advances  in  interest  rates  during  1917  and  1918  would  na 
ally  have  been  expected  under  the  operation  of  the  econ< 
forces  previously  described.  Of  course  these  forces  were  grc 
accentuated  when  the  United  States  came  into  the  war  and  ' 
we  began  our  tremendous  war  expenditures,  accompanied  by 
large  flotation  of  liberty  bonds.  The  surprising  thing  is  not 
interest  rates  rose  substantially  in  1917  and  1918,  but  that 
rise  was  postponed  until  such  a  late  date. 

Explanation  of  Low  Interest  Rates  during  1915  and  19, 
How  can  the  prevalence  of  such  low  interest  rates  throuj 

1915  and  1916  be  explained?  The  chief  answers  to  this  que 
I  believe,  are  two-fold:  (1)  that  the  low  market  rates  of 

1916  are  largely  attributable  to  the  great  money  and  deposi 
rency  inflation  which  the  country  was  experiencing  at  that 
and  (2)  that  the  rates  on  long-time  securities  were  low  only 
nally  and  will  prove  to  be  actually  high  rates  camouflaged 
flation.    Let  us  consider  these  two  propositions  in  their  ore 

Low  Interest  Rate  of  1915-1916  Largely  Attributable  to  In 
An  interest  rate  from  one  point  of  view  is  a  rental  pr 
capital  expressed  in  terms  of  a  percentage  of  the  capita 
rented.  Money,  and  deposit  credit  giving  the  right  t< 
money  on  demand,  are  forms  of  capital.  They  are  distin* 
respect  to  the  fact  that  nearly  all  transfers  of  capital  go 
effected  through  their  mediation.  The  result  is  that  the 
think  of  capital  continually  in  terms  of  money,  and  they 
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that  to  increase  one's  supply  of  money  is  synonymous  with  in- 
creasing one's  supply  of  capital.  From  such  reasoning  the  con- 
clusion is  a  natural  one  that  a  government  in  great  need  of  mili- 
tary supplies  for  carrying  on  a  war  will  be  able  to  obtain  them 
roughly  in  proportion  as  it  is  able  to  obtain  possession  of  this  im- 
portant intermediary  good,  namely,  money;  and  that  the  lower 
the  interest  rate  at  which  it  is  able  to  borrow  this  money  the 
lighter  will  be  the  financial  burden  imposed  upon  the  public  by 
the  war. 

Building  upon  premises  like  these,  the  logical  policy  to  have 
pursued  in  the  United  States  would  have  been  something  as  fol- 
lows: (1)  to  encourage  the  importation  of  gold  into  the  country 
and  to  place  an  embargo  on  its  exportation;  (2)  to  discourage 
the  circulation  of  gold  within  the  country  and  to  impound  the 
gold  so  far  as  possible  in  the  vaults  of  the  federal  reserve  banks, 
where  as  a  reserve  for  federal  reserve  notes  and  a  reserve  for 
reserve  deposits  of  member  banks  it  would  have  its  maximum  effi- 
ciency as  regards  the  amount  of  circulating  credit  it  could  sup- 
port; (8)  to  encourage  the  banks  to  extend  credit  freely  to  the 
government  by  the  purchase  of  certificates  of  indebtedness  and 
liberty  bonds;  and  (4)  to  encourage  the  banks  to  loan  freely  to 
the  public  on  the  security  of  liberty  bonds  so  that  the  public 
might  buy  the  maximum  amount  of  bonds  and  turn  over  to  the 
government  the  maximum  amount  of  money  and  deposit  credit; 
(5)  to  assist  the  banks  in  carrying  out  this  program  by  reducing 
their  legal  reserve  requirements  and  by  lending  to  them  freely 
through  the  federal  reserve  banks  at  rates  of  interest  low  and 
profitable  to  the  banks  and  on  the  security  of  paper  collateraled 
by  the  government  debt;  (6)  to  leave  government  funds  so  far  as 
possible  on  deposit  with  commercial  banks  so  as  to  avoid  credit 
contraction  and,  to  that  end,  to  excuse  banks  from  holding  legal 
reserves  against  government  deposits. 

Now  all  of  these  measures,  and  others  of  a  similar  character, 
are  in  fact  to  be  found  in  the  financial  program  followed  by  the 
government  during  the  war  period.  What  actual  economic  phi- 
losophy was  back  of  these  measures  in  the  minds  of  those  responsi- 
ble for  them  it  is  of  course  impossible  to  say.  In  many  cases  it 
was  probably  not  the  naive  economic  philosophy  above  described, 
for  accompanying  this  program  there  were  some  vigorous  and 
wholesome  efforts  on  the  part  of  many  in  high  official  position  to 
induce  the  public  to  speed  up  production,  economize  consumption, 
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and  reduce  the  absorption  of  labor  and  capital  in  non-essential 
or  less  essential  industries.  None  the  less,  in  the  main,  the  gov- 
ernment's loan,  currency,  and  bank-credit  policies  resulted  in 
making  capital  in  the  form  of  money  and  deposit  credit  plentiful 
and  in  thereby  holding  down  the  interest  rates. 

These  results  were  accentuated  by  the  facts :  (1)  that  belligerent 
Europe  had  much  to  buy  of  us  during  the  war  and  little  to  sell  to 
us  except  securities  and  gold,  leading  to  a  net  importation  of 
about  a  billion  dollars  of  gold  into  the  United  States  during  the 
period  of  the  war;  and,  (2)  that  the  establishment  of  our  federal 
reserve  system  in  the  early  days  of  the  war  greatly  improved  our 
currency  and  banking  mechanism,  making  each  dollar  in  active 
circulation  and  each  dollar  in  bank  reserve  much  more  efficient 
than  ever  before,  in  other  words,  enabling  each  dollar  to  do  a 
greatly  increased  amount  of  money  work.  This  in  its  effect  was 
the  same  as  a  further  great  increase  in  the  supply  of  currency  and 
circulating  credit. 

Under  such  influences,  while  the  country's  physical  volume  of 
business  increased  about  12  per  cent  from  1918  to  1917,  its  sup- 
ply of  money  in  circulation  increased  45  per  cent,  its  bank  de- 
posits (exclusive  of  savings  banks  deposits  and  deposits  of  one 
bank  in  another)  increased  74  per  cent,6  and  the  rate  of  deposit 
currency  circulation,  according  to  Irving  Fisher,7  increased  from 
54.0  to  92.4  or  71  per  cent. 

These  developments  and  devices  were  all  forces  that  tended  to 
hold  interest  rates  down ;  but  they  were  likewise  forces  that  led  to 
great  expansion  of  currency  and  deposit  credit  and  thereby  tend- 
ed to  push  prices  up.  They  were  largely  responsible  fofr  the  tre- 
mendous advance  in  the  price  level  which  has  taken  place  since 
1918,  an  advance  which  measured  in  terms  of  wholesale  prices 
means  a  cutting  in  half  of  the  purchasing  power  of  the  dollar. 

We  bought  our  low  interest  rates  at  the  price  of  very  high 
prices;  we  kept  interest  rates  down  by  pushing  price  levels  up. 
The  government  was  enabled  to  borrow  at  low  interest  rates  partly, 
it  is  true,  by  capitalizing  patriotism,  but  partly  also  by  policies 

«  For  detailed  figures  upon  this  subject  see  E.  W.  Kemmerer,  "Inflation*1  in 
American  Economic  Review,  June  1918,  p.  247,  et  seq.;  also  report  of  the  War 
Finance  Committee  of  the  American  Economic  Association,  December,  1918, 
pp.  93-114. 

7  See  Irving  Fisher,  "The  Equation  of  Exchange  for  1914  and  the  War"  in 
American  Economic  Review,  June,  1915,  chart  facing  page  1;  and  December, 
1918,  p.  871. 
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which  led  to  tremendous  inflation.  The  latter  forces,  but  not 
the  former,  also  directly  held  down  interest  rates  for  corporate 
and  individual  borrowers.  Both  the  government  and  the  public 
paid  lower  nominal  rates  of  interest  than  they  otherwise  would 
have  paid,  by  reason  of  this  situation ;  but  it  does  not  follow  that 
they  will  pay  lower  amounts  of  interest,  for  the  very  policies  that 
kept  interest  rates  down  pushed  prices  up  and  the  borrower  was 
accordingly  compelled  to  pay  higher  prices  and  thereby  borrow 
larger  sums  of  money  than  he  otherwise  would  to  buy  the  same 
supply  of  goods. 

This  brings  me  to  my  last  point,  namely,  that  the  low  rates  of 
interest  on  long-time  securities  will  probably  prove  to  be  actually 
high  rates  before  the  obligations  are  paid.  The  government  has 
been  borrowing  dollars  of  low  purchasing  power;  likewise  have  the 
few  corporations  that  have  floated  long-time  bonds  during  the 
war  period.  If  the  dollar  of  1918  is  called  a  100  per  cent  dollar, 
that  of  today,  in  terms  of  purchasing  power  over  commodities  at 
wholesale,  is  less  than  a  50  per  cent  dollar.  If  the  next  few  years 
witness  a  gradual  deflation  of  our  currency  and  credit,  as  most 
economists  expect,  and  the  purchasing  power  of  the  dollar  rises, 
the  debtors  will  be  required  to  pay  their  debts — principal  and  in- 
terest— in  more  valuable  dollars  than  they  borrowed.  This  agio 
in  the  value  of  the  dollar  they  will  repay  over  the  value  of  the 
dollar  they  borrowed  will  be  part  of  the  interest  rate,  but  they 
will  not  recognize  it  as  such.  It  is  likely  to  make  the  actual  or 
purchasing  power  interest  rates  on  long-time  loans,  floated  during 
the  war  period,  very  high  ones. 

In  conclusion,  let  me  say  with  emphasis  that  in  what  has  been 
said  I  am  neither  condemning  nor  approving  the  government's 
low-interest,  inflationary,  war-finance  policy.  It  has  had  its  ad- 
rantages  and  disadvantages.  For  the  United  States  it  probably 
succeeded  better  during  a  nineteen  months'  war  than  it  would 
have  succeeded  during  a  longer  one.  Today,  however,  my  pur- 
pose is  not  to  appraise  but  to  explain. 


THE  POSSIBILITY  OF  COMPILING  AN  INDEX  OF  THE 
COST  OF  LIVING 

By  Royal  Meeker 
United  States  Bureau  of  Labor  Statistics 

The  high  cost  of  living  has  nothing  to  do  with  high  prices.  It 
is  merely  the  common  term  used  to  express  the  relation  between 
the  price  of  labor  (wages)  and  the  prices  of  foods,  clothes,  house 
room,  fuel,  etc.  The  high  cost  of  living  stalked  through  the  land 
even  in  the  days  of  Charlemagne,  when  a  whole  beef  could  be 
bought  for  less  than  the  price  of  a  single  sirloin  steak  today. 
Men  complained  bitterly  of  the  high  cost  of  living  in  that  golden 
age  when  eggs  sold  for  8  cents  a  dozen  instead  of  8  cents  apiece. 
Probably  we  pay  at  least  twenty  times  as  much  for  the  necessities 
and  comforts  of  life  today  as  men  paid  in  the  thirteenth  century, 
but  the  cost  of  living  is  no  higher  now  than  then,  and  we  undoubt- 
edly live  much  more  comfortably,  completely,  and  healthfully.  In 
fact,  we  might  say  that  generally  the  lower  the  prices  the  higher 
the  cost  of  living.  In  India  and  China,  long  the  countries  of  low- 
est prices,  the  cost  of  living  is  so  high  as  to  put  life  itself  beyond 
the  purchasing  power  of  tens  of  thousands  of  the  people. 

The  price  level  is  of  no  consequence,  except  to  the  mere  histor- 
ian and  antiquarian.  It  is  the  changing  of  price  levels  which 
causes  distress  and  is  of  concern  to  the  economists  and  all  who 
buy  and  sell  things.  This  has  been  recognized  from  the  begin- 
ning of  history.  Efforts  have  been  made  from  the  earliest  times 
to  fix  prices  by  royal  proclamations,  decrees,  and  by  legislative 
enactments.  Some  economists,  notably,  General  Francis  A. 
Walker  and  Colonel  William  Jennings  Bryan,  have  advocated  a 
bimetallic  coinage  on  the  ground  that  prices  would  thereby  be 
held  more  stable,  the  theory  being  that  when  gold  is  plentiful  and 
cheap,  silver  would  be  rare  and  dear,  and  vice  versa,  so  that  fluctu- 
ations in  the  purchasing  power  of  both  metals  would  never  be  as 
great  as  the  fluctuations  in  either  one  separately. 

A  good  many  economists  have  theorized  about  a  commodity 
standard  of  value,  setting  forth  its  theoretical  advantages.  The 
latest  commodity  standard  plan — and  to  my  mind  the  only  one 
likely  to  succeed — is  President  Irving  Fisher's  well-known  plan 
for  standardizing  or  stabilizing  the  dollar.  This  plan  depends 
absolutely  for  its  workability  upon  the  possibility  of  computing 
a  reasonably  accurate  cost-of-living  index.  Unless  this  can  be 
done,  it  is  not  worth  while  talking  about  the  great  benefits  that 
would  result  if  the  impossible  were  possible. 
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Until  quite  recently  I  have  felt  doubtful  about  the  practicability 
of  changing  the  present  dollar  from  a  most  deceptive,  inconven- 
ient, and  mischievous  standard  of  weight,  constantly  changing  in 
value,  into  an  approximately  unchanging  standard  of  value,  con- 
stantly changing  in  weight.  My  scepticism  was  due  to  the  stag- 
gering difficulties  in  computing  a  satisfactory  index  of  the  cost  of 
living.  It  seemed  another  instance,  so  familiar  to  the  economist, 
especially  the  tariff  economist,  where  a  proposal  is  "all  right  in 
theory  but  won't  work  in  practice."  The  very  foundation  of 
the  "stabilized  dollar"  is  the  index  number  of  the  cost  of  living. 
As  it  is  one  of  my  principal  jobs  to  furnish  the  country  and  the 
world  with  index  numbers  showing  changes  in  prices  of  various 
commodities  at  wholesale  and  retail,  no  one  realizes  quite  so  keenly 
as  I  just  how  unstable  the  basis  for  the  "stabilized  dollar"  really 
is,  or  rather  was  until  this  present  moment.  I  do  not  need  to 
waste  time  in  pointing  out  the  absurdity  of  using  a  wholesale  price 
index  as  indicative  of  changes  in  the  cost  of  living  for  the  pur- 
pose of  stabilizing  the  dollar.  Retail  prices  of  all  commodities 
consumed  by  the  great  mass  of  people  are  the  rock  bottom  upon 
which  a  commodity  standard  of  value  must  rest.  Until  now,  I 
have  been  wholly  unwilling  to  recommend  the  United  States  Bu- 
reau of  Labor  Statistics  retail  price  indexes  as  a  suitable  founda- 
tion for  Professor  Fisher's  "stabilized  dollar."  The  retail 
price  index  published  every  month  in  the  Monthly  Labor  Review 
is  an  index  number  of  the  retail  prices  of  food  commodities  only. 
Expenditures  for  food  make  up  more  than  40  per  cent  of  the  total 
budget  of  the  families  of  shipyard  workers,  but  I  think  it  would 
be  wholly  inadvisable  to  change  the  gold  content  of  the  "stabilized 
dollar"  to  conform  with  changes  in  the  prices  of  food  alone.  This 
would  not  be  a  fair  test  of  the  underlying  principle  in  Professor 
Fisher's  scheme.  I,  for  one,  would  not  be  willing  to  risk  the  sta- 
bility of  the  "stabilized  dollar,"  stabilized  on  less  than  half  the 
total  family  expenditure.  It  so  happens  that  the  percentage 
changes  in  the  cost  of  the  family  food  budget  during  the  period 
since  1919  does  conform  rather  closely  with  changes  in  the  cost  of 
the  whole  family  budget  as  showp  in  our  studies  of  cost  of  living 
in  shipbuilding  centers.  But  this  is  largely  fortuitous  and  some- 
what fictitious.  When  prices  come  down,  as  they  probably  will 
some  day,  we  cannot  assume  that  food  prices  will  move  in  unison 
with  the  prices  of  other  commodities  consumed  by  workers'  fami- 
lies. If  we  are  to  advocate  a  "stabilized  dollar"  (which  is  merely 
another  name  for  a  commodity  standard  of  value,  or  what  Pro- 
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fessor  Fisher  picturesquely  calls  the  "market  basket"  standard) 
we  must  be  able  to  put  our  case  so  as  to  command  the  confidence 
and  support  of  the  manufacturers,  the  business  men,  and  espe- 
cially the  workers.  No  amount  of  eloquence  explaining  how  the 
prices  of  the  necessities  of  life  actually  vary  in  close  conformity 
with  food  prices  will  satisfy  the  horny-handed  laborer  and  the 
equally  horny-headed  business  man  with  a  food  index  represented 
as  showing  changes  in  cost  of  living.  Both  will  rightly  demand  to 
be  shown  and  we  must  be  in  a  position  to  show  them. 

The  question  doubtless  is  in  the  minds  of  many  of  you:  Why 
not  use  the  cost  of  living  figures  for  shipbuilding  centers?  There 
are  four  reasons  why  I  am  not  willing  to  use  these  indexes  to  show 
changes  in  the  cost  of  living  either  for  the  whole  country  or  for 
geographical  districts: 

1.  The  shipbuilding  centers  are  too  few  in  number  and  they 
are  quite  abnormal  industrial  communities. 

2.  The  haste  with  which  we  were  obliged  to  make  the  cost-of- 
living  survey  in  those  centers  did  not  permit  us  to  get  retail  prices 
of  miscellaneous  items  of  expenditure  so  as  to  enable  us  to  compute 
accurately  changes  in  the  cost  of  this  large  part  of  the  family 
budget.  Next  after  food  miscellaneous  expenses  are  by  far  the 
most  important  group  in  the  family  budget.  The  cost  of  miscel- 
laneous items  of  expenditure  was  of  course  obtained  in  the  ship- 
building study,  but  the  retail  prices  of  these  items  were  not  ob- 
tained. In  computing  indexes  for  the  different  shipbuilding  cen- 
ters, it  was  assumed  that  miscellaneous  items  fluctuated  exactly 
the  same  on  the  average  as  all  other  items  of  expense.  This  as- 
sumption gave  all  the  advantages  to  the  workingman  during  the 
period  of  violently  ascending  prices  since  1916,  for  undoubtedly 
miscellaneous  items  have  remained  much  more  stable  than  the  av- 
erage of  other  items. 

8.  There  was  no  time  to  calculate  new  weights  based  on  the 
quantities  of  each  article  consumed  in  the  average  workman's  fam- 
ily today,  so  the  old  and  rather  imperfect  weights  obtained  in  the 
1901  study  had  to  be  used.  We  can  and  ought  to  revise  these 
weights,  using  the  facts  as  to  the  family  consumption  which  we 
are  finding  in  the  present  study.  Except  for  articles  of  food,  the 
individual  items  of  consumption  are  not  weighted  within  each 
group  or  class,  according  to  their  importance  in  the  family  budget. 
In  the  clothing  group,  for  instance,  suits,  nightshirts,  socks,  caps, 
shoes,  neckties,  shirts,  and  handkerchiefs  all  have  equal  weight. 
Quite  possibly  weighting  within  the  groups  will  not  change  the 
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percentage  change  in  cost  of  the  groups  as  wholes,  but  we  have 
so  ground  for  assuming  this  to  be  the  case.  To  be  sure,  all  ex- 
perience has  shown  that  it  makes  but  little  difference  what  meth- 
odi  are  used  in  computing  an  index  number.  However,  science, 
common  sense,  and  expediency  all  require  the  extension  of  the 
weighting  of  individual  items  to  all  groups  of  the  family  budget. 

1  The  lists  of  articles  for  which  retail  prices  were  obtained  in 
shipbuilding  centers  are  not  so  satisfactory  as  it  is  possible  to 
make  them.  In  the  cost-of-living  study  now  in  progress,  we  are 
getting  retail  prices  for  a  larger  number  of  articles  and,  profiting 
bj  our  experience,  we  are  using  greater  care  to  secure  identifica- 
tion marks  so  we  can  get  prices  in  the  future  for  the  identical  arti- 
cles or  the  nearest  thing  to  them.  The  retail  price  schedules  for 
food;  men's,  women's  and  children's  clothing;  fuel  and  lighting; 
bousing;  furniture  and  house  furnishings;  and  miscellaneous  items 
W  aU  been  carefully  revised  and  greatly  improved. 

As  a  rule,  there  is  but  little  difference  between  a  weighted  and 
the  so-called  unweighted  index  number.  This  general  rule  does 
not  seem  to  apply  to  family  budget  indexes.  We  know  that  there 
**  great  differences  between  the  weighted  and  the  unweighted 
food  budget,  and  it  seems  inevitable  that  similar  differences  will 
be  shown  for  the  clothing  group  and  the  miscellaneous  group  when 
*«  get  weightings  for  them.  In  the  food  group,  potatoes,  because 
°f  their  great  importance  in  consumption,  exercise  a  great  influ- 
ence over  the  food  index  and  the  total  budget  index.  Sometimes 
Potatoes  carry  the  whole  food  index  against  the  current  of  food 
prices  in  general.  The  preponderance  of  potatoes  and  their  sud- 
den and  enormous  price  variations  in  the  autumn,  and  more  espe- 
ckfly  in  the  spring,  make  them  most  unpopular  with  the  makers 
°f  cost-of-living  index  numbers.  At  a  former  meeting  of  this 
Association,  I  warned  wayfaring  statisticians  and  economists  of 
A*  deeply  deceptive  character  of  the  potato.  Apparently  the 
Potato  is  merely  an  innocent  and  astonishingly  prolific  and  whole- 
s°me  member  of  the  vegetable  kingdom ;  but  statistically  it  is  a 
Twening  wolf  masquerading  as  a  humble  tuber.  It  is  undoubtedly 
*n  invention  of  the  devil  for  the  purpose  of  making  the  way  of  the 
statistician  hard  and  his  life  a  burden.  The  malignant  power  of 
4*  potato  may  yet  defeat  the  benignant  plan  to  stabilize  the  dol- 
k*»  for  the  potato  does  not  submit  kindly  to  the  yoke  of  the  index 
number.  The  story  of  the  potato  is  very  difficult  to  record  sta- 
tically. The  enormous  seasonal  changes  in  prices  are  due  to  the 
difference  between  new  and  old  potatoes,  which  make  them  in  re- 
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ality  entirely  different  economic  commodities.  I  think  a  special 
joint  committee  of  the  American  Economic  Association  and  the 
American  Statistical  Association  should  be  named  to  study  po- 
tatoes and  determine  when  a  new  potato  becomes  what  we  may 
call  a  tabulatable  potato  and  when  an  old  potato  ceases  to  be  a, 
potato  at  all. 

The  prices  of  several  other  articles  of  food  fluctuate  just  as 
capriciously  and  as  violently  as  potato  prices,  but  these  other  arti- 
cles are  relatively  unimportant  so  we  can  ignore  them  or  set  down 
their  price  vagaries  with  a  calm,  unruffled  spirit.  Nor  need  our 
equanimity  be  disturbed  by  the  wildly  varying  price  of  wearing 
apparel,  such  as,  for  instance,  women's  hats;  for  although  each 
feminine  hat  is  a  distinct  and  separate  economic  entity  and  there 
are  violent  seasonal  and  cyclical  variations  in  the  prices,  shapes, 
material,  and  qualities  of  hats,  yet  the  total  effect  of  women's 
hats  on  the  cost-of-living  index  number  and  consequently  on  the 
"stabilized  dollar"  is  negligible,  compared  to  the  devastating  ef- 
fect of  the  potent  potato. 

For  the  purposes  of  a  cost-of-living  index  number  to  be  used  in 
making  wage  adjustments  and  as  the  standard  of  value  or  "sta- 
bilized dollar,"  it  is  necessary  to  get  more  detailed  information 
about  the  quantities  of  articles  consumed  and  their  retail  prices 
than  have  been  obtained  in  former  studies.  These  surveys  in  ship- 
building centers  were  made  hurriedly  to  meet  a  war  emergency. 
Consequently  short  cuts  were  used  and  the  large  assumption  re- 
garding miscellaneous  prices  was  made  to  save  an  enormous  amount 
of  field  work  and  office  tabulations  which  would  otherwise  have 
been  necessary. 

The  apportionment  of  family  expenditures  in  the  New  York 
Shipbuilding  District  and  the  percentage  changes  in  the  several 
classes  of  expenditure  since  December,  1914,  are  as  follows : 


Group 

Average  Ex- 
penditures 
per  Family 

Propor- 
tion of 
Total 
Expen's 

Percentage  Increase  over  Dec  1914 

Dec 
1915 

Dec 
1916 

Dec 
1917 

Oct-Nov. 

1918 

Food 

Clothing 

Housing 

Fuel  and  Light 

Furniture,  etc 

Miscellaneous 

$607.09 

900.07 

174.14 

62.21 

48.58 

961.62 

45.01 
14.84 
12.91 
4.61 
8.93 
19.40 

134 
4.89 
i  .10 
i  .06 
8.43 
1.97 

16.96 
99.31 
i     .05 
10.98 
97.60 
14.91 

55 .98 
54.91 
9.63 
19.99 
56.47 
44.68 

77.7 
199.74 
5.89 

37  M 
199.91 

75J8 

Total 

$1,848.64 

100.00 

1.97 

14.91 

44.68 

75J8 

i  Decrease. 
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A  brief  examination  reveals  why  the  increase  in  all  items  con- 
forms so  closely  with  the  increase  in  the  food  budget.  First,  food 
is  much  the  most  important  single  item  of  expense.  Secondly,  its 
preponderating  influence  is  increased  by  assuming  that  changes  in 
miscellaneous  items  always  equal  the  average  of  all  other  articles. 
Thirdly,  it  so  happened  that  changes  in  the  prices  of  clothing  and 
of  housing  when  averaged  together  show  an  increase  approxi- 
mately the  same  as  the  increase  in  the  price  of  food.  These  two 
groups  constitute  approximately  80  per  cent  of  the  total  budget. 
The  four  groups  mentioned  (food,  clothing,  housing,  and  miscel- 
laneous) make  up  more  than  90  per  cent  of  the  entire  budget.  It 
would  certainly  be  quite  unwarranted  to  assume  that  price  changes 
tie  always  going  to  take  place  in  such  a  way  that  the  changes  in 
prices  of  clothing  and  housing  will  always  average  approximately 
the  same  as  changes  in  food  prices.  It  is  even  more  unwarranted 
to  assume  that  miscellaneous  items  change  in  like  manner  and 
degree  with  the  prices  of  the  other  items  of  the  budget.  If,  for 
example,  we  found,  as  is  quite  likely  the  case,  that  miscellaneous 
Hems  weighted  according  to  importance  in  consumption  increased 
only  10  per  cent,  then  the  cost-of-living  index  for  October,  1918, 
for  New  York,  would  be  only  about  161  per  cent  instead  of  175 
per  cent — a  difference  that  is  by  no  means  negligible. 

The  showing  for  Seattle,  Washington,  is  as  follows: 


Average  Ex- 
penditures 
per  family 

Per 

cent 

* 

Percentage  Increase  over  Dec,  1914 

Group 

Dec 
1915 

Dec 
1916 

Aug. 
1917 

June 
1917 

Food 

Clothing 

Housing 

Pud  and  Light 

Furniture  etc. 

Miscellaneous 

$576.38 

040.70 

211.51 

73.19 

73.87 

393.45 

36.75 
15.34 
13.48 
4.66 
4.71 
25.08 

12.75 
1.19 

12.43 

10.19 
8.52 

11.02 

8.46 
11.31 
15.41 

2.93 
27.43 

7.40 

38.65 
86.44 
10.55 
28.85 
52.29 
31.08 

51.87 
162.26 
16.70 
45.96 
82.67 
49.24 

Total 

$1,569.10 

100.00 

11.02 

7.40 

31.08 

49.24 

i  Decrease. 


The  proportion  of  expenditure  for  the  miscellaneous  group  is 
much  larger  in  Seattle  than  in  New  York,  and  for  food  much 
lower.  Clothing  and  housing  are  approximately  the  same  for 
both  cities.  Again  these  four  groups  make  up  more  than  90  per 
cent  and  miscellaneous  items  alone  constitute  more  than  one  fourth 
of  the  entire  budget.     If  investigation  proved  that  the  increase 
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in  the  cost  of  miscellaneous  items  of  expenditure  in  June,  1918, 
over  December,  1914,  was  actually  only  10  per  cent  instead  of 
49.24  as  assumed,  then  the  index  number  for  the  entire  family 
budget  would  be  only  1S9.46  per  cent  instead  of  149.24,  a  differ- 
ence of  9.78  points  or  more  than  6%  per  cent  less  than  the  index 
compiled  by  the  Bureau  of  Labor  Statistics  for  the  use  of  the 
Labor  Adjustment  Board.  It  may  be  that  our  present  studies 
will  not  reveal  the  wide  discrepancies  I  have  assumed  for  illus- 
tration, but  we  cannot  expect  either  employers  or  employees  to 
accept  our  index  number  unless  it  reflects  the  actual  price  changes 
weighted  according  to  importance  in  consumption  of  all  the  prin- 
cipal items  of  family  consumption. 

The  wide  variation  in  the  average  family  budgets  of  the  ship- 
yard workers  in  New  York  and  in  Seattle  emphasizes  the  absolute 
necessity  for  establishing  standard  budgets  for  typical  workmen's 
families  composed  of  husband,  wife,  and  three  children  under  fif- 
teen years  of  age.  These  standard  budgets  are  needed  most  urg- 
ently by  the  Wage  Adjustment  Board  for  the  purpose  of  fixing 
wages  so  as  to  insure  a  minimum  of  decency  and  health  to  the 
workers.  After  all  these  years  of  investigation  and  statistical  toil 
in  the  cost-of-living  field,  we  don't  know  clearly  the  difference  be- 
tween the  higher  costs  of  living  and  the  costs  of  higher  living.  By 
examining  the  schedules  carefully  we  could  tell  approximately 
whether  the  Seattle  family  expending  $576.38  per  annum  for  food 
is  sufficiently  well  fed,  but  we  could  scarcely  tell  whether  the  New 
York  family  spending  $607.02  per  annum  for  food  is  any  better 
fed.  Except  for  food,  scarcely  any  attempts  have  been  made  to 
determine  what  are  proper  standards  of  decency,  health,  and  com- 
fort. We  cannot,  to  save  our  lives,  tell  whether  the  Seattle  family 
with  an  income  of  $1569.10  is  better  or  worse  off  than  the  New 
York  family  with  $1848.64  income.  We  do  know  that  most  work- 
man's families  in  the  United  States  spend  all  their  income.  Does 
that  mean  that  American  families  are  extravagant  or  does  it 
mean  that  they  are  living  at  or  below  the  margin  of  decency  and 
health? 

Standard  budgets  for  the  different  geographical  sections  of  the 
country  giving  due  recognition  to  climatic  differences,  personal 
and  family  idiosyncracies  and  commonly  accepted  differences  in 
social  requirements,  are  indispensable  if  we  are  to  measure  with 
accuracy  changes  in  the  cost  of  living.  We  can  take  the  annual 
budgets  as  we  find  them  in  different  communities  and  measure 
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changes  in  the  costs  of  these  budgets  from  time  to  time.  But 
changes  in  the  cost  of  an  actual  budget  may  differ  quite  markedly 
from  changes  in  the  cost  of  a  sufficient  budget  properly  balanced. 

It  is  a  task  of  enormous  difficulty  and  of  endless  and  infinite 
detail  to  collect  the  retail  prices  of  the  more  important  articles 
of  family  consumption,  weight  them  according  to  their  importance 
in  consumption  as  determined  by  our  budget  studies,  and  compute 
therefrom  a  refined  index  number  of  cost  of  living.  The  task  is 
not,  however,  impossible  as  I  at  one  time  feared.  In  fact  agents  of 
my  Bureau  have  already  collected  the  prices  necessary  for  the 
computation  of  the  refined  cost-of-living  index  number  for  Wash- 
ington and  Baltimore,  and  the  work  is  well  under  way  in  half  a 
dozen  other  cities.  All  that  is  needed  now  is  about  a  thousand 
competent  clerks  to  carry  through  the  copying,  sorting,  tabula- 
tion, and  computation  of  the  budget  items  and  retail  prices  so  as 
to  make  the  index  number  so  long  yearned  for.  I  here  for  the 
first  time  publicly  proclaim  that  not  only  is  an  index  number  of 
the  cost  of  living  a  theoretical  possibility  but  it  is  a  practical 
fact  in  process  of  coming  into  being  as  rapidly  as  the  Bureau  of 
Labor  Statistics  can  push  the  work  along. 

Once  such  an  index  number  has  been  achieved  it  will  be  neces- 
sary to  bring  it  up  to  date  at  least  every  six  months,  preferably, 
I  think,  every  three  months.  It  will  cost  money  to  do  this.  The 
studies  in  shipbuilding  centers  and  the  present  countrywide  study 
were  undertaken  by  direct  authorization  of  President  Wilson,  and 
*ere  paid  for  out  of  his  special  fund.  If  the  results  of  these  studies 
are  to  be  fully  realized,  Congress  must  be  awakened  to  the  signifi- 
cance and  value  of  this  information.  Much  larger  appropria- 
tions to  the  Bureau  of  Labor  Statistics  will  be  necessary  to  enable 
the  retail  prices  to  be  collected  and  tabulated  rapidly  enough  and 
frequently  enough  for  the  purposes  of  a  usable  index  number  of 
the  cost  of  living. 

A  word  of  explanation  of  the  methods  used  in  getting  the 
family  budgets  and  retail  prices  seems  necessary.  The  present 
study  includes  large,  medium  sized,  and  small  industrial  towns  lo- 
cated in  the  different  geographical  sections.  All  but  three  states 
are  represented.  Agents  of  the  Bureau  of  Labor  Statistics  visit 
the  housewives  and  obtain  from  them  at  a  single  interview,  if  pos- 
sible, an  estimate  of  the  quantities  of  the  different  articles  con- 
sumed by  their  families  during  the  past  year  and  the  cost  of  each 
item.    This  seems  absurd.    Not  one  housewife  in  10,000  can  tell 
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you  off-hand  the  quantity  and  cost  of  beef,  pork,  potatoes,  beans, 
cabbage,  hats,  shoes,  shirts,  shirtwaists,  dresses,  suits,  chiffoniers, 
coal,  kerosene,  car  rides,  movie  tickets,  newspapers,  etc.,  which 
her  family  has  consumed  for  an  entire  year.  I  felt  very  sceptical 
of  this  method  of  getting  at  the  cost  of  living.  I  tested  it  out  in 
the  District  of  Columbia  study  by  having  more  than  a  hundred 
families  representing  the  different  income  groups  keep  itemized 
accounts  of  all  expenses  for  a  month.  This  gave  us  an  excellent 
check  on  the  expenditures  for  food,  but  not  for  other  classes  of 
expenditures.  The  two  methods  tallied  very  closely  on  food  con- 
sumption as  to  kinds,  quantities,  and  costs.  This  convinced  me 
that  it  is  possible  to  get  accurate  estimates  of  itemized  family  ex- 
penses by  the  interview  method.  The  family  expense-account 
method  may  perhaps  be  better  but  it  is  of  course  utterly  impos- 
sible because  of  the  time  required.  It  is  also  very  difficult  to  get 
a  proper  representation  of  the  different  income  groups. 

The  expenditures  are  estimates,  but  they  are,  I  am  convinced, 
very  accurate  estimates.  The  housewife  knows  what  she  spent  for 
food  today  and  this  week.  With  the  help  of  an  experienced  agent, 
armed  with  the  Bureau  of  Labor  Statistics  family  budget  schedule 
containing  474  items,  the  housewife  does  estimate  very  accur- 
ately what  she  has  bought  and  what  she  has  paid.  All  discrep- 
ancies are  noted  by  the  agent  and  must  be  explained  or  corrected. 
The  total  family  income  from  all  sources  is  ascertained.  If  the 
income  seems  too  large  or  too  small  for  the  kind  of  work  performed 
by  the  wage  earners,  it  is  checked  with  pay  envelopes  or  the 
wage  rates  paid  by  the  shops.  I  was  asked  by  the  arbitrator  in  a 
wage  hearing  if  the  housewives  did  not  pad  their  expenses  so  as  to 
show  a  higher  cost  of  living  than  really  exists,  for  the  purpose  of 
helping  their  husbands  to  get  a  larger  increase  in  wages.  My 
reply  was  that  it  is  impossible  for  the  housewife  to  fool  our  ex- 
perienced agents.  Our  agents  have  many  checks  on  the  accuracy 
of  the  housewife.  A  padded  budget  of  expenditures  would  be  dis- 
covered at  once  because  of  the  discrepancies  between  income  and 
outgo.  If  income  is  padded,  that  is  checked  by  the  methods  re- 
ferred to  above.  A  few  schedules  have  been  rejected  because  of 
evident  errors.  Above  all,  American  housewives  almost  without 
exception  are  not  only  honest  and  truthful,  but  immensely  inter- 
ested in  going  over  their  expenditures  for  the  purpose  of  finding 
out  where  and  how  the  money  went. 

A  large  number  of  families  are  keeping  daily  expense  accounts 
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for  the  Bureau.  These  expense  records  will  give  us  very  useful 
checks  on  the  family  budgets  for  a  year  obtained  by  interview. 
The  Domestic  Science  departments  in  some  of  our  universities  and 
colleges  are  giving  invaluable  assistance  in  obtaining  these  daily 
expense  records.  Some  of  these  accounts  will  be  kept  for  two 
periods  of  five  weeks  each  at  different  seasons  of  the  year.  Some 
we  hope  to  keep  running  throughout  the  year  with  the  assistance 
of  the  Domestic  Science  students.  These  daily  expense  accounts 
should  give  us  very  valuable  facts  which  will  enable  us  to  check 
and  perhaps  modify  our  family  budgets. 

Granted  that  budgets  obtained  by  interview  are  estimates,  there 
is  no  other  way  under  heaven  of  getting  at  the  cost  of  living  with 
any  possibility  of  accuracy.  The  English  have  just  completed  a 
survey  of  cost  of  living  by  the  questionnaire  method.  Schedules 
were  handed  out  to  housewives  by  the  agents  in  charge  of  the 
employment  offices.  These  were  filled  out  by  the  housewives  with- 
out any  supervision  or  assistance  whatsoever.  Needless  to  say, 
the  information  is  not  detailed  enough  to  enable  a  weighted  budget 
to  be  made  up,  without  which  a  cost-of-living  index  number  is 
utterly  impossible.  For  myself  I  have  no  faith  in  the  question- 
naire method  of  studying  cost  of  living.  I  would  not  bother  to 
tabulate  the  misinformation  gathered  in  that  way. 

Quite  as  important  as  the  obtaining  of  family  budgets  is  the 
obtaining  of  accurate  retail  prices  of  a  sufficient  number  of  the 
more  important  standard  articles  bought  by  the  families  studied 
to  represent  fairly  the  kind  of  articles  consumed  by  these  families, 
so  that  changes  in  prices  of  these  representative  articles  may  be 
translated  readily  and  with  approximate  accuracy  into  changes  in 
family  expenditure.  The  articles  priced  must  be  accurately  de- 
scribed so  that  in  future  prices  may  be  obtained  of  the  same  article 
or  some  other  article  approximately  identical.  I  am  confident 
that  both  the  family  budgets  and  the  retail  prices  being  secured 
by  agents  of  the  Bureau  of  Labor  Statistics  are  accurate  and 
thoroughly  dependable. 


THE  POSSIBILITY  OF  COMPILING  AN  INDEX  OF  THE 
COST  OF  LIVING— DISCUSSION 

Irving  Fisher. — I  have  here  two  price  charts  which  may  be  of  inter- 
est to  this  audience.  On  one  I  have  plotted  the  money  in  circulation  and 
in  banks  in  the  country,  and  the  Index  Number  of  the  Bureau  of  Labor 
Statistics,  and  also,  for  comparison,  two  special  index  numbers  made 
for  me  by  Mr.  Charles  A.  Bell  of  the  Statistics  Bureau.  These  last 
are  based  on  a  smaller  number  of  commodities,  chosen  for  their  greater 
responsiveness  to  those  forces  which  cause  price  changes.  One  is  for 
the  country  at  large  and  is  based  on  approximately  200  commodities ; 
the  other  is  for  New  York  City  and  is  based  on  70  commodities. 

As  would  be  expected,  these  two  index  numbers  show  greater  vari- 
ations. Especially  do  they  rise  sooner  and  higher  at  the  time  of  the 
war  than  the  regular  U.  S.  index  number.  There  is  also,  apparently, 
a  closer  correspondence  between  them  and  the  currency  curve. 

The  curve  for  each  of  these  special  index  numbers  is  forked  at  the 
right,  the  upper  line  showing  the  price  level  or  average  excluding  the 
articles  on  which  price  fixing  had  been  practised;  the  lower  and  more 
sluggish  line  showing  the  effect  of  government  regulation.  The  effect 
has,  however,  been  very  slight. 

Turning  to  the  second  chart,  we  see  the  price  curves  during  eight 
important  wars.  The  first,  that  for  the  Napoleonic  War,  which  is 
especially  interesting  as  most  nearly  comparable  to  the  recent  Great 
War,  shows  a  decline  before  the  coming  of  peace.  That  for  the  Civil 
War  shows  a  decline  immediately  after  peace  came.  But  the  figures 
are  for  prices  measured  in  paper.  Translated  into  terms  of  gold, 
prices  showed  no  such  high  rise  during  the  war,  and  no  real  fall  after, 
rather,  indeed,  a  rise,  though  with  variations. 

History,  however,  is  of  little  use  to  us  in  making  predictions  today. 
There  are  many  factors  to  which  history  gives  us  no  clue.  Rather,  a 
close  analysis  of  the  relative  strength  of  the  various  forces,  interna- 
tional to  a  large  extent,  which  will  actually  control  prices  is  the  only 
method  we  have  of  forming  any  opinion  on  future  price  movements. 

Simon  Litman. — In  his  discussion  of  Professor  Royal  Meeker's 
paper,  Professor  Irving  Fisher  placed  before  us  a  chart  showing  the 
upward  movement  of  two  curves,  one  representing  the  amount  of  cur- 
rency in  circulation  and  the  other  the  general  level  of  commodity 
prices,  the  inference  being  that  the  rise  of  the  latter  is  conditioned  by 
the  first.    I  can  not  but  think  that  very  little  is  to  be  gained  by  either 
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the  drawing  or  the  study  of  such  charts.  It  seems  to  me  that  it  is  idle 
to  conduct  searching  inquiries  into  the  relation  between  currency  and 
prices  without  considering  at  the  same  time  credit  instruments  which 
play  a  much  more  important  role  than  money  in  modern  business  trans- 
actions. It  is  irrelevant  whether  the  lag  of  the  rise  in  prices  is  two 
months  behind  the  rise  in  the  amount  of  currency,  as  Professor  Fisher 
was  able  to  establish  for  the  United  States,  or  whether  it  is  three 
months,  as  Professor  Nicholson,  by  using  quarterly  periods,  found  for 
England.  Very  little  light  is  thrown,  by  ascertaining  these  facts,  on 
the  fundamental  question  as  to  what  caused  the  rise  in  prices.  A 
chart  like  the  one  presented  by  Professor  Fisher  is  misleading  unless 
it  is  prefaced  by  a  definite  statement  of  its  limitations.  It  is  mis- 
leading because  it  has  all  the  appearance  of  graphically  presenting 
the  reason  for  the  advance  in  prices  while  in  reality  it  may  do  nothing 
else  than  show  the  existence  of  two  concurrent  phenomena,  the  causes 
for  which  must  be  sought  elsewhere. 

It  is  hardly  necessary  for  me  to  discuss  here  what  have  been  some 
of  the  causes,  besides  inflation,  which  have  produced  the  upward  trend 
of  commodity  prices :  the  withdrawal  of  a  large  amount  of  capital  and 
labor  from  productive  occupations,  the  increased  demand  for  many 
commodities,  the  destruction  of  goods  in  the  war  zones  and  on  the  seas 
due  to  the  sinking  of  cargo  laden  ships  by  submarines  and  mines.  It 
is  true  that  these  causes  do  not  lend  themselves  to  plotting  on  charts, 
but  this  should  not  prevent  one  from  keeping  them  constantly  in  mind 
when  one  deals  with  the  problem  of  war  prices. 

Professor  Royal  Meeker's  painstaking  construction  of  the  Index  of 
the  Cost  of  Living  is  somewhat  impaired  by  the  fact  that  the  laborer's 
provision  basket  does  not  contain  at  any  given  time  all  the  commodities 
which  Professor  Meeker  uses  in  making  his  computations.  Unless  one 
takes  account  of  substitution  and  of  elimination  which  occur  with  the 
advance  in  prices  one  does  not  gain  a  correct  view  of  the  situation. 
The  laborer  and  his  family  may  have  been  consumers  of  eggs,  butter, 
and  milk  when  certain  prices  for  these  products  prevailed;  but  with 
rising  prices  they  disappear  from  the  workingman's  table,  other  less 
expensive  goods  taking  their  place.  The  difficulties  of  keeping  track 
of  such  changes  are  undoubtedly  great,  but  for  the  sake  of  accuracy 
it  is  worth  while  to  point  them  out;  the  effect  of  these  changes  upon 
the  laborer's  diet  and  upon  his  ability  to  make  both  ends  meet  is 
obvious. 


I 


SECURING  THE  INITIATIVE  OF  THE  WORKMAN 

Industrial  and  National  Organic  Unity  a  Necessity  for  De- 
veloping Individual  Initiative 

By  Robert  B.  Wolf,  M.E. 
The  Emergency  Fleet  Corporation 

The  present  labor  unrest  is  the  natural  result  of  diverting  the 
creative  instinct  of  the  workmen  from  constructive  into  destructive 
channels.  The  repressive  form  of  most  of  our  industrial  organi- 
zations is  responsible  for  this  state  of  affairs. 

The  remedy  lies  in  making  our  industrial  organizations  demo- 
cratic so  that  the  workmen  will  have  a  voice  in  the  determination 
of  working  conditions. 

Until  we  have  changed  the  autocratic  character  of  our  indus- 
tries (which  really  dominate  the  political  situation),  it  will  be 
impossible  to  have  a  democratic  society. 

By  a  democratic  society  I  mean  that  form  of  social  structure 
which  encourages  and  aids  the  growth  of  the  creative  spirit  in  man, 
expressing  itself  through  the  trades  and  professions  and  the  or- 
ganized industries. 

This  I  do  not  believe  can  be  accomplished  until  the  executive, 
legislative,  and  judicial  functions  of  the  government  cooperate 
with  the  trades  and  professional  associations  and  industrial  organi- 
zations to  give  greater  opportunity  for  the  free  expression  of  in- 
dividuality. When  this  is  done  we  shall  have  an  organization  of 
society  based  upon  respect  for  the  individual,  which  is  the  only 
true  democracy. 

Not  until  the  workman,  however,  is  conscious  of  his  own  part 
in  the  whole  production  process  will  he  become  interested  in  his 
work  and  begin  to  think  and  to  plan  how  to  improve  the  operating 
conditions.  Improvement  implies  change,  but  no  change  can  come 
except  by  expression  of  creative  effort — either  generic  or  individ- 
ual. Generic  change  is  the  kind  exhibited  by  nature  in  all  of  her 
infinite  activities,  and,  as  modern  science  has  conclusively  demon- 
strated, operates  always  according  to  exact  predetermined  law. 

Modern  industry,  however,  while  it  must,  of  course,  conform  to 
the  natural  laws  inherent  in  the  raw  materials,  is  primarily  con- 
cerned with  individual  creative  effort.  Industry  is  artificial  and 
has  to  do  with  conditions  which  do  not  occur  spontaneously  in  na- 
ture ;  in  other  words,  the  creative  power  which  sustains  our  civili- 
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zation  and  prevents  it  from  reverting  back  to  nature  resides  in  the 
originating,  selecting,  and  adapting  faculty  of  the  human  intellect, 
but — and  here  is  the  crux  of  the  whole  matter — this  faculty  of 
mental  creativeness  is  not  confined  to  a  few  individuals  who  are  in 
charge  of  our  industries.  It  is  common  to  all  mankind.  Proof  of 
this  statement  lies  in  the  fact  that  the  majority  of  our  industrial 
leaders  have  risen  from  the  ranks. 

What  right  have  we  then  to  expect  a  high  development  of  pro- 
ductive (creative)  effort  when  we  limit  the  intelligent  handling  of 
materials  and  forces  to  the  few  who  autocratically  claim  it  as  their 
right  to  dominate  the  wills  of  others,  especially  when  their  con- 
tact with  the  actual  work,  because  of  the  increasing  size  of  our 
industrial  organizations,  is  becoming  constantly  more  remote? 
Of  course,  we  must  have  leaders ;  otherwise  there  can  be  no  organi- 
zation, but  leading  is  vastly  different  from  driving.  "Teach,  don't 
boss"  is  a  sign  we  see  posted  in  industrial  plants  quite  frequently 
in  these  days,  ard  it  is  one  of  the  healthy  "signs". of  the  times. 

When  our  industrial  leaders  become  our  industrial  teachers,  then 
will  "the  will  of  man"  be  a  much  greater  factor  in  the  universal 
creative  plan. 

Just  so  long  as  the  majority  of  workmen  are  using  their  brains 
merely  to  direct  their  bodies  and  are  doing  work  which  requires 
little  or  no  thought,  just  so  long  shall  we  have  industrial  unrest. 
Man  is  not  an  animal,  but  a  free,  self-determining  mental  centre  of 
consciousness  who  has  the  power  to  work  with  or  against  the  nat- 
ural law  of  evolution ;  that  is,  constructively  or  destructively.  If 
he  had  not  this  power,  he  could  not  become  conscious  of  the  law, 
for  he  must  know  its  negative  as  well  as  its  positive  aspect.  He 
can  only  learn  the  negative,  however,  by  a  process  of  trial  and  er- 
ror. Naturally  then,  without  an  opportunity  of  first-hand  experi- 
mentation in  industries,  there  can  be  no  real  intelligent  industrial 
growth.  The  autocratic  industrial  methods  of  Germany,  which 
caused  her  notorious  lack  of  inventive  spirit,  have  taught  us  this. 
We  must  not  fail  to  profit  by  the  lesson. 

The  short-sighted  employer  may  prevent  his  employees  from 
using  their  brains  at  their  work,  and,  because  of  this,  hold  their 
compensation  down  to  a  low  level.  There  is  no  advantage  in  so 
doing,  however,  for  the  result  of  the  attempt  to  repress  individual 
initiative  is  simply  to  deflect  creative  power  into  destructive  chan- 
nels. 

This  autocratic  domination  of  the  wills  of  the  workmen,  by 
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preventing  free  self-expression,  is  the  cause  of  practically  all  the 
destructive  forces,  exhibiting  themselves  in  certain  phases  of  Bol- 
sheviki  and  I.  W.  W.  movements.  The  creative  process  in  the  in- 
dividual cannot  be  suppressed — it  can  only  be  deflected  (per* 
verted)  into  useless  or,  worse  still,  destructive  channels. 

A  comparison  between  the  human  being  and  a  steampower  plant 
illustrates  what  I  mean.  The  internal  energy  of  the  power  plant 
comes  from  properly  bringing  together  fuel,  air,  and  water.  The 
energies  released  from  these  elements  result  in  steam  pressure, 
which  can  be  conducted  to  the  cylinders  of  the  engine.  If,  how- 
ever, the  steam  pipe  leading  to  the  engine  becomes  plugged,  and 
we  continue  to  feed  fuel  into  the  boilers,  we  must  allow  the  steam 
to  escape  and  dissipate  itself  into  the  surrounding  atmosphere. 
The  word  dissipate  is  significant  when  applied  to  men.  If  this 
relief  be  not  provided,  the  accumulated  pressure  will  build  up  and 
the  whole  plant  will  explode  and  destroy  itself,  and  may  destroy, 
at  the  same  time,  many  other  devices  that  are  useful  to  man. 

The  employer  who  closes  the  avenues  to  constructive  work,  by 
preventing  the  employee  from  consciously  expressing  his  individ- 
uality in  his  day's  work,  is  no  more  intelligent  than  the  engineer 
who  shuts  off  the  steam  valve  leading  to  the  engine  and  sits  on  the 
safety  valve  of  the  boiler. 

Natural  laws  must  always  operate,  and  if  disobeyed,  destruction 
is  sure  to  follow.  Providence  gave  to  man  the  power  to  work  with 
the  natural  law  or  against  it,  and  for  this  reason  the  exact  oper- 
ation of  this  law  had  to  be  predetermined.  The  great  law  of  evo- 
lution is  for  man's  benefit,  for  nature  serves  him  in  propor- 
tion to  his  knowledge  and  intelligent  use  of  her  laws.  He  could 
not  increase  his  knowledge  of  the  law,  however,  if  it  changed  from 
day  to  day. 

The  higher  creative  power  in  man  is  a  mental  process,  and  lies 
in  his  intelligent  adaptation  of  means  to  ends.  He  cannot  create 
matter  or  force,  but  once  he  has  learned  how  nature  works,  by 
study  and  conscious  observation  of  the  laws  underlying  natural 
phenomena,  he  can  tell  what  must  be  done  in  order  to  create  com- 
binations of  material  elements  that  do  not  occur  spontaneously. 
This  is  what  the  horticulturist  does.  He  studies  nature's  laws  in 
action  and  then  works  with  them.  For  instance,  the  wonderful 
juicy  peach  of  today  was  literally  created  by  the  specializing  fac- 
ulty of  the  will  of  man.  An  uncultivated  orchard  will  revert,  how- 
ever, to  its  original  wild  state  when  not  attended  by  man.    Wc  are 
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beginning  to  realize  through  the  aid  of  modern  science  the  truth 
of  the  world-old  proverb  that  "nature  unaided  fails." 

I  will  give  a  different  illustration  from  the  wood-pulp  industry. 
A  number  of  years  ago  the  cooks  who  handled  the  digesters  in 
which  the  wood  chips  are  disintegrated  discovered  the  natural  law 
that,  if  the  strength  of  the  cooking  acid  was  increased,  we  could 
cook  in  a  shorter  time.  Because  of  the  careful  records  kept  by 
our  organization,  this  information,  which  was  available  to  the 
acid  makers,  enabled  them  to  recall  the  fact  that  we  were  able  to 
make  stronger  acid  in  winter  than  we  could  in  summer.  From 
this  we  saw  that,  if  we  could  create  by  artificial  means  the  same 
low  temperatures  in  our  absorbing  systems  in  summer  that  we  had 
in  winter,  we  should  have  a  uniformly  strong  acid  all  the  year 
around. 

As  natural  laws  never  change,  we,  of  course,  could  prophesy 
what  would  happen  if  these  temperatures  were  reduced,  but,  what 
is  more  important,  we  could  calculate  the  size  of  the  refrigerating 
plant  needed  to  exactly  reproduce  the  winter  conditions  during  the 
summer  months. 

Because  of  this  accumulated  knowledge  of  natural  law,  we  in- 
stalled a  refrigerating  plant  which  cost  us  nearly  $60,000,  and 
paid  for  it  out  of  the  increased  earnings  in  about  three  months. 

While  I  could  give  many  other  illustrations  of  a  similar  nature, 
this  one  illustrates  what  is  meant  by  the  creative  power  of  the  in- 
tellect, and  how,  while  man  does  not  create  material  substance,  he 
does  create  combinations  of  material  substances  which  could  not 
exist  without  the  aid  of  his  powers  of  observation  and  selection. 

We  cannot  logically  accept  the  point  of  view  that  man's  only 
mission  in  life  is  to  reproduce  his  kind ;  so,  obviously,  his  creative 
power  must  have  another  outlet.  What  other  outlet  can  there  be 
than  that  of  mental  creativeness,  illustrated  above? 

The  more  progressive  manufacturers  are  realizing  this,  as  in- 
dicated by  a  recent  utterance  at  the  Chamber  of  Commerce  meet- 
ing at  Atlantic  City  by  one  of  the  largest  employers  of  labor  in 
the  country.    What  he  said  was : 

"I  believe  that  that  man  renders  the  greatest  social  service  who  so 
cooperates  in  the  organization  of  industry  as  to  afford  to  the  largest 
number  of  men  the  greatest  opportunity  for  self-development  and  the 
enjoyment  by  every  man  of  those  benefits  which  his  own  work  adds 
to  the  wealth  of  civilization." 

This  quotation  indicates  clearly  that  industries  are  beginning  to 
develop  along  truly  educational  lines,  which,  of  course,  means  fur- 
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Dishing  men  throughout  the  entire  production  division  with  prog- 
ress records  of  their  own  individual  operations,  as  well  as  educat- 
ing them  to  a  knowledge  of  the  relationship  of  their  work  to  the 
finished  product.  This  is  being  done  in  a  number  of  manufactur- 
ing plants  with  great  success,  and,  furthermore,  it  is  being  done 
in  many  instances  in  cooperation  with  organized  labor.  Naturally, 
this  insures  a  democratic  handling  of  the  situation,  for  the  work- 
men have  a  chance,  through  their  unions,  to  have  a  voice  in  the 
determination  of  the  manufacturing  standards.  The  great  prob- 
lem in  industry  today  is  how  these  organizations  can  be  brought 
to  realize  that  their  members  will  only  attain  industrial  freedom 
and  material  prosperity  when  they  direct  their  main  energies  to 
the  creation  of  wealth  instead  of  to  its  distribution.  Capital  is 
simply  a  medium  through  which  society  can  give  material  compen- 
sation to  the  individual  for  services  rendered.  It  is  an  effect,  not 
a  cause. 

Ex-President  Taft,  in  an  editorial  in  the  Philadelphia  Public 
Ledger,  recently  pointed  out  that :  "Organization  of  labor  has  be- 
come a  recognized  institution  in  all  the  civilized  countries  of  the 
world.  It  has  come  to  stay ;  it  is  full  of  usefulness,  and  is  neces- 
sary to  the  laborer." 

This  being  the  case,  is  not  the  employer  who  opposes  the  move- 
ment extremely  short-sighted? 

A  manufacturing  industrial  unit  divides  naturally  into  three 
main  divisions — supply,  production,  and  administration.  For  con- 
venience in  presenting  the  subject,  I  have  symbolized  these  divi- 
sions on  the  accompanying  diagrams,  so  it  will  not  be  necessary 
to  incorporate  in  the  text  of  this  paper  a  detailed  description  of 
the  diagrams,  which  are  fully  explanatory  in  themselves.  It  will 
be  noted  that  the  main  function  of  the  administration  division  is 
to  provide  an  environment  in  which  the  greatest  possible  number 
of  men  in  the  production1  division  have  the  very  best  opportunity 
to  express  their  individual  creative  power  in  constructive  work. 
And  it  is  the  main  function  of  the  supply  division  to  provide  a 
sufficient  quantity  of  the  most  suitable  materials  in  order  that  the 
highest  type  of  organized  creative  power  can  be  developed. 

I  am  using  these  illustrations  from  actual  industry  to  point  out 

i  Broadly  speaking  of  course,  "production"  covers  all  the  activities  of  the 
organization.  For  the  purpose  of  this  analysis  however  it  is  used  in  its  re- 
stricted sense  as  applying  to  the  immediate  conversion  of  raw  materials  into 
the  finished  product. 
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what  seems  to  me  is  an  obvious  fact;  namely,  that  as  the  unit  of 
which  the  individual  plant  is  composed  is  the  man,  and  the  unit  of 
which  the  large  corporation  is  composed  is  the  individual  plant  or 
department,  so,  in  the  natural  course  of  evolution,  the  corporations 
most  unite  into  industrial  associations,  which  reflect  their  par- 
ticular kind  of  creative  activity  in  society — society  being  rep- 
resented in  its  organized  aspect  as  government. 

There  is  this  fundamental  difference  between  the  industrial  plant 
and  government;  namely,  that,  while  the  administrative  division 
of  the  industrial  plant  organized  material  substances  by  conscious- 
ly bringing  together  raw  materials  and  men,  the  function  of  the 
administrative  (executive)  branch  of  the  government  is  to  organize 
humanity  by  consciously  bringing  men  into  contact  with  industrial 
organizations.  The  substance  of  which  society  is  composed  is 
man.  Men,  however,  in  order  to  express  their  particular  kind  of 
creativeness,  naturally  associate  themselves  into  varied  types 
of  industries,  so  that  the  industrial  aspect  of  our  governmental 
organization  should  be  represented  by  the  legislative  or  planning 
function. 

Believing  that  the  principles  underlying  industrial  organization 
can  be  applied  to  the  organization  of  political  and  social  structure, 
I  am  taking  the  liberty  of  comparing  the  functions  of  organized 
industry  with  what  it  seems  to  me  can  become  the  functions  of 
organized  society.  In  doing  this  I  realize  that  I  am  trespassing 
upon  economic  ground,  which,  as  an  engineer  and  a  manufacturer, 
I  should  perhaps  know  enough  to  keep  off  of.  I  feel,  however,  that 
the  principles  of  individuality  are  universal,  and  if  we  are  to  or- 
ganize society  to  permit  the  exercise  of  freedom,  it  must  be  done 
according  to  laws  which  are  fundamental  and  capable  of  demon- 
stration in  the  world  of  material  things.  When  we  get  into  the 
mental  realms,  we  must,  of  course,  resort  to  analogy  in  order  to 
clarify  our  conceptions  and  make  them  practical. 

The  first  set  of  diagrams  illustrates  the  principles  of  industrial 
organization,  and,  as  they  are  fully  described  on  the  cuts,  it  will 
be  unnecessary  to  explain  them  further. 

The  second  set  of  diagrams,  which  are  also  fully  described,  sug- 
gest a  way  of  applying  the  same  principles  upon  which  the  indi- 
viduality of  the  industrial  organization  is  built  to  the  individuality 
of  the  government  itself.  The  titles  that  have  been  applied  to 
these  various  headings  are,  of  course,  merely  suggestive,  and  have 
been  chosen  because  they  describe  the  kind  of  function  which  it 
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seems  to  me  should  be  performed  by  the  three  main  divisions  of 
government. 

It  will  be  noted  that  under  each  of  these  headings  I  have  sug- 
gested that  representatives  of  the  three  aspects  of  society  be  in- 
cluded. Many  of  course,  represents  the  substance  of  which  so- 
ciety is  composed;  industry  (used  in  its  larger  sense)  symbolizes 
the  organization  of  men  under  a  multiplicity  of  different  aspects 
of  creative  activity,  and  government  represents  the  organization  of 
society  to  produce  unity  of  action  within  the  nation. 

While  all  three  of  these  aspects  of  society  are  included  in  each 
of  the  headings,  the  dominant  note  in  each  subdivision  is  indicated 
by  the  one  which  appears  at  the  top.  As  an  aid  to  show  the  re- 
lationships, I  have  numbered  society  1,  industry  2,  and  man  S. 

Is  it  not  true  that  before  we  can  fully  secure  the  initiative  of. 
the  workman — I  use  the  word  "workman"  in  its  larger  sense  to  in- 
clude all  of  humanity — we  must  conceive  of  the  judicial  function 
of  the  government  as  primarily  adjudging  merit  instead  of  de- 
merit? I  believe  its  main  function  should  be  the  determination  of 
just  reward  for  services  rendered,  for  if  men  were  working  in  an 
environment  which  gave  full  opportunity  for  individual  self-ex- 
pression, there  would  be  very  little  destructiveness  to  punish. 

In  order  that  the  courts  can  function  in  this  way,  however,  the 
legislative  bodies  must  change  their  repressive  character  by  mak- 
ing laws  for  aiding  industrial  development  rather  than  laws  which 
hinder.  When  the  industries  cease  exploiting  humanity  and  rec- 
ognize that  the  basic  reason  for  their  existence  is  to  provide  the 
best  possible  environment  for  the  development  of  mankind,  then 
it  will  be  safe  to  make  the  organization  of  industry  legitimate. 

Of  course,  this  would  not  have  been  a  safe  thing  to  do  until 
humanity  had  been  organized  into  the  trades  and  professions. 
What  has  occurred  in  Germany  is  proof  of  this,  for  in  that  unfor- 
tuhate  country  autocracy  captured  industry  and  dominated  it  be- 
fore man  himself  had  learned  to  organize  for  his  own  protection. 
There  is  no  reason  for  believing  that  the  results  would  have  been 
otherwise  in  this  country  if  the  Sherman  anti-trust  law  had  not 
prevented  the  industrial  combinations  from  forming  first.  May  I 
suggest  that  this  is  perhaps  the  reason  for  this  law,  which  has 
now  become  inoperative  by  the  action  of  the  government  itself 
when  it  became  necessary  to  marshall  the  creative  forces  of  the 
nation  in  the  great  war  emergency?  To  marshall  these  forces  the 
government  authorities  did  two  things : 


Securing  the  Initiative  of  the  Workman  189 

1.  They  called  upon  the  practical  men,  the  representatives  of 
the  workmen,  the  engineers  and  scientists  to  tell  them  what  to  do 
and  how  to  do  it.  They  asked  those  men  to  build  up  organizations 
to  direct  the  industrial  operations  of  the  country.  Gradually  this 
group  of  men,  whose  training  had  made  them  masters  of  the  ma- 
terial forces,  began  to  accumulate  information  which  enabled  them 
to  know  what  the  nation's  resources  actually  were.  They  encour- 
aged the  producers  to  organize  into  associations  to  aid  them  in 
making  a  complete  survey  of  the  field  of  resources  and  require- 
ments, and  in  this  way  were  able  to  determine  which  organizations 
had  the  greatest  capacity  to  render  service.  The  legislative  branch 
of  the  government  was  acting  under  the  direction  of  these  bureaus 
of  industrial  leaders  for  the  simple  reason  that  it  could  not  act 
intelligently  without  them. 

How  can  we  expect  to  get  intelligent  legislation  in  peace  times 
without  this  same  cooperation  between  nationally  organized  in- 
dustry and  the  national  legislative  body? 

2.  The  second  thing  the  government  did  was  to  administer  the 
finances  of  the  country  in  such  a  way  that  credit  was  extended  to 
those  who  were  estimated  to  have  the  greatest  capacity  to  render 
service.  Without  this  executive  power  to  administer  credit  where 
needed,  little  could  be  accomplished  for  it  had  to  be  administered 
for  the  good  of  the  whole  country.  Why  then  isn't  this  a  necessary 
peace-time  executive  function  also? 

With  the  government  administration  of  credit  for  the  benefit 
of  society,  the  interest  charges  would  naturally  be  made  as  light 
as  possible  in  order  to  reduce  the  burden,  and  thereby  stimulate 
creative  enterprise. 

With  legislative  cooperation  to  aid  organized  industry,  and 
judicial  assistance  to  determine  just  compensation  for  services  that 
have  been  rendered  by  individuals,  the  executive  branch  of  the  gov- 
ernment could  administer  credit  for  the  benefit  of  all.  Credit  capi- 
tal did  not  exist  until  we  had  associated  enterprise,  and  its  func- 
tion is  to  form  a  medium  through  which  society  can  measure  its 
indebtedness  to  the  individual  for  services  rendered.  It  is  one  of 
the  most  subtle  forces  we  have  at  our  command  for  it  transmits 
mental  impulses  and  therefore  measures  mental  relationships  pri- 
marily. While  we  refer  it  to  gold  in  order  to  give  it  a  material 
basing,  as  it  were,  nevertheless  it  is  so  fluidistic  and  reflective  of 
human  creative  spirit  that  it  can  only  be  expressed  in  symbols 
such,  for  instance,  as  an  entry  in  ledger  or  an  engraved  certifi- 
cate of  indebtedness. 
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I  wish  to  state  right  here  that  I  am  not  in  favor  of  governmental 
domination  by  any  particular  political  party.  My  personal  feel- 
ing is  that  what  has  been  advocated  by  a  certain  type  of  political 
socialism  will  not,  in  any  way,  lead  us  out  of  our  difficulties.  I 
am  an  individualist,  and  believe  in  the  fullest  possible  opportunity 
for  individual  self-expression,  but  I  feel  absolutely  certain  that,  as 
the  individuality  of  the  industrial  organization  must  be  developed 
in  order  to  give  full  opportunity  for  the  development  of  the  indi- 
vidual workman,  so  must  the  individuality  of  the  nation  be  de- 
veloped if  we  are  to  give  full  opportunity  for  the  development  of 
the  individual  industrial  organizations  and  the  individuals  of 
which  those  industrial  organizations  are  composed. 

The  law  is  always  the  same;  namely,  that  any  individual  center 
of  consciousness  expressing  life,  in  order  to  express  life  in  its  full- 
ness, must  be  organized  so  that  it  is  conscious  of  its  inner  organic 
unity  and  of  its  outer  environment;  that  is,  what  is  going  on 
within  the  organism  itself  and  of  the  external  effect  of  its  actions. 

The  three  aspects  of  individuality,  as  indicated  by  the  diagrams, 
consist  of,  first,  substance,  then  substance  organized  under  a  multi- 
plicity of  individualized  activities,  which  perform  the  special  func- 
tions to  enable  the  whole  to  become  finally  a  conscious  umty  for 
expressing  itself  in  constructive  service  for  advancing  the  welfare 
of  the  world. 

Surely  an  association  of  nations  based  upon  this  conception  of 
rendering  service  need  not  think  of  a  type  of  internationalism 
which  does  away  with  national  characteristics.  Those  groups 
which  logically  and  naturally  should  work  together  must  form 
themselves  into  individual  societies  or  governments ;  otherwise,  the 
progress  of  the  human  race  will  not  be  individual  but  generic. 
The  individuality  of  the  nation  must  be  just  as  carefully  and  con- 
scientiously developed  as  the  individuality  of  the  plant  in  the 
larger  corporations,  or,  as  the  individuality  of  the  department 
within  the  plant  or  the  man  within  a  department.  When  each 
nation  realizes  that  its  growth  in  creative  power  depends  upon 
its  cooperation  with  other  nations  for  the  welfare  of  the  whole 
world,  the  attitude  of  exploitation  which  has  dominated  national 
life  in  the  past  will  disappear,  for  it  will  be  soon  that  the  greater 
the  service  rendered  by  the  nations,  the  greater  the  reward,  and 
that  no  true  growth  can  come  to  any  individual  organism  that 
does  not  recognize  this  principle,  whether  the  organism  be  a  man, 
an  industry,  a  state,  or  a  nation. 
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In  concluding  this  paper,  I  wish  to  state  that  I  am  offering  these 
suggestions  for  developing  national  consciousness,  fully  realizing 
that  the  solution  is  a  problem  of  gradual  evolution  and  can  only 
be  solved  successfully  when  many  minds  are  at  work  upon  it,  each 
completing  and  correcting  one  another.  It  is  the  world-old  ques- 
tion of  the  relationship  of  the  individual  life  to  the  universal  life, 
which,  to  my  mind,  will  not  be  solved  until  we  understand  the  prin- 
ciples underlying  individuality,  that  is,  how  the  greater  life  can 
include  the  lesser  without  hindering,  but  aiding  its  development. 

The  problem  is  not  impossible  of  solution,  however,  for  man  is 
the  product  of  the  whole  evolutionary  movement  and  therefore 
must  contain  the  essence  of  it  within  himself.  He  is  destined  to 
become  conscious  of  his  own  part  in  the  great  plan  of  cosmic  evo- 
lution; for  it  is  only  as  he  consciously  reflects  the  universal  life 
that  he  can  understand  its  meaning. 

A  vitalized  form  of  organization  and  order  must  therefore  take 
the  place  of  the  present  unorganized  state  of  society  if  man  is  to 
develop  to  the  full  his  latent  creative  powers. 

Note. — Other  articles  by  Mr.  Wolf,  describing  the  details  of  his  organiza- 
tion may  be  found  as  follows: 

"Making  Men  Like  Their  Jobs,"  System,  Jan.  and  Feb.,  1919. 

ttNon-Financial  Incentives,"  Amer.  Society  of  Mechanical  Engineers,  N.  Y. 
City. 

"The  Creative  Workman,"  Technical  Ass'n  of  the  Pulp  and  Paper  Industry, 
1S1  East  23d  St,  New  York  City. 

"Individuality  in  Industry,"  "Discussion  on  Beating  Paper  Stock,"  and 
"Control  and  Consent,"  in  Bulletins  of  the  'Taylor  Society,"  Aug.,  1915,  Oct, 
1916,  and  Mar.,  1917,  "Boxleigh,"  Chestnut  Hill,  Pa. 


A  LEGAL  DISMISSAL  WAGE 

By  Edward  Alsworth  Ross 
University  of  Wisconsin 

The  old  Russian  Government — which  was  a  conspiracy  for  help- 
ing the  great  capitalists  and  landowners  to  hold  down  and  exploit 
the  producing  mass,  though,  to  be  sure,  these  magnates  were  often 
enough  sick  of  the  corruption  and  wickedness  of  the  bureaucracy 
that  safeguarded  their  economic  interests — withheld  from  Russian 
workingmen  the  right  to  strike  by  requiring  them  to  give  their 
employer  a  certain  number  of  days'  notice  before  quitting  his  em- 
ploy. In  order  to  appear  to  "tote  fair"  between  labor  and  capital, 
the  old  regime  offset  this  by  a  law  requiring  the  Russian  employer 
to  pay  his  dismissed  employee  for  two  weeks  beyond  the  term  of 
employment. 

After  the  revolution  there  was  an  endeavor  to  enforce  this  law 
and  to  give  the  dismissed  workman  a  right  to  a  month's  wages  in- 
stead of  a  fortnight's  wages.  In  a  number  of  industries  the  month 
of  leeway  was  established  by  joint  agreement.  In  the  typographic 
industry  masters  and  men  agreed  to  a  three  months'  minimum 
term  of  employment.  When  I  was  at  Baku  the  hundred-odd  oil 
firms  were  concluding  an  agreement  with  their  70,000  employees 
which  stipulated,  among  other  things,  that  on  dismissal  an  em- 
ployee should  receive  a  month's  pay  for  every  year  he  had  been  in 
the  service  of  the  firm.  The  employers  made  no  protest  on  this 
point  for  it  simply  made  general  a  practice  which  long  had  been 
followed  by  the  best  oil  companies. 

In  some  cases  the  demands  went  pretty  far.  A  large  American 
manufacturing  concern  near  Moscow  was  asked  by  its  men  to  pay 
three  months'  dismissal  wages  for  every  year  of  service.  On  the 
break-up  of  the  office  force  of  a  certain  American  life  insurance 
company  with  headquarters  in  Petrograd  the  men  put  in  a  claim 
for  six  months'  pay  all  around. 

I  do  not  know  how  the  dismissal  wage  idea  has  fared  under  the 
new  industrial  order  in  Russia  and  I  have  little  information  as  to 
its  actual  working  during  the  troublous  time  in  1917  before  the  old 
order  was  broken  up.  But  I  believe  that  it  rests  on  a  sound  prin- 
ciple and  deserves  to  be  seriously  considered  as  a  means  of  stabil- 
izing industrial  relations  in  this  country. 

In  a  mature  and  humane  civilization  great  importance  is  at- 


A  Legal  Dismissal  Wage  188 

tached  to  the  economic  security  of  the  individual.  As  the  civil 
service  develops,  the  public  employee  is  protected  in  various  ways 
against  abrupt  and  undeserved  dismissal.  In  universities  it  is 
customary  to  notify  the  instructor  some  time  in  advance  of  the 
termination  of  his  employment.  The  professor  is  usually  given  a 
year's  notice  or  else  his  salary  is  continued  for  at  least  a  half 
year  after  his  services  are  dispensed  with.  School  boards,  hos- 
pitals, churches,  and  non-gainful  organizations  generally,  feel 
that  it  is  indecent  to  cut  off  a  faithful  servant  without  giving  him 
a  reasonable  time  to  look  around  for  another  place.  Even  from 
private  employers  professional  men  are  usually  able  to  secure  an 
agreement  not  to  end  relations  without  a  month  or  more  of  notice. 
On  the  other  hand,  the  practice  of  American  industrial  employ- 
ers is  really  amazing  in  its  lack  of  consideration  for  the  worker 
found  superfluous.  No  doubt  many  firms  take  a  pride  in  building 
up  and  maintaining  a  stable  labor  force  and  give  serious  attention 
to  the  plight  of  the  man  they  have  to  drop.  But  the  average  em- 
ployer seems  to  give  himself  not  the  slightest  concern  as  to  what 
is  to  become  of  the  worker  let  out  through  no  fault  of  his  own. 
I  have  heard  of  a  firm  long  aware  of  the  necessity  of  curtailment 
waiting  till  half  an  hour  before  the  evening  whistle  blew  to  post  a 
notice  throwing  hundreds  of  men  out  of  a  job  for  an  indefinite 
time. 

Since  Americans  are  not  generally  inhumane,  the  barbar- 
ous "firing"  policy  so  characteristic  of  our  industries  can  be  ac- 
counted for  only  as  a  revival  from  the  time  of  the  small  concern 
when  the  competent  workman  let  out  could  walk  around  the  corner 
and  get  a  job  just  as  good.  That  such  is  not  the  case  today  may 
be  learned  simply  by  interviewing  a  number  of  workingmen  as  to 
what  loss  of  job  has  meant  to  them.  What  tales  of  tramping  the 
streets  looking  for  work,  of  rushing  hither  and  thither  on  a  rumor 
that  this  firm  or  that  is  taking  on  men,  of  returning  night  after 
night  worn  out  and  discouraged  to  an  anxious  family,  of  the  sharp 
cutting  down  of  household  expenses,  the  begging  of  credit  from 
butcher  and  grocer,  the  borrowing  of  small  sums  from  one's  cro- 
nies, the  shattering  of  the  hopeful  plans  for  the  children!  Here 
are  real  tragedies,  hundreds,  nay  thousands,  of  them  a  year  in 
our  larger  centers,  yet  the  general  public  goes  its  way  quite  un- 
conscious. No  wonder  among  wage  earners  the  bitter  saying  is 
rife:  "A  workingman  is  a  fool  to  have  a  wife  and  kids." 
What   of   the   far   greater  number   who   are   employed   con- 
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tinuously  but  who  are  always  worrying  lest  they  lose  their  jobs 
without  warning?  From  conversation  with  wage  earners  one 
gathers  that  fear  of  finding  a  blue  slip  in  the  pay  envelope  really 
poisons  life  for  multitudes.  So  long  as  many  employing  concerns 
move  in  their  present  ruthless  inscrutable  way,  not  deigning  to 
give  their  men  any  advance  hint  of  what  will  happen  to  them, 
there  will  be  resentment  and  unrest  in  the  ranks  of  labor,  no  mat- 
ter how  reasonable  the  hours  and  pay. 

The  tragedy  in  the  situation  of  the  wage  earner  in  the  modern 
industrial  organization  has  been  his  insecurity.  Step  by  step  we 
have  lessened  this.  Mechanics  lien  laws  did  away  with  the  risk 
of  losing  his  pay,  postal  savings  banks  with  the  risk  of  losing  his 
savings,  "safety  first"  with  the  risk  of  preventable  industrial  ac- 
cidents, accident  compensation  with  the  risk  of  losing  livelihood 
by  injury  in  his  work,  pensions  with  the  risk  of  a  destitute  old 
age.  The  chief  insecurity  which  remains  is  that  of  losing  one's 
job.  How  can  we  lessen  that?  Establish  for  the  workman  who 
has  been  with  the  employer  long  enough  to  establish  the  presump- 
tion that  he  is  of  value — say  six  months — the  legal  right  to  re- 
ceive a  fortnight's  free  wages  when  he  is  dismissed  without  fault 
on  his  part.  This  would  give  him  two  weeks  to  look  about  and 
find  himself  another  job.  Even  if  he  has  nothing  saved  up  and 
no  credit,  it  would  be  a  month  or  more  before  his  family  came  into 
acute  distress.  There  are  few  competent  men  who  cannot  find  a 
job  in  a  month  unless  times  are  hard,'  and  during  hard  times  their 
recourse  will  be  an  altogether  different  provision,  namely,  unem- 
ployment insurance.  Still  more  important,  however,  is  the  con- 
sideration that  the  man  who  has  made  good  on  the  job  and  con- 
tinues to  make  good  would  be  relieved  of  the  haunting  fear  of  off- 
hand dismissal.  It  will  not  pay  his  employer  to  fire  him  for  frivo- 
lous reasons,  and  if  business  is  slack  the  men  let  out  will  be  men 
recently  taken  on,  who  have  not  yet  established  the  right  to  the 
dismissal  wage. 

The  dismissal  wage  should  not  be  looked  upon  as  something  held 
bact  out  of  wages  which  a  man  will  never  get  unless  he  is  "fired." 
It  should  be  regarded  in  the  light  of  the  "compensation  for  dis- 
turbance" which  some  countries  allow  the  evicted  tenant  who  has 
farmed  the  land  well. 

Of  course  the  man  who  "fires  himself"  by  persistent  negligence 
or  misconduct  should  get  no  dismissal  wage,  and  since  an  unscrupu- 
lous employer  might  charge  fault  when  there  is  none,  there  will 
have  to  be  local  boards  to  hear  complaints  on  this  score. 
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The  employee  who  quits  of  his  own  free  will  to  take  a  better  job 
or  do  something  else  has  no  claim.  But  since  such  an  employee 
might  "soldier"  or  grow  careless  just  in  order  to  get  himself 
"fired,"  the  employer  must  have  the  right  to  escape  paying  him  a 
dismissal  wage  by  proving  to  the  local  board  that  he  is  "soldier- 
ing." As  a  matter  of  fact  no  workman  could  afford  to  get  the 
reputation  among  employers  of  being  that  kind  of  man. 

Until  we  have  accident,  sickness,  and  old-age  insurance,  incom- 
petency arising  from  accident,  sickness,  or  old  age,  would  not,  of 
course,  release  the  employer  from  the  obligation  to  pay  a  dismis- 
sal wage.  The  dismissal  wage  might  be  combined  with  a  system 
of  unemployment  insurance  by  providing  that  the  unemployment 
allowance  should  not  begin  until  the  end  of  the  term  for  which 
free  wages  are  paid. 

The  legal  dismissal  wage  should  not  become  involved  with  strikes 
and  lockouts.  Let  the  rule  be  that  the  striker  has  not  relinquished 
his  job  any  more  than  the  man  who  has  been  absent  on  account 
of  sickness.  When  the  man  resumes  his  job — whether  on  his  terms 
or  on  the  employer's — he  has  whatever  rights  he  had  when  he 
struck.  Only  in  case  he  applies  for  his  job  and  is  refused  is  he 
entitled  to  a  dismissal  wage.    If  he  never  applies,  he  gets  nothing. 

Let  the  lockout  be  looked  upon  as  if  it  were  a  temporary  stop- 
page owing  to  a  fire  or  a  dearth  of  fuel  or  raw  material.  When 
the  men  are  taken  on  again  all  is  as  before.  If  they  stay  away 
they  get  nothing.  If  they  are  refused  their  old  jobs  they  get  the 
dismissal  wage. 

If  the  employer  goes  bankrupt  his  men's  dismissal  wages  con- 
stitute precisely  the  same  kind  of  claim  on  his  assets  as  their  back 
wages. 

Since  an  employer  could  always  avoid  dismissing  a  man  by  cut- 
ting his  wages  to  so  low  a  point  that  the  man  would  quit  of  his 
own  accord,  the  cutting  of  a  competent  workman's  pay  below  the 
"going"  wage  for  the  time  and  place  should  be  construed  as  dis- 
missal. Likewise  when  an  employee  without  fault  is  reduced  to  a 
lower  position  in  the  works,  or  is  shifted  permanently  to  harder 
or  more  onerous  work,  the  workman  should  have  the  option  of 
staying  on  or  claiming  dismissal  pay  and  leaving. 

What  of  "lay  off"  when,  on  account  of  slack  business,  the  men 
dismissed  are  not  replaced?  Instead  of  dismissing  men,  let  the 
employer  cut  down  hours  uniformly  in  the  shop,  and  not  until  he 
cuts  them  below  half  time  shall  the  men  have  the  option  of  staying 
or  of  taking  their  dismissal  wage  and  leaving.    When  a  man  is 
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laid  off  because  there  is  not  enough  work  to  keep  him  busy  but 
the  job  is  supposed  to  be  held  open  to  him,  let  the  dismissal  wage 
payment  be  strung  out  through  six  weeks.  If  the  employer  has 
him  back  sooner  he  saves  himself  something. 

A  board  to  decide  all  such  questions  should  be  created  in  each 
industrial  community.  One  member  should  represent  employees, 
another  employers,  and  the  third  should  be  named  by  the  State 
Industrial  Commission. 

How  would  the  legal  dismissal  wage  affect  employers?  On  all 
hands  it  is  agreed  that  the  amount  of  labor  turnover  in  American 
industries  is  scandalous.  I  know  of  an  industry  employing  28,000 
men  which  not  long  ago  hired  and  "fired"  at  least  that  many  men 
a  year.  Fifty-seven  Detroit  plants  last  year  took  on  and  let  out 
two  and  a  half  times  as  many  men  as  they  carried  on  the  pay 
roll.  Few  employers  have  any  conception  of  what  they  lose  by 
such  a  turnover.  The  inquiries  of  M.  W.  Alexander  show  that 
the  hiring  of  22,031  unneeded  employees  in  twelve  factories  in- 
volved an  economic  waste  of  a  million  dollars,  that  is,  S%  per  cent 
of  the  total  wage  bill. 

The  obligation  to  pay  a  dismissal  wage  would  give  such  em- 
ployers a  motive  to  make  their  practice  conform  to  that  of  those 
thoughtful  and  humane  employers  who  have  brought  their  annual 
turnover  in  some  cases  down  to  80  per  cent,  with  profit  to  them- 
selves and  contentment  to  their  employees.  They  would  find  it 
paid  to  give  attention  to  human  engineering,  to  instal  employment 
managers  who  would  investigate  why  an  employee  is  doing  badly 
and  would  find  a  way  to  remove  the  cause.  Before  letting  a  man 
go  with  a  fortnight's  free  wages,  they  would  try  him  out  in 
different  positions  or  departments,  in  the  hope  of  finding  the  right 
place  for  him,  or  would  even  provide  him  with  the  instruction 
which  would  enable  him  to  make  good  on  the  job. 

Just  as  the  burden  of  accident  compensation  sinks  to  the  mini- 
mum in  the  case  of  the  employer  who  takes  the  most  pains  and 
goes  to  the  most  expense  to  eliminate  accidents  from  his  mill,  so 
the  burden  of  a  legal  dismissal  wage  will  be  least  on  the  employer 
who  picks  his  men  most  carefully,  tries  them  out  most  speedily, 
and  gives  the  most  care  to  building  up  a  permanent  labor  force. 
By  providing  the  worker  with  an  added  inducement  to  keep  a  good 
job  and  the  employer  with  an  added  inducement  to  keep  a  good 
man,  it  would  tend  to  stabilize  American  industry  and  favor  the 
survival  of  the  types  of  employer  and  worker  society  ought  most 
to  encourage. 


AFTER-WAR  READJUSTMENT:  LIBERATING  GOLD 

By  A.  C.  Miller 
Federal  Reserve  Board 

During  the  past  four  years  gold  has  sustained  a  most  serious 
fall  of  value.  Tested  by  price  levels  in  leading  markets,  it  has 
lost  about  one-half  of  its  purchasing  power  since  the  beginning 
of  the  European  War.  Never  before  in  its  history  has  gold  ex- 
perienced any  such  change  of  value  in  so  short  a  period  of  time. 
Moreover,  this  great  decline  in  its  value  has  not  been  occasioned 
by  an  increase  in  its  production.  While  the  value  of  gold  has  been 
falling,  its  production  has  been  declining  (the  decline  for  the  year 
1917  being  an  amount  equal  to  7  per  cent  of  the  gold  output  of 
1916,  the  estimated  production  for  1918  being  11  per  cent  below 
that  of  1917).  Contrary  to  previous  experience  it  is  the  fall  in 
its  value  that  has  occasioned  the  fall  in  its  production.  Gold 
mining  has  become  unprofitable,  except  for  the  best  situated  mines, 
because  of  the  diminished  purchasing  power  of  the  dollar. 

So  serious  a  decline  in  the  value  of  the  standard  is  naturally 
calculated  to  awaken  concern.  Unless  the  decline  is  to  be  treated 
as  a  transitory  phenomenon,  there  would  be  reasonable  ground  for 
dissatisfaction  with  the  continued  use  of  the  gold  standard.  Such 
dissatisfaction  was  voiced  even  before  1914,  because  of  the  insta- 
bility that  was  exhibited  by  the  gold  standard.  It  is  not  surpris- 
ing, therefore,  that  in  view  of  the  spectacular  decline  of  the  past 
four  years,  question  should  have  been  raised  as  to  the  continued 
desirability  of  the  gold  standard,  at  any  rate,  unless  some  method 
of  providing  protection  against  its  fluctuations  should  be  made 
a  part  of  it.  Looked  at  from  this  point  of  view  the  immediate 
problem  presented  by  the  gold  standard  is  that  of  restoring  its 
lost  value  and  insuring  the  stability  of  that  value. 

But  this  is  not  the  only  anxiety  that  has  been  occasioned  by  the 
peculiar  behavior  of  gold.  Fear  has  oftentimes  been  expressed 
that  the  vast  financial  and  credit  structure  that  has  been  built  up 
on  the  gold  basis  during  the  last  four  years  is  insecure  because  of 
an  inadequate  gold  reserve,  a  condition  which  it  is  said  threatens 
to  become  worse  with  diminishing  production  of  gold.  The  gold 
standard,  it  is  said,  has  been  put  in  jeopardy  because  the  supply 
of  gold  is  insufficient,  and  heroic  measures  must,  therefore,  it  is 
said,  be  taken  to  stimulate  the  production  of  gold.    The  particu- 
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lar  measures  suggested  for  this  purpose  are  the  exemption  of 
gold  mining  from  taxation,  the  granting  of  bounties  to  gold  pro- 
ducers, and,  as  a  much  more  radical  proceeding,  the  diminution  of 
the  gold  content  of  coins. 

Gold  has  fallen  iq  its  purchasing  power,  because  it  has  shared 
the  fate  of  paper  from  rising  prices.  Prices  at  wholesale  are 
"up"  about  100  per  cent  or  more  in  leading  markets  in  countries 
where  the  gold  standard  still  obtains. 

Why  are  prices  up,  and  are  they  destined  to  stay  up?  These 
are  obviously  questions  that  must  be  answered  in  undertaking  to 
estimate  the  prospects  of  gold.  Prices  began  to  go  up  in  the 
United  States  about  the  end  of  1915,  partly  in  consequence  of 
heavy  demands  for  goods  for  use  in  the  belligerent  countries  of 
Europe,  and  partly  in  consequence  of  the  easy  credit  conditions 
that  prevailed  in  the  United  States,  and  the  growing  abundance 
of  money  following  the  steady  inflow  of  gold  from  Europe  in  pay- 
ment of  purchases  made  here.  That  movement  continued  through 
the  year  1916,  and  into  the  year  1917.  Prices  steadily  continued 
to  rise.  They  have  gone  on  rising  since  we  entered  the  war,  being 
now  100  per  cent  or  more  above  the  June,  1914,  level  for  whole- 
sale, and  78  per  cent  for  retail,  prices. 

Not  until  much  patient  and  exhaustive  investigation  has  been 
made  can  it  be  determined,  with  anything  like  satisfactory  ac- 
curacy, to  what  extent  the  great  rise  of  prices,  which  has  taken 
place  in  the  last  four  years,  is  to  be  explained  by  relative  short- 
age of  leading  materials  and  commodities,  and  to  what  extent  it 
is  due  to  the  artificial  abundance  of  money.  No  doubt,  both  fac- 
tors have  been  at  work,  and  the  high  prices  which  have  prevailed 
are  partly  to  be  regarded  as  indicating  "scarcity  values'9  and 
partly  as  indicating  inflated  prices.  The  scarcity  prices  will,  no 
doubt,  correct  themselves  and  disappear  as  industry  returns  to 
a  normal  condition.  Inflated  prices,  however,  present  a  more  diffi- 
cult situation.  Their  corrective  must  be  sought  mainly  in  a  dimi- 
nution in  the  volume  of  purchasing  power,  and  must  come  in  the 
United  States  mainly  in  the  liquidation  of  war  business  and  war 
borrowings. 

The  expansion  of  circulating  bank-deposit  credit  in  the  United 
States  during  the  past  four  years  may  be  conservatively  estimated 
at  from  40  to  50  per  cent.  The  amount  of  securities  issued  by 
the  government  in  the  process  of  negotiating  the  great  war  loans — 
in  the  form  of  bonds  and  certificates  of  indebtedness — which  there 
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is  good  reason  for  believing  have  not  yet  been  absorbed  by  perma- 
nent investment,  may  be  estimated  at  six  billions  of  dollars. 

A  considerable  part  of  our  expanded  credit  and  currency  struc- 
ture is  therefore  undoubtedly  to  be  accounted  for  by  the  large 
volume  of  war  securities  being  carried  by  or  in  the  banks.  It  is 
the  considerable  addition  to  the  volume  of  our  currency  and  cir- 
culating bank  credit  thus  occasioned  that  explains  much  of  the 
rise  of  prices  that  we  have  been  experiencing. 

In  the  United  States  prices  are  gold  prices,  all  of  our  paper 
currency  being  interchangeable  with  gold,  and  therefore,  at  a 
parity  with  gold.  In  part,  gold  prices  have  risen  because  of  the 
abundance  of  gold,  our  stock  having  been  increased  by  more  than 
one  thousand  millions  of  dollars  since  1914.  However,  it  is  not 
the  direct,  but  the  indirect,  effect  of  this  gold  that  has  sustained 
the  upward  flight  of  prices.  It  is  the  great  volume  of  circulating 
credit  and  currency  based  upon  it  that  has  put  or  kept  prices  up. 

Are  prices  to  be  kept  up?  Can  they  be  kept  up,  and  will  they 
be  kept  up? 

The  fate  of  gold  and  the  future  of  the  gold  standard  will  de- 
pend mainly  upon  the  answers  given  to  these  questions.  More 
than  this,  the  character  of  the  whole  post-war  period,  and  the  na- 
ture and  length  of  the  readjustments  which  it  is  admitted  must  be 
worked  out,  will  depend  upon  these  answers. 

Gold  will  not  recover  its  lost  purchasing  power  until  prices  de- 
cline. Financial,  credit,  and  business  relationships,  which  have 
been  thrown  into  confusion  by  reason  of  the  rise  in  prices,  will  not 
be  straightened  out  until  the  price  situation  is  rectified.  But  the 
price  situation  will  not  be  rectified  until  the  expansion  of  our 
currency  and  credit  attributable  to  the  buying  of  war  securities 
on  credit  has  been  eliminated,  and  the  volume  of  credit  and  cur- 
rency has  once  more  been  brought  back  to  a  normal  economic 
volume — that  is  to  say,  a  volume  corresponding  to  the  needs  of 
industry  and  trade  for  the  production  and  exchange  of  goods  at 
normal  values. 

The  only  reason  for  doubting  whether  the  existing  gold  stock 
of  the  leading  western  countries  is  sufficient  to  hold  out  the  ex- 
pectation that  the  monetary  practices  associated  with  an  effective 
gold  standard  can  soon  be  resumed,  is  the  doubt  as  to  what  the 
attitude  of  the  leading  countries  of  the  commercial  world  will  be 
toward  a  continuance  of  the  present  inflated  price  structure. 
The  whole  commercial  world  is  on  an  inflated  basis.    The  situation 
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is  worse  in  some  countries  than  in  others;  in  some  the  inflation 
is  a  gold  inflation,  in  others,  it  is  a  paper  inflation;  but  in  all  a 
situation  has  been  produced,  either  by  reason  of  the  abundance  of 
gold  or  the  abundance  of  paper  and  credit  currency,  that  calls 
for  much  the  same  sort  of  general  treatment,  unless  the  present 
inflated  level  of  prices  is  to  be  continued  by  acquiesence  of  the 
leading  countries.  It  is  doubtful  whether  any  one  country  could 
move  very  far  or  very  rapidly  without  affecting  others  in  ways 
that  would  probably  be  regarded  as  detrimental  and  inimical. 

The  price  problem  is  an  international  or  world  problem,  and  the 
same  may  be  said  of  the  problem  of  gold.  Gold  will  not  recover 
its  lost  value  until  present  inflated  prices  disappear.  Action  by 
any  one  country,  however,  in  proceeding  to  rectify  its  price  situ- 
ation would  probably  do  much  to  focus  international  attention  on 
the  problem  and  to  suggest  the  advisability  of  taking  similar  ac- 
tion. Indeed,  the  recent  reports  of  the  British  Committee  on 
Currency  and  Foreign  Exchanges  After  the  War  and  of  the  Com- 
mittee on  Financial  Facilities  of  Trade  After  the  War  show  that 
the  matter  is  having  the  studied  attention  of  the  most  competent 
authorities  in  Great  Britain,  and  that  there  is  unanimity  in  the 
opinion  that  the  restoration  of  an  effective  gold  standard  is  one  of 
the  best  forms  of  protection  against  a  further  increase  of  infla- 
tion. It  may  be  added,  it  is  also  one  of  the  best  remedies  for  the 
inflation  which  already  exists. 

If  policies  and  views  in  our  own  and  other  leading  commercial 
countries  run  in  favor  of  reducing  price  levels  by  a  process  of 
liquidation  and  contraction,  there  is  nothing  at  all  to  fear  from 
the  present  diminished  production  of  gold.  The  restoration  of 
the  gold  standard  and  the  monetary  practices  associated  with  it 
in  the  leading  gold  standard  countries  could  soon  be  resumed,  thus 
restoring  gold  to  the  exercise  of  its  important  prewar  function, 
namely,  that  of  regulating  through  its  international  flow  price 
levels  in  the  different  countries  in  accordance  with  international 
conditions  of  demand  and  supply,  a  function  which  has  been  pretty 
much  in  abeyance  throughout  the  last  four  years.  But  even  if 
only  moderate  progress  should  be  made  in  liquidation  of  war 
credits  and  much  of  the  present  inflation  in  the  western  world  be 
continued,  there  is  nothing  in  the  present  diminished  production 
of  gold  that  need  awaken  serious  concern,  much  less  alarm,  and 
least  of  all  in  the  United  States. 

Much  as  I  believe  that  the  permanent  economic  interest  of  the 
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United  States  and  of  the  nations  with  which  we  have  been  asso- 
ciated require  that  the  inflation  produced  by  the  war  should  be 
cured  by  a  diminution  of  banking  liabilities,  I  still  believe  that  the 
supply  of  gold  possessed  and  controlled  by  them  is  large  enough 
to  supply  a  banking  reserve  adequate  to  maintain  an  effective  gold 
standard,  if  the  light  thrown  by  the  experience  of  the  war  upon 
the  ability  of  a  given  unit  of  metallic  reserve  to  sustain  a  much 
larger  volume  of  credit  than  was  assumed  in  prewar  days  may 
be  taken  as  a  guide  in  the  future,  provided  that  the  supply  be 
redistributed,  and  that  some  of  the  monetary  practices  begun 
during  the  war,  which  have  resulted  in  great  economy  in  the  use 
of  gold,  be  continued. 

Following  the  classic  example  of  England,  the  gold  standard- 
countries  before  the  war  pretty  generally  pursued  the  policy  of 
maintaining  a  considerable  volume  of  gold  coin  in  actual  circula- 
tion. "No  gold  standard  without  a  gold  currency"  represented 
the  orthodox  view.  During  the  war  the  policy  of  concentrating 
the  gold  scattered  in  the  channels  of  circulation  and  the  pockets 
of  the  people  into  great  reserve  institutions  has  been  systematic- 
ally followed  with  results  that  are  reflected  in  the  vast  increase  in 
the  gold  holdings  of  our  Federal  Reserve  Banks  and  many  of  the 
central  banks  in  other  countries,  at  a  rate  far  in  excess  of  the 
annual  output  of  gold  from  the  mines.  Gold  holdings  of  the 
world's  fifteen  principal  banks  of  issue  increased  from  $8,646,- 
000,000  in  July,  1914,  to  $6,858,000,000  in  November,  1918,  a 
gain  of  $2,600,000,000  or  more  than  $800,000,000  in  excess  of 
the  total  new  gold  taken  from  the  mines  during  this  period.  It 
does  not  seem  probable  that,  for  many  years  to  come,  if  ever,  there 
will  be  a  return  to  the  old  practice  of  maintaining  a  large  body  of 
gold  in  circulation.  The  gold,  which  has  been  concentrated  in  the 
great  reserve  and  note-issuing  banks,  is  likely  to  be  kept  there. 
The  gold  standard  will  henceforth  be  dissociated  from  the  wide- 
spread use  of  gold  in  circulation.  The  problem  of  maintaining 
an  effective  gold  standard,  therefore,  becomes  more  than  ever  a 
problem  of  banking,  and  especially  one  of  the  management  of  the 
reserve. 

Considering  the  great  importance  of  the  subject  and  the  length 
and  variety  of  the  experience,  it  is  surprising  how  little  there  is 
that  can  be  called  a  science  of  banking  reserves.  Not  only  has 
there  been  great  diversity  of  practice  among  leading  gold  stand- 
ard countries  with  reference  to  reserves,  but  there  has  also  been 
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more  or  less  diversity  of  opinion  on  the  subject  in  each  of  the 
principal  countries.  More  than  that,  if  we  compare  the  fifteen 
years  preceding  the  outbreak  of  the  war  with  earlier  periods  of 
similar  length,  we  find  that  there  was  a  marked  tendency  of  re- 
serve ratios  to  rise  with  the  increase  in  the  production  of  gold  since 
the  beginning  of  the  century.  More  and  more  have  the  great 
banks  become  repositories  of  gold,  a  large  part  of  the  new  gold 
taken  from  the  mines  having  found  its  way  into  the  banks,  there 
constituting  more  or  less  of  a  dead  asset.  Reserve  ratios  in  lead- 
ing banking  systems  seldom  ran  so  uniformly  high  as  during  the 
period  1900-14;  indeed,  they  were  so  high  as  probably  to  be 
regarded  from  an  economic  point  of  view  as  in  excess  of  reasonable 
requirements. 

The  contingencies  against  which  a  banking  reserve  of  gold  was 
required  in  prewar  times  may  be  set  down  as  three:  (1)  to  main- 
tain the  parity  of  internal  circulation  with  gold  by  freely  pro- 
viding gold  to  meet  a  foreign  drain;  (2)  the  psychological  func- 
tion of  inspiring  confidence  in  the  strength,  stability,  and  safety  of 
a  country's  financial  and  credit  system;  and  (8)  to  provide  a  store 
of  purchasing  power  for  use  in  times  of  national  emergency,  such 
as  war. 

Of  these  functions,  the  first  is  by  far  the  most  important  from  a 
banking  and  economic  standpoint.  It  must  be  mainly  by  its  ability 
to  provide  gold  for  meeting  and  thereby  correcting  an  adverse  bal- 
ance of  trade  that  the  adequacy  of  the  banking  reserve  carried  in 
any  country  of  centralized  reserves  must  be  tested.  It  is  of  course 
through  the  medium  of  changes  in  the  amount  of  its  banking  re- 
serve— flowing  out  and  diminishing  when  the  balance  is  adverse, 
flowing  in  and  increasing  when  the  balance  is  favorable — that  the 
general  price  level  in  gold  standard  countries  is  kept  in  proper  re- 
lation to  the  world  level  of  gold  prices;  prices  falling  as  an  ad- 
verse balance  is  in  process  of  correction  through  an  outflow  of 
gold  and  rising  as  a  favorable  balance  is  in  process  through  an 
inflow.  Looking  at  the  matter  of  reserves  from  the  economic  point 
of  view,  the  adjustment  of  the  volume  of  a  country's  credit  and 
banking  currency  to  what  is  necessary  to  maintain  prices  at  their 
proper  economic  level  may  be  described  as  the  most  important 
function  of  a  nation's  banking  reserve.  The  gold  of  the  world 
and  the  new  gold  as  it  comes  from  the  mines  is  constantly  in  pro- 
cess of  distribution  and  redistribution.  It  is  thus  that  the  inter- 
national price  level  is  maintained  or  rectified  in  accordance  with 
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underlying  conditions  governing  the  equation  of  international  de- 
mand and  supply  of  the  different  countries.  As  such,  the  gold  re- 
serve is  an  economic  regulator  of  the  very  first  importance.  It  is 
a  method  of  testing  the  character  and  volume  of  a  country's  credit 
and  currency  and  so  keeping  it  from  getting  out  of  line  with  eco- 
nomic requirements,  particularly  in  relation  to  world  conditions. 
As  regards  this  function  of  a  regulator,  it  seems  obvious  that  it  is 
not  the  absolute  level  of  the  reserve  ratio  that  is  significant,  but 
the  variations  in  it  which  take  place.  The  decline  of  an  absolutely 
low  reserve  ratio  will  serve  just  as  well  to  indicate  an  undue  growth 
of  banking  liabilities  as  the  decline  of  a  higher  one.  Indeed  there 
is  much  warrant,  especially  in  view  of  recent  war  experiences,  to 
justify  the  opinion  that  a  reserve  of  moderate  height  is  a  more  sen- 
sitive indicator  and  therefore  a  better  regulator  of  banking  opera- 
tions than  one  of  greater  height. 

With  respect  to  the  function  of  providing  gold  to  meet  foreign 
demands,  it  is  the  absolute  quantity  of  gold  held  under  banking 
control,  rather  than  the  reserve  ratio,  that  counts.  The  concen- 
tration, therefore,  of  the  bulk  of  the  stock  of  monetary  gold  in  all 
the  leading  countries  under  banking  control  means  a  great  exten- 
sion of  the  facilities  for  the  international  mobilization  of  gold — 
the  loss  of  a  given  amount  from  a  large  reservoir  of  gold  bulking 
as  a  lesser  loss  than  the  same  amount  from  a  smaller  reserve,  even 
though  the  reserve  ratio  in  the  latter  case  was  in  first  instance 
higher  than  in  the  former.  The  gold  strength,  for  example,  of  the 
Federal  Reserve  System  internationally  considered  is  to  be  found 
in  our  holdings  of  more  than  two  thousand  millions,  quite  irrespec- 
tive of  what  the  reserve  percentage  of  the  system  as  a  whole  might 
happen  to  be  at  any  moment.  The  loss  of  what  in  prewar  days 
would  have  been  considered  a  very  serious  drain  can  now  be  faced 
with  comparative  equanimity. 

With  respect  to  the  national  emergency  function  of  the  reserve 
— that  is,  making  provision  by  the  accumulation  of  something  like 
a  national  gold  hoard  against  the  vague  contingencies  of  inter- 
national politics — much  will  depend  in  the  future  upon  the  basis 
on  which  the  affairs  of  the  world  are  to  be  re-ordered  as  a  result  of 
the  peace  settlement.  If  the  League  of  Nations,  reduction  of 
armaments,  and  the  like  become  realities,  then  the  accumulation 
of  hoards  of  gold  under  the  impulse  of  national  fears  or  ambitions 
must  be  suffered  to  go  the  way  of  other  outworn  practices.  Thus 
will  the  functions  of  banking  reserves  be  reduced  more  nearly  to 
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the  purely  economic  requirements  and  reserves  which  have  been 
thought  to  be  inadequate  in  the  past  be  quite  adequate  in  the 
future. 

As  regards  the  vague  function  of  inspiring  public  confidence, 
the  matter  is  mainly  one  of  psychology.  A  reserve  is  adequate  if 
it  is  thought  to  be  adequate.  The  events  of  the  last  four  years 
have  thrown  the  matter  of  the  importance  of  a  banking  reserve 
from  the  psychological  standpoint  into  a  diminishing  perspective. 
Not  the  least  of  the  remarkable  financial  by-products  of  the  war 
has  been  the  ease  with  which  popular  expectation,  confidence,  and 
practice  have  adjusted  themselves  to  the  substitution  of  fiduciary 
notes  for  gold  currency.  That  the  spirit  of  patriotic  fervor  in 
war  times  has  had  much  to  do  in  inducing  this  change  of  attitude 
is  unquestioned.  The  fact  that,  even  in  countries  which  suspended 
specie  payment,  there  has  been  no  premium  on  gold  or  discount  on 
paper  has  also  had  much  to  do  with  breeding  a  spirit  of  indiffer- 
ence. It  seems  not  unlikely  that  a  permanent  impression  has  been 
made  upon  monetary  habits  as  a  result  of  the  war,  which  will 
give  to  the  large  reserve,  as  a  means  of  inspiring  confidence  in  the 
integrity  and  solidity  of  a  country's  financial  system,  a  steadily 
diminishing  importance  in  the  future.  Suggestion,  experience, 
and  education  have  much  to  do  with  this  sort  of  matter.  Just  as 
prejudice,  ignorance  and  habit  had  much  to  do  with  reserve  ideas 
and  practices  before  the  European  War,  now  that  a  definite  break 
with  the  past  has  been  made  new  ideas  and  more  economical  and 
rational  practices  will  stand  a  better  chance  of  acceptance.  A 
considerable  revision  of  monetary  and  reserve  practices  seems  not 
an  unlikely  result  of  the  financial  experience  of  the  war  and  the 
immediate  necessities  of  the  after-war  situation. 

The  United  States  is  in  an  exceptional  position  for  taking  the 
initiative  in  revising  banking  practices  along  more  economical  and 
rational  lines:  (1)  because  of  our  assured  creditor  position;  (2) 
because  of  our  unprecedented  gold  position;  (S)  because  of  our 
great  banking  and  financial  strength. 

We  are  a  creditor  nation  to  the  extent,  if  not  at  the  moment, 
at  no  distant  time  in  the  future,  of  five  hundred  million  dollars  a 
year.  We  have  increased  our  stock  of  gold  since  the  beginning  of 
the  European  War  by  fully  50  per  cent.  At  the  same  time  by  the 
Federal  Reserve  Act,  we  have  reorganized  our  banking  reserve  in 
such  a  way  as  greatly  to  economize  its  use  and  efficiency,  making 
our  banking  position  as  a  whole  one  of  far  greater  strength  and 
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safety  than  ever  before.  More  than  two  thousand  millions  of 
gold  concentrated  in  the  hands  of  the  Federal  Reserve  Banks  con- 
stitutes it  the  greatest  gold  reserve  the  world  has  ever  known. 

We  are,  therefore,  in  a  matchless  position  to  assume  the  func- 
tion of  a  free-gold  market,  a  function  which  the  world  in  the  pro- 
cess of  economic  readjustment  and  recovery  will  sorely  need. 
There  must  somewhere  be  a  market  in  which  claims  can  be  estab- 
lished in  gold  with  a  certainty  that  they  can  be  cashed  in  gold 
and  that  gold  will  be  forthcoming  for  foreign  shipment.  What- 
ever might  have  been  said  in  justification  of  the  embargo  on  gold 
shipments,  which  the  United  States  in  common  with  the  other  bel- 
ligerent nations  have  practiced  as  a  matter  of  admitted  military 
necessity,  the  embargo  should  be  lifted  at  the  earliest  practicable 
moment;  that  is,  as  soon  as  our  international  financial  relation- 
ships are  such  that  we  are  no  longer  under  the  necessity  of  taking 
care  of  adverse  balances  of  the  nations  with  which  we  have  been 
associated  in  the  war  arising  out  of  their  trade  with  neutral 
countries. 

We  must  deal  with  our  great  gold  stock  in  a  spirit  of  liberality. 
We  have  far  more  gold  than  we  need  to  do  our  money  and  bank- 
ing work.  The  surplus  was  obtained  from  other  countries  largely 
because  of  their  necessities.  They  need  it  back  in  order  to  effect 
the  restoration  of  their  finances,  more  particularly  to  insure  the 
resumption  and  maintenance  of  gold  payments.  We  should  not 
hesitate  to  part  with  much  of  it  if  we  could  have  the  assurance  that 
the  countries  receiving  it  would  proceed  to  lift  their  embargoes  and 
restrictions  and  deal  in  the  future  with  gold  in  the  spirit  of  the 
new  international  reciprocity  which  is  expected  to  be  one  of  the 
consequences  of  the  war. 


AFTER-WAR  READJUSTMENT:    LIBERATING  GOLD-DIS- 
CUSSION 

Elisha  M.  Friedman. — There  are  three  statements  in  Dr.  Miller's 
presentation  which  merit  discussion: 

1.  The  paper  of  Germany  was  at  a  discount  with  respect  to  gold 
while  that  of  France  and  Great  Britain  was  not. 

2.  The  Federal  Reserve  System  has  been  patterned  too  much  after 
German  banking  models. 

$.  We  ought  to  release  our  mobilized  gold. 

1.  There  have  appeared  statements  to  the  effect  that  French  and 
Italian  paper  were  at  a  discount  with  respect  to  gold.  But  the  vital 
distinction  between  the  weakness  of  German  finance  as  compared  to 
that  of  the  Allied  Powers  is  that  the  latter  had  a  great  financial  re- 
serve to  draw  on, — the  loans  raised  in  the  United  States  while  it  was 
neutral,  and  the  government  credits  extended  after  it  entered  the 
conflict. 

Our  entry  into  the  war  solved  the  financial  difficulties  of  the  Allies. 
The  United  States  Government  advanced  credits  to  cover  purchases 
made  here.  The  financial  strength  of  our  associates  in  the  war  was 
derived  from  their  affiliation  with  the  United  States,  just  as  Germany's 
weakness  consisted  in  her  isolation.  The  increase  in  her  paper  money 
and  the  decline  in  the  ratio  of  gold  to  notes  was  not  very  different  from 
that  of  either  France  or  Italy. 

The  difference  contains  a  post-war  moral,  the  value  of  cooperation 
in  the  attempt  to  reestablish  international  credit. 

2.  The  statement  that  the  Federal  Reserve  System  has  developed 
along  German  lines  is  subject  to  qualification. 

The  outstanding  feature  of  the  German  banks  is  the  alliance  be- 
tween industry  and  the  banks.  The  Norddeutscher  Lloyd  and  the 
Deutsche  Bank,  the  Allegemeine  Electricitaets  Gesellschaft,  and  the 
Berlin  Handelsgesellschaft  are  illustrations  in  point.  The  banks  in 
each  case  function  as  underwriters  and  issue  the  securities  of  the  re- 
lated industry.  By  contrast,  our  Federal  Reserve  members  are  more 
strictly  banks  of  deposit,  like  the  British  and  French  banks.  How- 
ever, the  English  think  so  well  of  the  union  of  industry  and  finance 
that  they  founded  the  British  Trade  Corporation  to  secure  the  benefits 
thereof.  As  for  the  French,  Deputy  Victor  Boret,  in  his  Credit  de 
Demain,  laments  the  rigidity  of  the  French  banking  system  and  lauds 
the  elasticity  of  the  German.  Eugene  Le  Tailleur,  author  of  Pour 
Renaitre  and  of  Vers  la  Democratie  Nouvelle,  says,  "The  nameless 
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barbarism  of  German  militarism  should  not  let  11s  forget  that  Ger- 
many represents  a  stage  superior  to  onr  own  in  economic  organisation, 
and  that  she  has  so  far  surpassed  us  on  the  road  of  industrialisation 
that  we  shall  be  obliged,  whether  we  will  or  no,  to  become  inspired  by 
her  methods." 

No  less  an  authority  than  Sir  Edward  H.  Holden  of  the  London 
City  and  Midland  Bank,  in  his  annual  report  for  1918,  praised  the 
organisation  and  functioning  of  the  Federal  Reserve  System. 

Again,  as  far  as  the  gold  policy  is  concerned,  not  alone  Germany, 

but  the  entire  Continent  made  it  a  point  to  conserve  its  gold  supply. 

Figures  of  the  excess  imports  over  exports  of  gold  for  the  decade  1903- 

12  were— 

For  Germany    $340,588,000 

For  France    676,599,000 

For  Italy   98,037.000 

The  Federal  Reserve  System  was  established  almost  at  the  beginning 
of  the  Great  War.  Its  development  took  place  under  abnormal  con- 
ditions. As  a  war-time  expedient  the  Federal  Reserve  System  followed 
the  peace-time  policy  not  of  Germany  but  of  the  Continent 

3.  As  for  an  after-war  gold  policy,  we  ought  to  hold  on  to  our 
mobilized  gold  until  and  unless  we  know  what  the  policy  of  the  other 
powers  is  to  be.1 

There  are  two  reasons  for  this  course.  We  entered  the  war  for  no 
selfish  gain.  As  Mr.  Wilson  put  it,  "We  ask  nothing  for  ourselves  that 
we  would  not  ask  for  all  the  nations."  Selfish  schemes  may  be  thrust 
forward  by  some  of  the  nations  at  the  peace  table.  Controlling  one 
third  of  the  world's  gold  supply,  the  plea  of  America  for  a  sane  inter- 
nationalism may  not  fall  on  deaf  ears.  It  might  be  advisable  to  take 
no  action  on  our  gold  policy  until  the  Peace  Conference  has  closed  its 
negotiations.  A  second  reason  is  that  if  international  credit  is  to  be 
reorganized,  it  will  probably  be  as  a  result  of  some  joint  action  by  the 
Powers.  We  should  therefore  consider  ourselves  trustees  until  a  com- 
mon financial  policy  and  an  international  financial  organization  is 
developed. 


*Tbe  Cunliffe  Report  recommends  that  England  build  up  a  "normal  mini- 
mum central  reserve"  of  three-quarters  of  a  billion  dollars. 


THE  FUTURE  OF  THE  GERMAN  MARE 

By  J.  E.  Rovensky 

National  Bank  of  Commerce  in  New  York 

Substantially  all  the  commercial  countries  of  the  world  are  to- 
day (December  28,  1918)  more  or  less  off  the  gold  monetary  basis. 
International  exchange  is  to  a  large  extent  subject  to  arbitrary 
regulation — the  most  effective  measure  being  the  inter-govern- 
mental' loans  that  have  been  negotiated  between  the  Allies.  To 
the  extent  that  international  exchange  is  free  of  such  regulation, 
it  may  be  said  to  be  not  on  a  gold,  but  on  a  commodity,  basis. 
The  exchanges  had  not  reached  the  levels  that  probably  would 
have  resulted  from  a  full  play  of  the  commodity-basis  principle 
when  the  war  ended.  Exchange  rates,  although  one  of  the  most 
sensitive  instruments  of  trade  when  the  fluctuations  are  within 
customary  levels,  have  displayed  at  times  during  the  last  four 
years  a  certain  immobility  and  lack  of  full  response  to  trade  con- 
ditions that  can  only  be  explained  by  people's  habit  of  thought 
and  trade  customs.  Gold  has  retained  its  place  in  the  people's 
thought  as  the  ultimate  measure  of  values,  even  when  commodi- 
ties have  been  the  basis  of  international  payments.  And  paper 
money,  nominally  redeemable  in  a  fixed  weight  of  gold,  has  in 
many  cases  been  kept  much  closer  to  gold  par,  both  in  domestic 
and  in  international  exchange,  than  was  warranted  either  by  the 
prospects  of  gold  redemption  or  by  the  course  of  international 
commodity  shipments. 

The  following  table  shows  the  range  of  exchange  fluctuations  at 
New  York  during  the  war : 

Rates  for  Bankers  Sight  Drafts 


High 

Low 

7/97/14     | 

19/94/18 

England  556   (Aug.  1,  1914) 

4.50  (Sept  1,  1915) 

4.99 

4.7580 

France  460  (July  SO,  1914) 

6.07%  (Apr.  13, 1916) 

5.14  3/8 

5.45% 

Italy  490  (July  31,  1914) 

9.16  (May  97,  1918) 
5.59%  (Mar.  9,  1915) 

5.16% 

636 

Switzerland  3.84  (May  90, 1918) 

5.14  3/8 

4.80 

Holland  51%   (July  99,  1918) 

39  5/16  (Apr.  15, 1915) 

40% 

49% 

Sweden  47.50  (Nov.  9,  1917) 

34.98  (Feb.  94,  1915) 

a 

99.40 

Norway  38.00  (Nov.  9,  1917) 

94.93   (Feb.  94,  1915) 

a 

9830 

Denmark  33%  (Dec  1,  1917) 

94  1/8  (Feb.  94,  1915) 

96   7/8 

97 

Spain  30.75  (Apr.  16,  1918) 

18.60  (July  9,  1915) 

• 

90.05 

*  Rates  unavailable. 


The  rapidity  with  which  exchange  rates  have  moved  toward 
normal  levels  since  the  end  of  the  war  is  most  remarkable.     Be- 
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tween  October  1  and  November  18,  1918,  we  witnessed  the  fol- 
lowing changes: 


Country 

Oct  1 

Nov.  20 

Per  cent  of  Change 

Per  cent  of  par 

England 

4.7655 

4.765 

—  .001049% 

97.914% 

Prance 

5.46 

5.4525 

+  .0137% 

95.958% 

Italy 

635 

635 

0  -  -  0  -  - 

81.601% 

Switzerland 

4.69 

4.95 

—  5.543% 

104.673% 

Holland 

.47 

.4295 

—  10.1063% 

105.099% 

Sweden 

32 

.2800 

+  12.50% 

104.477% 

Norway 

.2950 

.3750 

—  6.779% 

102.611% 

Denmark 

.2890 

.2680 

—  7.266% 

100--% 

Spain 

3225 

.2000 

+  10.112% 

103.626% 

To  a  large  extent  sentiment  and  foresight  on  the  part  of  inter- 
national bankers  caused  the  movements  in  the  neutral  exchanges, 
although  the  immediate  prospect  of  less  restricted  shipping  also 
played  an  important  part.  The  Allied  countries  moved  the  least 
— the  exchanges  there  are  more  or  less  linked  with  ours  and  fur- 
thermore are  in  complete  control  of  their  respective  governments. 

Notwithstanding  this  rapid  progress  toward  normalization,  the 
prospects  are  that  exchange  on  a  large  part  of  the  commercial 
world  will  remain  upon  a  commodity  basis  for  some  time.  The 
United  States  and  Japan  are  now,  in  my  opinion,  in  a  position  to 
permit  the  free  movement  of  gold  if  it  were  not  for  the  financial 
cord  that  binds  them  to  the  Allies.  England  also  should  shortly  be 
able  to  permit  the  free  movement  of  gold,  with  France  following 
closely.  Resumption  on  the  part  of  the  other  Allied  countries 
(excluding  Russia  and  the  minor  countries)  may  be  somewhat 
slower,  but  should  present  no  great  problems.  This,  however,  can- 
not be  said  of  the  enemy  countries,  and  the  problems  presented  by 
their  situation  range  from  mere  hope  to  utter  despair. 

We  may  ignore  the  problems  of  Turkey  and  Bulgaria — they  are 
practically  of  no  importance  to  the  commercial  world — and  con- 
fine ourselves  to  those  of  Austria  and  Germany.  Austria  has 
disintegrated  into  a  number  of  nations,  each  of  which  will  un- 
doubtedly assume  its  share  of  the  prewar  debt,  but  most  of  which 
will  also  undoubtedly  refuse  to  assume  any  part  of  the  war  debt. 
This  will  leave  the  extra  burden  of  the  war  loans  resting  upon  the 
German  part  of  Austria  and  Magyar  Hungary.  The  tremendous 
expansion  in  the  volume  of  currency,  being  based  either  indirectly 
or  directly  upon  advances  made  by  the  Austro-Hungarian  Bank 
to  the  government  during  the  war,  will  fall  upon  the  German  and 
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Magyar  remnant  of  the  former  empire.  The  financial  future  here 
depends  almost  entirely  upon  the  political  future  of  these  coun- 
tries. Should  Hungary  sever  her  connections  with  Austria — as 
seems  certain  at  present — she  should  assume  her  share  of  both  the 
war  and  prewar  debts  of  Austria-Hungary.  Being  partners  in 
crime,  they  should  be  partners  in  punishment.  Just  how  Hungary 
would  solve  her  financial  problems  is  not  of  much  importance  to 
the  commercial  world,  but  it  is  difficult  to  conceive  any  measure 
that  could  bring  her  back  to  a  gold  basis,  within  a  reasonable 
length  of  time,  short  of  a  drastic  revision  of  the  currency  amount- 
ing to  partial  repudiation.  German  Austria  probably  will  ally 
herself  with  Germany  proper.  Bearing  in  mind  the  condition  in 
which  she  applies  for  membership  in  the  German  family,  let  us 
consider  the  problem  of  Germany  herself. 

Germany  has  today,  according  to  the  best  information  I  can 
gather,  gold  amounting  to  almost  $548,000,000.  But  part  of  this 
was  probably  taken  from  Russia.  By  the  terms  of  the  armistice, 
the  Russian  part  is  to  be  surrendered  at  once.  Although  we  are 
unable  to  state  exactly  how  much  we  need  to  reduce  the  gold  hold- 
ings, let  us  take  the  statement  of  the  Reichsbank  of  December  14, 
1918,  at  its  face  value,  and  count  Germany's  gold  reserve  at 
$548,000,000.  At  about  the  same  time,  Germany  had  paper 
money  issues  of  about  $7,200,000,000,  including  Reichsbank  notes 
of  about  $4,680,000,000,  Darlehnskassenscheine  of  about  $2,400,- 
000,000,  and  around  $100,000,000  of  Imperial  Treasury  notes. 
The  foreign  debt  of  the  German  government  is,  apparently,  small, 
and  much  more  than  offset  by  credits  granted  to  allies  during  the 
war,  some  of  which  may  some  day  be  collectible.  But  the  do- 
mestic funded  debt  is  about  $28,500,000,000.  In  addition,  there 
is  a  large  floating  debt,  and  there  are  heavy  debts  incurred  by  the 
various  states  of  the  Empire,  and  by  the  municipalities  during  the 
war.  Not  all  of  these  public  debts  are  to  be  counted  as  additional 
to  the  paper  money  outstanding,  since  to  a  large  extent  the  paper 
money  is  secured  by  these  debts.  But  with  all  possible  subtrac- 
tions, the  liabilities  resting  directly  or  indirectly  on  the  German 
Empire  are  appalling,  without  any  consideration  of  the  indemni- 
ties sure  to  be  imposed. 

The  real  difficulties  of  the  situation  are  perhaps  more  precisely 
revealed  if  we  consider  the  enormous  expansion  of  the  demand 
liabilities  of  the  German  banks,  including  the  Darlehnskassen,  and 
taking  account  of  both  notes  and  deposits.    The  full  story  is  hard 
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to  get.  But  the  figures  that  follow  indicate  clearly  enough  the 
trend. 

The  Reichsbank  notes  were  only  $692,000,000  on  July  31, 
1914,  but  reached  $4,000,000,000  by  October  81,  1918.  De- 
posits in  the  Reichsbank  were  $800,000,000  on  the  earlier  date, 
but  had  reached  well  over  $2,000,000,000  by  the  later  date,  mak- 
ing a  total  expansion  of  demand  liabilities  of  over  $4,000,000,000. 
The  whole  of  the  $2,400,000,000  of  the  Darlehnskassenscheine 
represents  war  expansion.  In  addition,  we  have  gigantic  swelling 
of  deposit  liabilities  of  the  other  German  banks.  Thus,  the 
Deutsche  Bank's  deposits  were  $895,000,000  at  the  end  of  1918, 
and  $1,415,000,000  at  the  end  of  1917 ;  the  Dresdner  Bank  (same 
dates)  increased  deposits  from  $240,000,000  to  $780,000,000, 
and  the  Discontogesellschaft  from  $250,000,000  to  $725,000,000. 
These  increases  are  partially  due  to  amalgamations.  To  sum  up 
these  items  would  be  misleading,  because,  on  the  one  hand,  there 
are  some  duplications — deposits  and  notes  of  the  Reichsbank  are 
in  part  assets  of  the  other  German  banks ;  and  misleading  on  the 
other  hand,  because  we  have  not  included  in  our  figures  notes  of 
the  other  German  banks  of  issue,  or  (much  more  important)  the 
great  increase  in  deposits  of  other  German  banks.  But  these 
figures  indicate  an  enormous  increase  in  the  current  liabilities  of 
German  banks. 

To  offset  these,  there  is  little  increase  in  really  liquid  assets. 
The  great  bulk  of  this  expansion  must  rest  on  the  war  obligations 
of  the  German  government.  Commercial  and  industrial  paper  of 
a  satisfactory  character  must  be  exceedingly  scarce.  The  gold 
of  the  Reichsbank  increased  from  $298,000,000  to  $607,000,000 
between  July  81,  1914,  and  October  81,  1918,  but  part  of  this  in- 
crease has  doubtless  been  drawn  from  the  other  banks  in  Germany 
and  much  of  it  from  the  pockets  of  the  German  people,  so  that  it 
does  not  represent  net  gain  for  the  system  as  a  whole.  In  any 
case,  it  is  far  from  an  adequate  offset  to  the  loss  of  liquidity  in 
the  great  bulk  of  the  assets  of  the  German  banks. 

The  exchange  value  of  the  mark,  measured  through  the  medium 
of  neutral  exchanges  according  to  latest  information  obtainable 
(Nov.  18,  1918),  is  about  58  per  cent  of  par.  If  the  barriers 
upon  trade  and  exchange  operations  were  to  be  lifted  today,  the 
mark  would  probably  decline  further,  as  Germany  would  seek  to 
import  far  more  than  she  could  export,  and  foreign  capital  would 
for  some  time  not  be  likely  to  flow  there.    Admitting  the  German 
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part  of  Austria  will  certainly  not  lessen  her  financial  problems. 
On  the  contrary,  they  would  be  greatly  increased  thereby.  The 
indemnities  exacted  by  the  Allies  will  add  to  her  external  obliga- 
tions that  must  ultimately  be  paid  by  exports  of  commodities  or 
gold.  All  these  factors  show  the  extremely  difficult  position  in 
which  Germany  will  find  herself  when  she  seeks  to  reenter  the 
world's  markets.  She  cannot  enter  with  her  currency  on  any 
other  than  a  commodity  basis  in  international  exchange,  and  if 
she  decides  upon  the  policy  of  resuming  the  gold  basis  by  means 
of  contraction  of  currency  through  taxation  and  the  funding  of 
loans,  the  operation  will  require  many  years.  A  vigorous  policy 
by  a  strong  government  could  contract  the  outstanding  paper  to 
a  point  that  would  permit  resumption  of  gold  payments.  The 
process  would  be  to  collect  the  hoarded  paper  money  from  the 
people  by  taxation  or  public  loans,  and  turn  over  the  proceeds  to 
the  Reichsbank  or  the  Darlehnskassen  in  cancellation  of  the 
government's  debts  held  by  these  institutions.  It  is  not  at  all 
necessary  to  collect  a  vast  amount  of  gold  before  resuming  specie 
payments.  But  Germany  is  wholly  unlikely  to  use  such  a  vigorous 
policy.  In  the  most  favorable  event  which  it  is  reasonable  to  ex- 
pect, she  would  be  for  many  years  upon  a  most  unstable  basis. 
Meanwhile,  the  majority  of  the  commercial  world  would  be  oper- 
ating upon  the  gold  basis,  and  the  mark  would  be  subject  to  vio- 
lent exchange  fluctuations. 

Will  Germany  adopt  this  extremely  difficult  policy,  or  will  she 
remedy  her  currency  problems  and  those  of  German  Austria  by 
that  favorite  nostrum  of  the  politician  financier — a  revision  of 
the  currency?  So  many  well-sounding  arguments  can  be  mar- 
shalled in  favor  of  the  latter  that  I  am  inclined  to  the  opinion  that 
some  such  measure  will  be  attempted.  It  will  be  contended  that, 
the  government  having  borrowed  a  depreciated  currency,  the  debt 
should  not  be  repaid  in  a  money  possessing  greater  commodity 
value.  It  is  true  that  prewar  creditors  would  fare  unjustly,  but 
after  all  the  volume  of  such  debts  is  not  to  be  compared  with  the 
volume  of  the  war  debt  and  the  currency  issues.  Furthermore,  a 
revision  plan  is  so  easily  placed  in  operation  that  it  presents  a 
tempting  avenue  of  escape  for  the  political  financier  from  the  diffi- 
cult prospect  of  redeeming  debts  in  gold.  A  new  currency  would 
be  issued,  into  which  the  old  issue  of  German  marks  and  Austrian 
crowns  would  be  convertible  at  par,  the  gold  content  of  the  coin 
in  which  the  new  currency  would  be  redeemable  being  based  upon 
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international  exchange  rates  of  the  old  mark  at  the  time  of  the 
"revision"  (or  repudiation).  Thus  the  country  would  immedi- 
ately find  itself  "upon  a  gold  basis." 

Whether  the  Allies  would  permit  such  a  measure  is  a  question 
that  depends  upon  many  factors  now  uncertain,  but  at  present  it 
does  not  seem  to  me  that  they  would  be  greatly  interested.  Their 
indemnities  would  be  payable  in  gold  or  its  equivalent  and  they 
may  reason  that  a  "revision"  process  is  less  likely  to  repress  in- 
dustrial activity  in  Germany  than  heavy  taxation  and  a  contrac- 
tion of  currency.  They  may,  therefore,  view  with  favor  such  a 
policy,  believing  it  to  add  to  Germany's  ability  to  pay  the  indemni- 
ties. 


OBSERVATIONS  ON  FOREIGN  EXCHANGE 
By  Robert  L.  Owen 
United  States  Senate 

The  American  dollar  should  be  kept  at  par  throughout  th 
world,  so  that  it  may  become  the  medium  through  which  intei 
national  contracts  will  then  preferably  be  made. 

The  United  States,  as  a  government,  should  provide  that  tl 
American  dollar  be  kept  at  gold  par  throughout  the  world  i 
terms  of  foreign  currency,  at  least  to  the  extent  that  at  son 
central  point,  or  points,  such  as  London,  Berlin,  Petrograd,  Pari 
and  Rome  in  Europe,  and  leading  points  in  other  parts  of  tl 
world,  manufacturers  and  merchants  can  rely  upon  the  America 
dollar  being  exchanged  at  gold  par  for  the  currency  of  oth 
countries,  leaving  the  United  States  as  a  government  to  abso 
the  difference,  if  any. 

There  would  be  no  great  difficulty  in  making  this  effective  a 
practically  without  cost  in  the  long  run,  for  the  United  Sta 
could  establish  a  Federal  Reserve  Foreign  Bank  that  would  ke 
gold  deposits  at  these  various  points,  and  thereby  would  be  a 
to  meet  such  fluctuations  without  difficulty. 

Nations  pay  for  imports  with  exports  through  a  period 
years  and  do  not  pay  in  any  other  way,  except  temporarily  c 
in  a  minor  degree. 

Nations  cannot  pay  for  commodities  and  services  with  gold 
credits,  except  to  a  limited  degree,  for  the  obvious  reason  t 
otherwise  a  nation  would  have  no  gold  with  which  to  support 
currency.  A  per  capita  circulation  of  gold  must  remain  relat 
ly  constant. 

When  it  is  clearly  recognized  as  a  principle  that  nations  n 
pay  for  commodities  and  services  with  commodities  and  serv 
and  not  with  gold  or  credits,  except  as  a  temporary  bridge,  it 
comes  evident  that  nations  restricting  imports  in  that  precise 
gree  restrict  exports ;  and  just  to  the  extent  that  they  refuse 
goods  of  other  nations,  they  prevent  other  nations  from  accep 
their  goods.  This  principle  being  accepted,  it  will  be  seen 
putting  a  dollar  at  par  and  keeping  it  there  will  involve  no 
expense  to  the  government  of  the  United  States. 

The  mechanism  for  doing  this  should  be  provided  througl 
Federal  Reserve  Foreign  Bank,  a  plan  for  which  I  present* 
Congress  during  the  last  session  of  the  Senate. 
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It  may  easily  happen  that  the  United  States  would  receive  more 
goods  from  some  country  than  the  United  States  would  ship  to 
that  country.  In  that  event,  United  States  bonds  should  be  placed 
in  such  country  to  bridge  the  temporary  commodity  indebtedness, 
or  the  indebtedness  should  be  liquidated  by  drafts  drawn  on  other 
nations  where  the  United  States  has  a  credit  based  on  commodities. 

The  one  matter  of  vital  importance  is  to  put  the  dollar  at  par 
and  keep  it  at  par,  permitting  it  to  go  neither  up  nor  down,  so 
that  manufacturers  and  merchants,  importers  and  exporters, 
throughout  the  world,  shall  always  have  a  fixed  monetary  stand- 
ard for  measuring  their  contracts.  Men  who  sell  goods  to  America 
in  terms  of  dollars  do  not  want  that  dollar  to  depreciate,  just  as 
the  silk  merchants  of  Italy,  who  sell  silk  for  the  lire,  do  not  wish 
to  find  a  violent  depreciation  of  the  lire.  If  the  dollar  was  stabil- 
ized by  act  of  government,  contracts  between  Italy  and  the  United 
States  would  be  drawn  in  terms  of  dollars  and  not  in  terms  of  lire. 

A  merchant  buying  goods  from  Spain  in  terms  of  pesetas  is  in- 
jured if  the  pesetas  rise  50  per  cent,  as  they  have  done  since  the 
United  States  entered  the  war.  A  merchant  should  make  his  pur- 
chases in  terms  of  dollars,  and  the  seller  would  be  willing  to  sell 
in  terms  of  dollars,  if  the  dollars  had  a  fixed  gold  relation  to  the 
pesetas  and  the  peseta  was  not  standardized  relatively  to  the 
dollar  by  its  own  government. 

In  other  words,  if  the  dollar  is  made  a  standard  measure  of 
value  by  the  government — and  this  can  be  done  without  any  serious 
cost — a  dollar  will  be  the  measure  of  international  contracts 
throughout  the  world,  and  New  York  will  become  the  financial 
center  of  the  world  through  the  discount  of  bills  payable  in  terms 
of  dollars. 

Great  Britain  understands  this  quite  well  and  in  a  certain  de- 
gree has  standardized  the  pound  sterling. 

Importers  and  exporters,  and  above  all,  bankers,  should  demand 
that  the  American  dollar  take  first  rank  as  the  measure  of  value 
of  contracts  throughout  the  world. 


STABILIZING  THE  DOLLAR 

By  Irving  Fisher 

Yale  University 

Monetary  Standards  throughout  the  world  have  been  disrupted 
by  the  war.  Inflation  in  various  forms,  such  as  paper-money  in- 
flation and  bank-credit  inflation  among  the  countries  at  war,  and 
gold  inflation  among  other  countries,  has  everywhere  caused  a  de- 
preciation of  monetary  units.  Consequently  we  have  high  prices 
the  world  over,  even  where  there  is  no  scarcity  of  goods.  Already, 
before  the  war,  there  was  world-wide  complaint  of  the  high  cost  of 
living,  but  the  rise  in  this  country  before  1914  was  small  compared 
to  what  it  has  been  since.  Between  1913  and  1918  prices  had  in- 
creased 107  per  cent ;  whereas  between  1896  and  1918  the  increase 
was  only  50  per  cent. 

Prior  to  1896,  partly  because  of  a  disproportion  between  the 
increase  in  the  amount  of  currency  and  the  more  rapid  increase  in 
the  demands  of  business,  there  had  been  a  decrease  in  the  price 
level.  This  had  caused  as  much  complaint  as  the  present  rising 
prices.  The  situation  had  become  so  serious  that  various  alleged 
remedies  were  suggested  to  stop  or  offset  the  fall. 

As  to  the  future,  the  general  expectation  seems  to  be  of  a  decline 
in  prices,  which  would,  however,  if  sharp,  be  just  as  great  an  evil 
as  the  present  high  prices.  A  rapid  contraction  of  the  currency 
would  be  a  grave  danger  in  times  of  reconstruction.  A  fall  in 
prices  (or  appreciation  of  the  dollar)  would  put  a  heavy  burden 
on  the  debtor,  who  must  repay  so  much  more  than  he  borrowed. 
However,  this  fall  is  not  certain,  and  the  very  uncertainty  is  itself 
an  evil. 

The  truth  is,  the  purchasing  power  of  the  dollar  and  other 
monetary  units  has  always  been  and,  until  some  radical  remedy  is 
applied,  always  will  be  unstable.  The  dollar  is,  to  be  sure,  stable 
in  weight,  for,  by  definition,  it  is  25.8  gr.  of  gold,  9/10  fine.  But, 
for  that  very  reason,  it  fluctuates  in  value-in-exchange,  according 
to  the  various  forces  affecting  gold  and  the  various  forces  af- 
fecting the  volume  of  currency,  such  as  methods  of  gold  mining, 
changes  in  the  use  of  credit,  and  so  on.  Other  units,  the  pound, 
the  yard,  the  bushel,  once  fluctuated  as  the  "unit  of  value"  now 
does,  but  with  the  progress  of  civilization,  they  have,  one  after 
another,  been  standardized.     Our  unstable  and  unstandardized 
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monetary  units  are  among  the  last  remnants  of  barbarism  and  are 
out  of  place  in  present-day  civilization. 

The  fundamental  reason  why  the  dollar  has  not  hitherto  been 
standardized  in  value  is  that  only  within  a  generation  have  we 
had  the  means  of  measuring  its  value.  Before  the  pound  weight 
could  be  stabilized,  scales  had  to  be  invented,  and  before  any  other 
units  could  be  stabilized,  the  proper  instruments  for  measuring 
them  had  to  be  devised.  For  measuring  changes  in  the  price  level 
we  now  have  the  "index  number"  of  prices. 

This  use  of  the  index  number  would  carry  one  step  further  the 
transition  in  our  conception  of  money  which  began  with  the  Bul- 
lion Report.  At  that  time,  the  public  was  educated  up  to  the 
point  of  recognizing  gold  as  the  standard  for  measuring  paper 
money,  although  in  the  market  paper  was  the  standard  in  terms 
of  which  the  price  of  gold  was  recorded.  But  it  still  remains  to 
grasp  the  concept  of  measuring  gold  in  goods  instead  of,  as  at 
present,  goods  in  gold.  It  is  as  great  an  advance  in  thought  to 
think  in  terms  of  goods  instead  of  in  terms  of  gold  as  it  was,  a 
century  ago,  to  think  in  terms  of  gold  instead  of  in  terms  of  paper. 
Whether,  in  the  future,  we  shall  find  a  still  more  absolute  standard 
of  value  need  not  concern  us  now.  The  point  is  that  we  now  have, 
in  the  index  number,  a  means  of  measuring  gold  appreciation  and 
depreciation  in  terms  of  goods. 

In  connection  with  the  proposal  to  stabilize  the  dollar,  two  main 
questions  need  to  be  asked:  (1)  At  what  price  level  do  we  want  to 
start  a  stable  dollar?    (2)  How  can  that  price  level  be  kept? 

In  regard  to  the  first  question,  the  present  price  level  is  so  ab- 
normally high  that  it  seems  doubtful  wisdom  to  launch  a  plan  which 
would  fix  the  dollar  at  its  present  low  purchasing  power.  At  the 
same  time  it  would  be  absurd  to  go  back  to  1896,  the  low-water 
mark  of  prices,  for  the  debts  existing  then  have  almost  all  been 
paid  and  wages  and  salaries  have  become  adjusted  to  a  higher 
level.  We  can  not  now  do  justice  to  all  those  who  suffered  by 
past  price  movements.  The  chief  object  of  stabilization  is  to  pro- 
vide a  stable  yardstick  for  contracts  to  serve  future  generations 
of  business.  Next  in  importance  is  the  object  of  preventing  in- 
justice, in  the  immediate  future,  to  those  who  are  now  debtors  or 
creditors  or  who  would  otherwise  be  affected  by  any  impending 
unforeseen  fluctuation  in  monetary  standards.  It  may,  therefore, 
be  necessary  to  endure  some  injustice,  at  the  time  of  inaugurating 
the  new  plan,  for  the  sake  of  bringing  about  the  ultimate  reform, 
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but  by  a  careful  study  of  existing  contracts,  practical  justice  can 
be  attained. 

Most  existing  contracts  and  understandings  were  made  during 
the  War.  A  rough  estimate  which  I  have  made  of  existing  indebted- 
ness— bonds,  notes,  mortgages,  bank  loans,  and  other  obligations 
— seems  to  indicate  that  their  average  duration  is  approximately 
two  years.  If  then  the  price  level  should  soon  become  what  it  was 
two  years  ago,  say  in  1916-17,  it  would  seem  wise  to  adopt  that 
level  as  the  start-off. 

As  to  the  second  question,  how  to  keep  this  price  level,  or  in 
other  words,  how  to  stabilize  the  dollar,  there  may  be  other  solu- 
tions than  the  one  I  have  been  active  in  advocating.  The  im- 
portant point  is  to  find  tome  solution.  The  evils  of  an  unstable 
dollar  are  intolerable.  The  solution  of  the  problem  is  one  of  the 
tasks  of  reconstruction.  One  of  the  simplest  and  yet  one  of  the 
greatest  reforms  that  we  economists  can  advocate  is  this  one.  It 
is  as  simple  as  daylight  saving,  and  a  million  times  as  important. 
Stabilizing  the  dollar  affects  not  simply  money,  but  relates  itself 
to  the  whole  question  of  the  distribution  of  wealth  and  to  labor 
unrest.  The  disproportion  between  the  level  of  wages  and  the 
soaring  price  level  has,  for  instance,  been  responsible  for  much  of 
the  recent  labor  agitation. 

The  particular  plan  which  I  am  about  to  discuss  is  somewhat 
associated  with  my  name,  but  I  am  not  its  sole  author.  It  was 
worked  out  independently  before  me,  in  some  detail,  by  Aneurin 
Williams,  M.  P.,  Professor  (now  Dean)  Smith  of  the  University 
of  Washington,  D.  J.  Tinnes  of  Hunter,  N.  D.,  and  Henry  Heaton 
of  Atlantic,  Iowa ;  and  in  its  general  idea,  by  President  Woodrow 
Wilson,  Simon  Newcomb,  Alfred  Russel  Wallace,  Professor  Al- 
fred Marshall,  William  C.  Foster  of  Watertown,  Mass.,  and  others. 

Briefly,  this  particular  proposal  is  to  shift  the  weight  of  the 
dollar  (or  the  amount  of  gold  bullion  exchangeable  for  a  gold  cer- 
tificate) up  or  down  according  as  the  purchasing  power  of  the 
dollar  (as  measured  by  the  index  number  of  prices)  goes  down  or 
up.  Thus  the  purchasing  power  of  the  gold  certificate  will  be 
kept  constant  in  terms  of  goods  while  the  weight  of  the  gold  dollar 
is  allowed  to  fluctuate. 

I  shall  assume  that  the  plan,  in  a  general  way,  is  understood.1 

iSec  American  Problem*  of  Reconstruction  (E.  P.  Dutton  &  Co.,  1918); 
article  by  Irving  Fisher,  "Stabilizing  the  Dollar  in  Purchasing  Power";  and 
forthcoming  book  by  same  title,  to  be  published  by  Macmillan. 
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None   of  the  technical  difficulties  in  such  a  plan  is  in  any  way 
serious.     I  shall  refer  to  only  a  few  of  them. 

First,  as  to  the  gold  reserve  behind  the  proposed  gold  certifi- 
cates or,  as  they  would  better  be  called  under  the  new  system,  the 
gold  dollar  certificates.  If  the  gold  dollar  certificates  outstauding 
are  now  equal,  dollar  for  dollar,  to  the  gold  in  the  Treasury,  but 
next  month,  because  of  a  change  in  weight  of  the  dollar,  they  call 
for  one  per  cent  more  gold,  must  the  Treasury  find  the  additional 
bullion  and  if  so  how?  It  would,  of  course,  be  perfectly  possible 
(though  not  necessary)  to  maintain,  as  at  present,  a  100  per  cent 
reserve  against  these  certificates,  the  government  making  up  the 
deficit  when  gold  depreciated,  perhaps  through  taxation.  If,  on 
the  other  hand,  gold  were  appreciating,  the  government  would 
reap  a  profit.  This  gain  and  loss,  however,  are  not  really  new 
phenomena  resulting  from  stabilizing  the  dollar.  They  exist  to- 
day. But,  under  our  present  system,  the  loss  (or  gain)  falls  on 
the  individual  holder  of  gold  certificates  instead  of  on  the  gov- 
ernment. Stabilizing  the  dollar  simply  affords  a  specific  measure 
of  this  loss,  if  it  be  a  loss,  and  maintaining  the  reserve  translates 
that  loss  into  taxes. 

It  would  be  more  simple,  however,  to  allow  the  reserve  gradually 
to  fall  below  par,  say,  to  50  per  cent,  before  replenishing  the  sup- 
ply of  bullion.  Any  surplus  above  this  50  per  cent  which  might 
exist  at  a  time  of  falling  prices  or  decreasing  dollar  weight  could 
be  put  to  work  to  earn  interest  which  would  to  a  large  extent 
provide  against  loss  when  prices  began  to  rise  again.  This  could 
be  done  by  investing  this  "surplus"  in  government  bonds. 

A  second  technical  point  in  the  plan  is  the  choice  of  the  index 
number  which  is  to  be  the  basis  of  the  changes  in  the  "dollar- 
weight."  Although  the  method  of  computing  the  index  number 
has  surprisingly  little  effect  in  general  on  the  resulting  figures, 
nevertheless  differences  do  appear ;  and  it  is  therefore  worth  while 
to  construct  an  index  number  as  nearly  perfect  as  possible.  The 
main  factors  are  the  markets  from  which  prices  are  collected ;  the 
kind  of  prices,  that  is,  wholesale  or  retail ;  the  list  of  commodities 
included ;  the  frequency  of  calculation ;  and  the  formula  for  calcu- 
lation. 

For  the  first,  the  markets  should  be  the  chief  public  markets  of 
the  United  States  such  as  those  now  used  by  the  United  States 
Bureau  of  Labor  Statistics,  and  the  prices  should  be  secured 
through  government  agents  and  trade  journals. 
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I  am  at  present  rather  inclined  to  think  that  wholesale  prices 
should  be  used,  first  because  of  the  greater  ease  they  offer  in 
standardizing  certain  grades  of  goods,  and  secondly  because  of 
their  greater  sensitiveness  to  the  influences  which  affect  price 
levels.  This  second  reason  is  illustrated  by  the  contrast  between 
street-railway  fares,  which  remained  the  same  through  two  de- 
cades of  price  upheavals  which  affected  all  other  prices,  and  silver, 
which  is  rarely  quoted  the  same  on  two  successive  days. 

This  same  consideration  is  important  in  selecting  the  list  of 
commodities,  which  should  exclude  the  sluggish  commodities  in 
order  to  be  promptly  responsive  to  price  changes.  I  have  had  an 
index  number  of  such  responsive  commodities  calculated  through 
the  help  of  Mr.  Bell  of  the  Bureau  of  Labor  Statistics,  and  it 
shows  a  rise  greater  and  prompter  since  1914  than  that  of  the 
regular  index  number,  including,  as  it  does,  sluggish  and  price- 
fixed  articles. 

I  believe  that,  if  wholesale  prices  are  stabilized,  retail  prices  will 
also  be  stable.  The  present  discrepancy  between  the  movement  of 
retail  and  wholesale  prices  is  due  to  the  lagging  behind  of  the  re- 
tail prices  whenever  the  wholesale  prices  move  more  swiftly  up  or 
down.  But  there  can  be  no  lagging  behind  when  prices  are  stable. 
I  am  much  gratified,  however,  as  well  as  surprised,  to  learn  that 
Commissioner  Meeker  has  worked  out  a  satisfactory  index  for  cost 
of  living  based  on  retail  prices.  This  should  certainly  be  used 
for  wage  adjustment,  so  long  as  we  have  no  stabilization  of  money. 

The  frequency  of  calculating  the  index  number  (which  means 
the  frequency  of  adjusting  the  dollar  weight)  depends  on  the  time 
required  to  calculate  an  index  number  and  that  required  for  such 
an  adjustment  to  be  felt.  Judging  from  the  rapidity  with  which 
some  of  the  commercial  index  numbers  are  calculated  and  pub- 
lished, I  believe  an  index  number  could  easily  be  calculated  within 
two  or  three  days  after  the  date  for  which  the  prices  are  quoted. 
How  quickly  the  index  number  responds  to  a  change  in  the  mone- 
tary supply  has  never  been  fully  demonstrated.  A  lag  of  from  one 
to  three  months  is  most  probable. 

So  much  for  some  of  the  points  of  this  particular  plan. 

There  are  a  number  of  other  details  which  will  have  to  be  con- 
sidered when,  if  ever,  this  plan  comes  up  for  legislative  adoption 
and  which  will  be  treated  in  my  book.  But  those  which  have  been 
mentioned  are  those  of  most  importance. 
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B.  M.  Anderson,  Jr. — It  is,  of  course,  unnecessary  in  this  com- 
pany to  state  that  I  speak  only  as  an  individual  economist,  but  for  the 
sake  of  the  record,  I  wish  to  make  that  statement.  I  should  like  to 
propose  a  constructive  suggestion  in  connection  with  Professor  Fisher's 
plan.  I  think  it  was  six  years  ago  that  Professor  Fisher  and  I  first 
discussed  his  plan  together  at  a  meeting  of  the  American  Economic 
Association.  At  that  time,  I  recognised  the  theoretical  feasibility  of 
bis  plan,  but  questioned  its  desirability  on  practical  grounds.  In  the 
interval,  I  have  become  more  sympathetic  to  the  central  idea  of  his 
plan,  and  if  it  were  modified  in  the  manner  which  I  have  to  propose  I 
should  be  disposed  to  advocate  it,  though  without  this  modification  I 
should  regard  it  as  dangerous  in  the  extreme. 

The  modification  I  propose  is  that  changes  in  the  gold  content  of 
the  dollar  or  in  the  weight  of  gold  bullion  in  which  the  paper  dollar 
is  to  be  redeemed  should  be  limited  to  2  per  cent  or  2^4  X**  ccn^  per 
annum.  This  would  be  adequate,  as  an  examination  of  index  numbers 
will  show,  to  prevent  such  long-time  swings  in  the  average  of  com- 
modity prices  as  took  place  between  1879  and  1896,  or  between  1896 
and  1918,  and  so  would  make  the  dollar  a  satisfactory  long-time 
"standard  of  deferred  payments"  securing  justice  as  between  debtor 
and  creditor  in  long-time  contracts,  and  freeing  the  world  from  un- 
certainties growing  out  of  variations  in  the  production  and  consump- 
tion of  gold.  It  would,  however,  leave  price  levels  still  subject  to 
those  short-time  fluctuations  which  come  from  variations  in  the 
values  of  goods,  particularly  those  connected  with  the  ups  and  downs 
of  the  business  cycle,  or  with  wars.  Price  changes  in  war  are  neces- 
sary. And  there  are  other  and  better  methods  of  dealing  with  the 
business  cycle. 

Not  all  changes  in  the  average  of  commodity  prices  come  from  vari- 
ations in  the  value  of  money.  I  think  that  the  long  time  swings  from 
1878  (or  from  1879  in  the  United  States)  to  1896,  and  from  1896  to 
1918,  were  due  primarily  to  changes  in  the  value  of  gold.  During  the 
earlier  period,  the  production  of  gold  fell  off,  industrial  consumption 
of  gold  increased,  and  new  countries  tried  to  extend  the  use  of  gold 
in  their  currency.  From  these  various  causes,  gold  rose  in  value,  and 
as  a  consequence  commodity  prices  tended  downward.  There  were 
other  factors  making  commodity  prices  tend  downward.  Great  new 
agricultural  areas  were  opened  up  and  transportation  improved,  mak- 
ing agricultural  products  cheaper,  while  new  manufacturing  methods 
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increased  the  number  of  manufactured  products  and  lowered  their 
value,  thus  accentuating  the  fall  of  commodity  prices.     But  the  main 
factor  was  gold.    Reversely,  in  the  second  period,  there  was  great  in- 
crease in  the  production  of  gold  leading  to  a  decline  in  its  value  and 
leading  to  a  consequent  rise  in  commodity  prices.    During  this  period, 
there  were  some  factors  from  the  goods  side  making  prices  rise.    The 
per  capita  production  of  meat  animals  declined  markedly  in  the  United 
States,  and  some  other  factors  of  similar  kind  were  at  work.     The 
rise  in  land  prices  in  the  United  States  was  only  in  part  due  to  a  de- 
cline in  the  value  of  gold.    None  the  less,  for  the  great  rise  in  prices 
from  1896  to  1918  gold  was  mainly  responsible.     During  the  war, 
however,  the  great  change  has  been  in  the  value  of  goods  and  not  in 
the  value  of  gold.     I  should  wish  to  limit  Professor  Fisher's  plan  to 
deal  with  those  changes  which  come  from  the  side  of  money  and  not 
to  throw  upon  his  plan  the  whole  burden  of  preventing  all  price 
changes.     I  should  seek  by  his  plan  to  keep  the  value  of  money  con- 
stant, and  not  go  with  him  in  the  further  effort  to  vary  the  value  of 
money  in  such  a  way  as  to  offset  variations  in  the  values  of  goods. 
For  short  periods  the  value  of  gold  is  fairly  stable.    The  annual  pro- 
duction of  gold  makes  a  very  moderate  addition  to  the  great  perma- 
nent stock  of  the  world's  gold,  and  the  psychological  attitude  of  the 
world  toward  gold  is  such  as  to  give  it  great  stability  in  value.    The 
belief  in  the  stability  of  the  value  of  gold  tenaciously  held  by  bankers 
as  well  as  the  masses  of  the  people  is  itself  a  social  institution  which 
operates  powerfully  toward  making  gold  stable  over  short  periods  of 
time. 

To  some  economists  the  notion  of  a  value  of  money  as  distinguished 
from  the  reciprocal  of  the  level  of  prices  is  meaningless.  To  them  a 
change  in  the  level  of  prices  is  ipso  facto  a  change  in  the  value  of 
money.  To  them  the  distinction  I  have  just  drawn  between  changes 
in  the  price  level  caused  by  changes  in  the  value  of  money,  and  changes 
in  the  price  level  caused  by  changes  in  the  value  of  goods,  will  have 
no  significance.  Let  me,  however,  urge  some  practical  considerations 
which  must  appeal  to  them  as  imposing  limitations  on  the  possibili- 
ties of  Professor  Fisher's  plan,  whether  they  accept  the  theoretical  dis- 
tinction or  not. 

Professor  Fisher's  plan  assumes  instant  redemption  in  gold.  It 
will  work  only  if  the  Treasury  stands  ready  at  all  times  to  pay  out 
gold  in  increasing  amounts  as  prices  rise.  It  assumes  a  gold  standard, 
or  at  all  events  gold  redemption,  and  is  merely  a  refinement  of  that 
system.     Had  it  been  in  operation  at  the  beginning  of  the  war,  the 
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Bank  of  England  would  now  be  responsible  for  nearly  two  and  a  half 
times  as  much  gold  for  every  bank  note  outstanding  as  it  is  now  re- 
sponsible for.  The  bank's  gold  holdings  could  not  have  stood  the 
strain.  Early  in  the  war  England  would  have  gone  off  the  gold  stand- 
ard absolutely  and  entirely,  and  prices  would  have  risen  in  England 
higher  than  they  have  risen.  Our  own  Treasury  with  all  our  gold 
would  have  been  subject  to  great  strain.  Whether  it  would  have  been 
forced  off  the  gold  standard  is  not  certain,  but  that  it  would  have 
adopted  the  policy  of  suspension  of  gold  payments  is  certain,  and 
Professor  Fisher's  plan  would  consequently  have  broken  down. 

This  plan,  a  refinement  of  the  gold  standard,  and  presupposing  the 
gold  standard,  is  too  delicate  and  fragile  a  barque  to  navigate  such 
troubled  waters  as  the  war  has  brought  about. 

Unless  the  changes  under  Professor  Fisher's  plan  are  limited  to 
very  small  amounts,  the  plan  would  expose  the  Treasury  to  the  activi- 
ties of  speculators  in  gold.  Professor  Fisher  has  seen  this  himself, 
and  has  proposed  a  special  brassage  charge  of  1  per  cent,  which  would 
have  been  adequate  to  meet  the  moderate  changes  that  it  was  designed 
to  meet  in  prewar  times,  but  had  his  plan  been  in  operation  during  the 
present  war,  with  prices  changing  sometimes  as  much  as  7  per  cent 
a  month,  and  rising  100  per  cent  or  more  in  four  years,  the  raids  on  the 
Treasury  would  have  been  intolerable.  It  has  been  suggested  that 
the  "bull"  speculator  in  gold,  that  is,  the  man  who  anticipates  a  fall 
in  prices  and  who  takes  gold  from  the  Treasury  expecting  later  to  re- 
turn it  to  the  Treasury  and  get  back  a  larger  number  of  dollars,  would 
be  handicapped  not  only  by  the  brassage  charge,  but  also  by  the  loss 
of  interest  on  the  gold  bullion  through  the  time  that  he  held  it  This 
is  true,  and  it  would  tend  to  limit  gold  speculation  in  gold  unless  eutici- 
pated  changes  were  very  great.  Even  so,  if  such  a  drastic  fall  in 
prices  were  anticipated  as  now  seem  imminent,  the  "bull"  speculator 
might  very  well  take  out  gold  and  keep  it  six  months  and  return  it  to 
the  government  with  a  handsome  profit.  But  the  case  is  radically  dif- 
ferent with  the  "bear"  speculator  in  gold,  that  is,  the  man  who,  an- 
ticipating a  great  rise  in  prices,  turns  gold  into  the  Treasury  and 
takes  out  money,  expecting  to  return  the  money  later  to  the  govern- 
ment and  receive  a  larger  amount  of  gold.  This  speculator  has  a  posi- 
tive advantage  in  the  interest  factor.  He  can  take  the  money  and 
lend  it  out  during  the  time  that  he  is  waiting  for  the  gold  content 
of  the  dollar  to  increase,  and  so  make  interest  as  well  as  a  profit  on 
the  speculation.  It  is  not  possible  to  protect  the  Treasury  against 
raids  from  speculators  under  Professor  Fisher's  plan  unless  the  an- 
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nual  changes  are  greatly  limited.  If  Professor  Fisher's  plan  were 
applied  to  war-time  conditions  and  the  effort  to  keep  prices  stable 
daring  the  great  war,  there  would  be  no  way  of  preventing  speculative 
raids  on  the  Treasury's  gold  reserves. 

Some  other  points:  I  think  we  probably  all  agree  that  Professor 
Fisher's  plan  should  not  be  adopted  except  by  international  agree- 
ment, in  view  of  the  disturbance  which  it  would  involve  in  the  inter- 
national exchanges.  The  world  must  look  forward  to  bringing  its 
monetary  systems  back  on  a  gold  basis  as  soon  as  possible,  and  the 
major  countries  of  the  world  should  concur  in  any  such  plan  as  this 
before  it  is  adopted. 

It  is  necessary  also  to  consider  the  price  level  which  is  to  be  chosen 
as  a  normal  base  from  which  we  shall  start  in  adopting  Professor 
Fisher's  plan.  Professor  Fisher  suggests  the  price  level  of  1916, 
which  is,  on  the  Bureau  of  Labor  Statistics  index  number,  about  23 
per  cent  above  the  level  of  1913,  and  perhaps  some  71  points  on  the 
same  index  below  the  average  level  for  1918.  In  support  of  this  1916 
price  level,  Professor  Fisher  urges  that  1916  represents  about  the 
center  of  gravity  of  existing  contracts.  I  am  disposed  to  accept  the 
year  1916  as  probably  giving  about  the  right  base,  though  not  for  the 
reasons  that  Professor  Fisher  offers.  I  think  that  men  who  made 
contracts  in  1916,  or  indeed  at  any  time  during  the  war,  did  so  taking 
into  account  prospective  changes  in  prices,  and  that  no  injustice  has 
come  to  them  consequently  from  such  price  changes.  I  am  interested 
in  Professor  Fisher's  plan  only  as  eliminating  the  changes  in  prices 
which  cannot  be  easily  forecast,  which  run  for  long  periods  of  time. 
I  am  interested  in  his  plan,  in  other  words,  for  the  sake  of  making 
money  a  good  long-time  standard  of  deferred  payments.  For  the 
short-time  periods  I  am  inclined  to  the  view  that  gold  money  is  now  a 
good  standard,  that  price  changes  through  short  periods  are  not  due  to 
variations  in  the  value  of  gold,  but  due  to  the  variations  in  the  value  of 
goods. 

My  reason  for  being  inclined  to  accept  the  average  of  commodity 
prices  for  1916  as  a  good  base  is  simply  that  it  seems  probable  that 
that  is  about  the  base  to  which  we  will  naturally  return  in  the  im- 
pending post-war  decline  of  commodity  prices,  and  that  it  will  prob- 
ably be  a  good  many  years  before  we  get  back  to  the  1913  basis  if 
we  ever  do.  You  will  please  not  understand  me  as  venturing  any 
exact  prophecy  in  this  matter.  No  one,  certainly  not  myself,  is  com- 
petent to  make  any  exact  predictions  as  to  what  level  of  prices  we  may 
expect  to  reach.    The  thing  will  have  to  work  out  experimentally. 
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In  any  case,  I  take  it  we  all  agree  that  the  plan  should  not  be 
adopted  at  the  present  level  of  prices.  To  do  that  would  simply  per- 
petuate all  the  injustices  which  people  on  fixed  incomes,  bondholders, 
salaried  men,  universities,  savings  banks,  public  utilities,  laborers  in 
industries  repressed  by  the  war,  and  others,  have  suffered  during  the 
war,  while  if  prices  are  allowed  to  come  down  in  natural  course,  much 
of  this  injustice  will  be  automatically  cancelled. 

Even  with  the  modifications  proposed  by  Professor  Fisher's  plan,  I 
should  still  prefer  some  such  plan  as  regulation  of  the  annual  output 
of  gold  through  government  monopoly  or  through  a  variable  tax  on 
gold  production,  or  something  of  the  sort.  This  would  prevent  diver- 
gence between  the  value  of  gold  and  the  value  of  money.  Professor 
Fisher's  plan  has  the  centre  of  the  stage,  however.  Very  many  econo- 
mists are  interested  in  it  and  not  a  few  public  men.  If  adopted  in  the 
modified  form  which  I  suggest,  it  seems  to  me  that  it  would  represent 
a  very  distinct  improvement  in  our  monetary  system.  The  modifica- 
tions proposed  are  in  summary:  (1)  that  it  be  done  by  international 
agreement;  (2)  that  it  be  done  only  after  prices  have  gone  down  to 
something  like  a  stable  normal  level;  (8)  that  changes  under  the  plan 
be  limited  to  2  per  cent  or  2^4  per  cent  a  year. 

One  or  two  comments  on  certain  other  points  that  have  been  raised 
this  morning.  I  cannot  see  how  men  can  so  ignore  the  facts  of  the 
past  eighteen  months  as  to  insist  that  our  high  commodity  prices  are 
due  to  bank  expansion  caused  by  the  government's  war  finance.  The 
great  increase  in  commodity  prices  of  this  country  took  place  by  June 
of  1917,  before  our  heavy  government  borrowing  had  got  well  under 
way,  and  the  rise  since  that  time  has  been  surprisingly  moderate. 
Moreover,  our  main  bank  expansion  took  place  before  government 
borrowing  got  largely  under  way.  The  expansion  from  June,  1915, 
to  June,  1917,  in  total  bank  resources  of  the  United  States  was  some- 
thing like  $10,000,000,000,  while  in  the  year  that  followed  it  was  some 
three  or  four  billions.  It  seems  especially  pointless  to  fear  that  fur- 
ther government  borrowing  is  going  to  expand  bank  credit  unduly, 
and  to  raise  commodity  prices.  Further  government  borrowing  will 
be  for  liquidation  purposes  in  large  measure.  The  government  is 
cancelling  contracts  and  is  borrowing  for  the  purpose  of  liquidating 
them.  Contractors  and  sub-contractors  will  in  considerable  measure 
turn  over  the  funds  which  the  government  pays  them  to  the  banks  in 
reducing  their  loans  at  the  banks.  Meanwhile,  it  is  already  in  evidence 
that  declining  commodity  prices  are  somehow  reducing  commercial  bor- 
rowing at  the  banks,  and  this  process  will  go  much  further.  My  fore- 
cast of  the  future  would  be  something  of  this  sort. 


166  American  Economic  Association 

1.  Commodity  prices  are  coming  down. 

2.  More  slowly  and  at  a  later  date,  the  volume  of  bank  credit  will 
decline. 

8.  More  slowly  and  at  a  still  later  date,  we  shall  work  out  of  the 
country  our  surplus  of  gold. 

I  am  quite  unable  to  sympathize  with  the  point  of  view  of  those 
who  hold  that  the  whole  trouble  during  the  war  with  the  price  system 
has  been  government  borrowing  and  expanding  bank  loans.  War 
finance  would  be  beautifully  simple  if  this  were  the  whole  story.  All 
we  should  need  to  do  would  be  to  forbid  the  bankers  to  extend  credit 
and  the  problem  would  be  solved.  But  the  banks  have  not  been  the 
culprits.  The  Kaiser  is  the  culprit.  The  wastes  and  demoralization 
of  war,  the  withdrawing  of  sixty  millions  of  men  from  production  and 
putting  them  to  work  at  the  most  destructive  kind  of  consumption,  the 
withdrawal  of  much  larger  numbers  of  laborers  from  ordinary  civilian 
production  to  producing  goods  for  the  armies  to  destroy, — these  are 
the  causes  of  war-time  prices.  I  am  glad  to  be  able  to  quote  in  sup- 
port of  this  view  the  conclusion  of  Professor  Wesley  C.  Mitchell,  of 
the  War  Industries  Board,  who  has  recently  issued  his  comparison  of 
Civil  War  and  present  war  prices,  with  the  conclusion  that  while  dur- 
ing the  Civil  War  monetary  depreciation  was  the  main  factor  in  high 
prices,  during  the  present  war  this  is  not  the  case.  I  quote,  "It  would 
be  going  too  far  to  say  that  during  the  present  war  monetary  changes 
have  had  no  effect  upon  prices.  But  certainly  they  have  played  no 
such  dominant  causative  role  as  in  1862-65.  On  the  other  hand,  inter- 
ruptions in  the  supply  of  commodities,  and  changes  in  demand  have 
exercised  a  much  greater  influence  than  they  did  in  the  Civil  War."1 

This  conclusion,  which  I  have  reached  on  general  theoretical  grounds 
together  with  such  study  of  actual  prices  as  I  have  been  able  to  make 
from  time  to  time,  Professor  Mitchell  has  reached  after  a  very  detailed 
examination  of  month  to  month  changes  in  prices  of  a  large  number 
of  commodities  during  both  wars. 

The  problems  of  war  finance  are  far  more  intricate  than  those  who 
have  seen  nothing  but  "inflation"  in  government  borrowing  have  be- 
lieved. The  great  problem  of  war  finance  is  to  provide  a  financial 
machinery  whereby  the  industrial  resources  of  a  country  may  be  mobil- 
ized for  war  purposes,  so  as  to  bring  about  the  restriction  of  civilian 
consumption  and  the  restriction  of  production  for  civilian  use,  and 
to  bring  about  enormous  increase  in  production  for  war  purposes,  and 

i  "A  Comparison  of  Prices  during  the  Civil  War  and  Present  War,"  issued 
by  Price  Section,  Division  of  Planning  and  Statistics,  War  Industries  Board, 
November,  1918,  page.  9. 
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the  effective  utilization  of  those  products.  A  drastic  reorganisation 
of  the  industrial  system  is  involved.  In  the  course  of  this,  bankruptcies 
must  be  averted  and  demoralization  prevented.  As  a  necessary  part 
of  this  process,  governments  must  borrow  and  banks  must  lend.  Taxes 
must  also  be  applied.  But  the  solution  of  our  problem  is  advanced 
very  little  by  such  heavy  overemphasis  as  we  have  had  by  writers  like 
Professor  Nicholson  in  England  on  the  one  element  of  expanding 
bank  credit  connected  with  government  loans. 

Hermann  F.  Arens. — With  reference  to  Professor  Fisher's  paper, 
I  suggest  the  following  plan:  Take  the  sum  of  wholesale  prices  of 
selected  commodities  averaged  according  to  their  relative  importance 
in  trade  and  use  this  sum  as  a  standard  of  value.  If  the  price  of 
these  same  goods  should  rise  above  this  amount,  bonds  might  be  is- 
sued for  currency  and  the  proceeds  retired  from  active  circulation 
until  its  value  as  measured  in  commodities  rises  again  to  a  point 
which  would  justify  a  reissue  of  this  currency. 

At  the  request  of  a  representative  of  the  Chilean  government,  I 
submitted  such  a  plan  for  the  stabilizing  of  the  Chilean  peso. 

Irving  Fisher. — To  this  plan  there  are  two  objections:  One  is 
that  the  plan  involves  placing  in  the  hands  of  some  government  official 
or  officials  the  determination  as  to  when  and  in  what  quantity  currency 
shall  be  issued  or  withdrawn,  and  that  discretion  would  be  very  liable 
to  abuse.  The  second  objection  is  that  it  runs  contrary  to  popular 
prejudice,  because  all  business  people  are  convinced  that  there  must 
be  a  gold  base  for  any  regulating  plan,  and  they  would  be  afraid  to 
depart  entirely  from  gold.  My  method  is  a  concession  to  this  pre- 
judice in  favor  of  hard  money  or  a  metallic  base.  - 

Hermann  F.  Arens. — I  admit  the  second  objection,  but,  in  regard  to 
the  first,  should  say  that  there  might  be  an  arrangement  for  issuing  or 
retiring  currency  at  a  prescribed  rate  in  accordance  with  the  fluctua- 
tions of  the  commodity  index,  thus  taking  away  from  government  offi- 
cials all  discretion  as  to  issuing  currency  or  the  amount  of  such  issue. 
This  plan  I  believe  to  be  scientific,  though  some  may  contend  that  it  is 
too  radical  and  might  do  unnecessary  violence  to  popular  prejudice. 

Wilford  I.  Kino. — Dr.  Anderson  advances  three  principal  points 
of  criticism  of  Professor  Fisher's  proposed  plan,  each  of  which  points 
seems,  to  my  mind,  to  be  of  doubtful  validity.    He  first  contends  that 
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Two  started  out  at  IS  years  of  age,  while  two  others  left  the 
home  farm  when  they  were  82  years  old. 

While  those  who  skipped  the  hired-man  stage  left  home  at  ai 
average  age  of  28,  Figure  2  shows  that  by  far  the  larger  numbe 
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Fio.  9.    Group  FTO,  679  individuals.    Age  at  becoming  tenants,  av< 
99.9  years. 

of  them  started  out  at  21.  The  bars  extending  downward 
Figure  2  represent  men  who  rented  from  their  fathers  or  c 
near  relatives;  the  bars  extending  upwards,  those  who  re 
from  others. 

Figure  8  shows  the  numbers  of  men  who  remained  at  horn 
various  lengths  of  time  and  then  went  directly  to  ownership- 
bars  extending  downward  show  numbers  who  obtained  their  i 
without  having  to  purchase  them;  those  extending  upwards, 
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who  purchased.    In  both  cases  the  high  numbers  are  from  SI  to 
80  years  of  age. 

While  the  average  length  of  the  hired-man  stage  in  the  group 
that  omitted  none  of  the  stages  was  7  years,  Figure  4  shows  that 
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the  high  numbers  come  at  from  4  to  6  years.     The  average 
raised  by  the  stragglers  who  remained  in  this  stage,  in  one  case, 
as  long  as  28  years. 

In  this  same  group  the  average  length  of  the  tenant  stage  was 
10  years ;  but  Figure  5  shows  that  the  high  numbers  come  at  from 
4  to  10  years. 

It  would  thus  appear  that  the  usual  course  of  those  farm  own- 
ers who  start  out  without  capital  is  to  work  four  to  six  years  as 
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hired  men,  four  to  ten  years  as  tenants,  after  which  they  make  a 
first  payment  on  a  farm  of  their  own.  If  this  were  a  settled  state 
of  affairs  in  this  country,  we  might  well  face  the  future  with  com- 
placency.   Tenancy  would  be  confined  mainly  to  young  men  who 
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Fio.  4.    Group  FHTO,  435  individuals, 
age  7.4  years, 


Length  of  hired-man  stage,  aver- 


are  just  winning  their  way  to  ownership  and  the  few  incompetents 
and  unfortunates  who  are  unable  to  climb  the  ladder  in  the  nor- 
mal way. 

But  the  price  of  land  has  been  increasing  at  a  rapid  rate  in  re- 
cent years.  As  a  result,  the  length  of  time  a  man  must  spend  in 
the  stages  of  hired  man  and  tenant  is  increasing.  In  order  to  de- 
termine the  extent  of  such  increase,  the  men  in  group  1,  who 
passed  through  all  the  stages,  were  divided  into  groups  according 
to  the  decade  in  which  they  acquired  ownership.    Figure  6  shows 
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the  effect  on  length  of  the  hired-man  stage.  Those  who  acquired 
their  farms  SI  to  40  years  ago  spent  an  average  of  5.2  years  as 
hired  men.  The  length  of  this  stage  increases  gradually,  until 
it  becomes  7.9  years  for  the  subgroup  who  acquired  ownership 
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F10.  5.    Group  FHTO,  435  individuals.    Length  of  tenant  stage,  average 
9.8  years. 


during  the  decade  ending  with  1917.  This  is  an  increase  of  52 
per  cent  in  three  decades,  an  average  of  about  17  per  cent  to  the 
decade.  The  rate  of  increase  is  slower,  however,  during  the  later 
periods. 

Figure  7  shows  the  relation  between  date  of  acquiring  owner- 
ship and  of  the  tenant  stage  for  this  same  group  of  men.  For 
those  who  acquired  their  farms  SI  to  40  years  ago,  the  length  of 
the  tenant  stage  averages  4.9  years.  Three  decades  later  it  had 
increased  to  11.1  years,  an  increase  of  127  per  cent,  or  42  per 
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cent  per  decade.  But  the  rate  of  increase  is  also  slower  here  in 
the  last  decade  than  in  the  two  previous,  being  for  the  three 
periods  respectively  2.8,  2.4,  and  1.5  years.  It  would  therefore 
appear  that  even  under  present  conditions  it  is  possible  by  good 
management,  for  the  young  man  who  must  start  out  without  capi- 
tal, to  pass  through  the  various  stages  necessary  to  farm  owner- 

RELATION  OF  TIME  OF  AGQU1R1N6  OWNER- 
SHIP TO  LENGTH  OF  TIME  SPENT  AS  HIRED  MAN  BY 
4-35   MID- WESTERN  FARM  OWNERS 
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Fio.  6.    Length  of  hired-man  stage. 

ship  and  acquire  economic  independence  by  the  time  his  children 
are  old  enough  for  college.  Whether  this  condition  will  continue 
will  depend  on  several  things,  one  of  which  is  the  price  of  farm 
land  in  the  future.  In  Europe  it  is  customary  to  state  the  price 
of  farm  land  in  terms  of  years'  rental.  Twenty-five  years  rent  is 
considered  a  normal  price  for  land.  It  would  simplify  matters  if 
a  similar  custom  were  adopted  in  this  country.  The  man  who 
buys  a  farm  on  time  would  then  know  more  of  his  prospects  for 
final  ownership  without  debt. 

Governmental  action  in  aiding  young  men  to  acquire  farms  is 
an  important  factor.  Other  nations,  notably  Denmark,  have 
solved  this  problem.  There  is  no  fundamental  reason  why  this 
country  can  not  do  the  same  thing.  It  is,  however,  beyond  the 
province  of  this  paper  to  pursue  this  phase  of  the  subject.  Never- 
theless it  behooves  us  as  students  of  agricultural  economics  to 
consider  carefully  the  entire  subject  of  tenant  farming  in  this 
country  with  a  view  to  seeing  that  it  occupies  its  proper  status  in 
a  system  in  which  ownership  farming  is  the  rule. 
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It  would  appear  to  be  the  part  of  wisdom  for  us  to  work  for 
legislation  intended  to  aid  young  men  who  have  proven  themselves 
as  hired  men  to  become  tenants  on  good  farms.  Then  when  they 
have  proven  their  ability  as  farm  managers  aid  should  be  ex- 
tended to  them  in  buying  farms.  Such  a  plan  would  be  in  har- 
mony with  the  normal  processes  by  which  farms  are  acquired. 

RELATION    OP  TIME  OF  ACQUIRING  OWNERSHIP  TO 
IEN6TH  OF  TIME  SPENT  AS  TENANTS  BY 
435  MID-WESTERN  FARM  OWNERS 
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Fig.  7.    Average  length  of  tenant  stage. 

In  helping  tenants  to  buy  farms  it  would  be  legitimate  to  limit 
the  purchase  price,  say,  to  a  specified  number  of  years9  rent.  This 
would  tend  to  prevent  farm  land  from  rising  to  such  prices  that 
men  can  not  hope  to  pay  for  their  farms  during  their  working 
life.  At  least  it  would  result  in  reducing  tenancy  to  its  normal 
status  in  those  sections  of  the  country  in  which  the  price  of  farm 
land  is  reasonable.  It  would  also  tend  to  reduce  the  price  of  land 
in  sections  where  it  is  too  high,  for  it  would  reduce  the  demand 
for  such  land. 


TENANCY  IN  AN  IDEAL  SYSTEM  OF  LANDOWNERSHIP 

By  Richakd  T.  Ely  and  Chables  J.  Gaxpin 
The  University  of  Wisconsin 

Paet  A 

A  strange  misconception  in  regard  to  tenancy  is  current,  and 
this  has  led,  on  the  one  hand,  to  unduly  alarming  prognostica- 
tions, and,  on  the  other  hand,  to  proposed  remedies  which  would 
produce  ten  times  as  much  evil  as  they  would  cure.  It  has  been 
even  suggested  that  tenancy  should  be  destroyed  root  and  branch, 
but,  if  it  were  possible  to  succeed  in  this  proposed  destruction,  the 
results  would  mean  serious  disaster  and,  indeed,  widespread  eco- 
nomic ruin.  Tenancy  may  be  a  good,  and  it  may  be  an  evil; 
as  we  find  it  in  the  United  States,  it  is  partly  a  good  and  partly  an 
evil.  We  cannot  exercise  any  sound  judgment  in  regard  to  ten- 
ancy, unless  we  have  some  standard  of  measurement — in  other 
words,  unless  we  have  in  our  minds  an  ideal  which  it  is  desirable 
to  approach.  The  purpose  of  this  brief  paper  is  to  consider, 
then,  some  of  the  aspects  of  tenancy  which  are  good,  and  to  at- 
tempt to  give  some  indications,  at  least,  of  the  place  which  tenancy 
would  occupy  in  an  ideal  system  of  landownership. 


Tenancy  is  everywhere  to  be  regarded  as  a  goal  for  some  farm- 
ers. There  is  a  class  of  men,  and  one  not  altogether  inconsiderable 
in  number,  who  thrive  best  under  the  economic  direction  of  an- 
other. In  other  words,  there  are  men  who  are  good  farmers,  as 
there  are  men  who  do  well  in  other  business  enterprises,  when  they 
are  guided  by  those  who  have  the  managerial  ability  which  they 
themselves  lack.  Anyone  who  has  carefully  observed  the  experi- 
ence of  men  about  him  will  readily  call  to  mind  numerous  illustra- 
tions. I  myself  have  in  mind  a  typical  one.  This  was  the  case  of 
a  man  who  had  many  of  the  qualities  of  a  merchant  and  had  these 
qualities  in  high  degree,  but  he  was  not  an  entrepreneur.  He 
worked  up  to  a  position  where  he  had  an  annual  income  of  $7000, 
and  this  was  at  a  time  when  an  income  of  that  amount  would  be 
equal  to  an  income  of  $10,000  to  $15,000  today.  He  was  in  a 
wholesale  house  in  one  of  our  great  cities,  and,  had  he  been  con- 
tent to  remain  in  this  house,  he  would  have  died  with  at  least  a 
competence,  say  a  quarter  of  a  million  dollars,  probably  being 
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taken  into  partnership  in  a  small  way.  He  had  an  ambition,  how- 
ever, to  become  an  independent  merchant  and  have  his  name  ap- 
pear leading  a  firm  name.  He  tried  it  at  the  time  that  I  have  in 
mind,  only  to  see  his  business  go  into  the  hands  of  a  receiver. 
Before  this  last  venture,  he  had  tried  to  establish  himself  as  a 
merchant  in  a  small  city.  Every  effort,  however,  proved  a  failure, 
as  he  simply  did  not  have  the  managerial  capacity  for  an  inde- 
pendent undertaking. 

It  is  very  true  that  the  difference  in  self-direction  between  a 
merchant  as  head  of  a  great  wholesale  concern  and  the  mercantile 
employee  whom  I  have  considered  is  far  greater  than  the  differ- 
ence between  the  man  cultivating  his  own  farm  and  the  tenant  in 
our  northern  states.  The  tenant  has  a  large  measure  of  self- 
direction  as  a  normal  and  regular  thing.  There  are,  however, 
many  cases  where  he  has  helpful  guidance,  and  this  frequently 
amounts  to  more  than  he  himself  realizes.  The  hypothesis  here  is 
that  as  he  has  such  guidance  the  owner  is  in  close  touch  with  the 
tenant,  and  is  a  man  who  has  certain  gifts  or  valuable  experience 
in  larger  measure  than  the  tenant.  This  is  a  frequent  case.  It  is 
also  a  hypothesis  that  the  landlord  resides  near  the  farm,  because 
absentee  landlordism  fails  at  this  critical  point;  and  it  may  be 
said  in  general  that  absentee  landlordism  very  generally  in  our 
country  and  elsewhere  fails  to  meet  the  test  of  good  landlordism. 
Even  if  it  is  not  to  be  condemned  absolutely,  it  is  something  which 
should  be  watched  carefully  in  the  public  interest  and  should  not 
be  allowed  to  reach  large  dimensions. 

Great  estates  coming  down  from  generation  to  generation,  like 
the  Scully  Estates  in  the  Misissippi  Valley,  do  not  supply  these 
conditions  which  make  tenancy  desirable  for  certain  classes  of 
men.  This,  however,  is  a  separate  subject,  into  which  we  cannot 
enter  at  the  present  time. 

Tenancy  as  a  goal  suggests  a  resting  place  or  termination  of  a 
career, — the  achievement  of  tenancy.  When  it  is  the  last  step,  it 
may  come  in  a  variety  of  ways,  for  example,  as  a  result  of  the  in- 
heritance of  a  rented  farm,  as  it  frequently  does  in  England  and 
older  countries,  or  it  may  come  as  an  ascent  from  the  condition 
of  laborer,  and  thus  be  a  rung  upward  on  the  agricultural  ladder. 
But  when  a  farmer  remains  a  tenant,  it  by  no  means  signifies  that 
he  is  not  making  economic  and  social  progress.  A  tenant  may  be 
a  very  well-to-do  man,  and  in  a  prosperous  region  like  southern 
Wisconsin  the  typical  tenant  may  be  quite  as  well  off  in  economic 
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goods  as  the  typical  farmer  cultivating  his  own  farm  in  western 
New  York  forty  or  fifty  years  ago.  Certainly  he  is  more  pros- 
perous than  the  typical  settler  on  his  own  land  in  many  of  the 
newer  sections  of  the  country.  We  will  not  discuss  the  pros- 
perity of  the  tenant  further  in  this  connection.  The  general  prop- 
osition is  simply  that  for  some  farmers  in  all  parts  of  the  world, 
and  especially  in  the  older  and  more  prosperous  agricultural  re- 
gions, tenancy  is  the  proper  goal  or  permanent  resting  place; 
for  this  results  from  a  permanent  differentiation  of  human  quali- 
ties.   I  pass  on  now  to  my  second  related  proposition. 

f 

n 

Tenancy  has  a  permanent  place  in  un  ideal  system  of  ownership 
for  large  numbers  in  some  places.  The  amount  of  tenancy  de- 
sirable for  those  who  fare  best  as  permanent  tenants  will  differ 
in  different  parts  of  the  country.  The  number  depends  in  part 
upon  the  kind  of  agriculture  pursued,  upon  various  conditions  of 
time  and  place,  and  upon  the  economic  stratification  and  racial 
composition  of  the  population.  Where  there  are  wide  differences 
in  the  capacity  of  various  economic  classes,  tenancy  will  nat- 
urally have  a  large  place,  especially  if  the  lower  strata  are  some- 
what deficient  in  economic  qualities.  The  negroes  of  our  South 
furnish  an  illustration.  In  some  cases  ownership  of  land  by 
negroes  leads  to  idleness,  and  in  other  places  to  wasteful  culture. 
We  have  no  statistical  data  that  enable  us  to  tell  how  large  a 
proportion  of  the  negroes  would  thrive  best  under  the  system  of 
good  landlordship.  Perhaps  it  would  not  be  possible  to  tell  with- 
out more  careful  experimentation.  If  we  should  set  out  to  do  the 
very  best  we  could  for  them,  calling  into  cooperation  with  us 
their  wisest  leaders,  I  am  inclined  to  think  that  at  present  at  least 
one-half  of  the  negroes  would  thrive  best  as  tenants  under  wise 
direction,  and  probably  more  than  one-half,  taking  the  country  as 
a  whole.  If  this  is  the  case,  then  a  good  land  policy  for  our 
Southern  States  should  be  directed  very  largely  to  the  develop- 
ment of  good  tenancy  and  good  landlordship.  Kindly  and  wise 
direction  of  the  lower  strata  by  those  whose  economic,  intellectual, 
and  social  development  has  reached  a  higher  plane  is  something 
that  cannot  be  dispensed  with  if  this  world  is  to  be  a  decent  place 
to  live  in.  But  this  by  no  means  implies  a  policy  of  laissez  faire 
and  exclusive  reliance  upon  individual  benevolence.  Experience 
has  amply  demonstrated  the  futility  of  laissez-faire  individualism. 
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We  need  everywhere  active  boards  of  control  for  land  just  as 
much  as  for  railways.  So  it  must  be  remembered  that  a  helpful 
state  land  commission  is  required  along  with  any  and  every  kind 
of  land  tenure.    To  this  we  return  later. 

For  negroes  and  any  other  similar  group,  we  should  always 
keep  open  a  broad  way  to  success  and  encourage  landownership 
just  as  fast  as  individual  fitness  for  landownership  is  shown.  The 
folly  of  wholesale  attempts  at  transformation  by  legislation  should 
have  been  demonstrated  for  all  time  by  the  results  of  giving  all 
the  negroes  the  ballot  at  the  close  of  the  war — something  far 
different  from  what  Lincoln  had  desired. 

m 

Tenancy  is  one  means  of  transmission  of  landed  property  from 
one  generation  to  another,  and  a  very  desirable  means  of  transmis- 
sion in  suitable  cases.  Let  us  take  the  case  of  a  father  of  a  family 
with  a  farm  of  320  acres  in  the  fertile  Mississippi  Valley.  He 
has  three  sons  and  one  daughter.  The  farm  is  entirely  paid  for, 
is  provided  with  good  buildings,  and  the  farmer  has  a  handsome 
balance  in  the  bank.  Two  sons  have  received  a  professional  edu- 
cation and  have  got  started  in  life,  one  as  a  physician,  the  other 
as  a  lawyer.  One  son  stays  on  the  farm  and  the  daughter  marries 
a  promising  young  farmer,  blessed  in  everything  except  money. 
As  the  father  grows  older,  he  decides  to  divide  the  farm  into  two 
parts.  The  daughter's  husband  takes  over  one  quarter  section 
and  the  son  takes  over  one  quarter  section,  both  of  them  nominally 
tenants.  The  father  moves  to  a  nearby  village  and  finds  occupa- 
tion suitable  to  his  declining  physical  strength  on  the  two  farms, 
helping  especially  in  harvest  time,  but  at  other  times  giving  such 
wise  direction  as  may  be  desired.  Upon  his  death,  the  farms 
pass  to  the  son  and  daughter,  while  the  two  professional  sons 
have  already  gained,  or  are  rapidly  gaining,  a  competence.  This 
is  a  very  frequent  case  and  accounts  for  a  very  considerable  pro- 
portion of  tenancy.  Tenancy,  in  other  words,  is  frequently  a 
family  arrangement  which  corresponds  to  difference  in  age  groups 
and  to  concrete  conditions.  This  is  the  situation  found  in  every 
part  of  the  United  States  and  a  situation  found  also  in  foreign 
countries.  I  recall  coming  upon  it  as  typical  in  my  investigations 
in  Bavaria. 

Studies  have  been  made  of  this  situation  by  Messrs.  Eugene 
Merritt  and  K.  L.  Hatch,  and  the  results  of  this  investigation  are 
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published  in  a  bulletin  entitled,  "Some  Economic  Factors  Which 
Influence  Rural  Education  in  Wisconsin."  From  it  we  take  the 
following  data  for  Iowa  County,  Wisconsin. 

Of  all  farmers  in  the  county,  married  less  than  10  years,  40 
per  cent  are  tenants ;  married  between  10  and  SO  years,  15  per 
cent  are  tenants;  married  over  SO  years,  8  per  cent  are  tenants. 
Of  434  tenants  studied  with  respect  to  years  of  tenure,  17S  had 
the  same  name  as  the  owner.  It  is,  of  course,  highly  probable 
that  a  considerable  number  of  the  remaining  S59  were  related  to 
the  owner  through  marriage. 

Of  the  S59,  S06,  or  80  per  cent,  had  occupied  the  farm  they 
were  on  at  census  date  3  years  or  less. 

Of  the  first  class,  84,  or  48  per  cent,  had  occupied  the  farm 
3  years  or  less.  It  is  evident  from  above  and  other  collateral  data 
that  for  Iowa  County  tenancy — in  a  very  large  measure — is  a 
stage  in  the  development  of  ownership. 

I  do  not  present  these  statistics  as  indicative  of  what  happens 
in  the  United  States  generally.  They  give  facts  in  regard  to  one 
county  in  Wisconsin,  and  I  believe  they  could  be  duplicated  in 
many  other  counties  in  Wisconsin  and  elsewhere.  We  need  in 
this  particular,  as  in  so  many  others,  far  more  extensive  investi- 
gations than  have  as  yet  been  made,  and  far  better  than  most  of 
those  that  have  thus  far  been  undertaken. 

Undoubtedly  there  are  many  cases  of  farmers  who  to  their  own 
injury  retire  too  early,  but  even  in  an  ideal  system  a  very  con- 
siderable percentage  of  farms  would  be  operated  by  tenants,  who 
through  tenancy  represent  a  stage  in  the  transference  of  property 
from  generation  to  generation.  Let  us  suppose  that  a  man  begins 
work  as  a  tenant  on  his  father's  farm  at  SS,  inherits  the  farm  at 
32,  retires  at  6S,  and  dies  at  72.  Then  during  the  period  of  fifty 
years  of  ownership,  one-fifth  of  the  time  this  man  was  a  tenant, 
three-fifths  a  farmer  tilling  his  own  acres,  and  one-fifth  a  land- 
lord, possibly  his  son-in-law  being  the  tenant.  Two-fifths  or  40 
per  cent  of  the  time  the  farm  has  been  in  a  state  of  tenancy. 

It  naturally  follows  from  the  above  that  as  a  new  country 
comes  to  be  an  old  country  there  will  normally  be  an  increase  in 
tenancy.  I  have  found  parts  of  Upper  Wisconsin  where  settle- 
ment is  still  recent  and  where  the  people  boast  that  there  is  prac- 
tically no  tenancy.  The  settlers  are  so  recent  that  tenancy  has 
not  come  into  existence  as  a  method  of  transferring  property  from 
generation  to  generation.    As  a  country  grows  older,  and  particu- 
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larly  as  a  country  becomes  more  prosperous,  tenancy  will  in- 
crease, because  the  older  generation  will  be  engaged  in  the  "retreat" 
from  the  farm,  to  use  Professor  Galpin's  felicitous  phrase.  There 
are  also  other  reasons  why,  even  if  the  conditions  of  landowner- 
ship  are  quite  as  good  as  the  present,  there  will  be  an  increase  in 
tenancy.    These  other  reasons  are  mentioned  in  the  present  paper. 

IV 

Tenancy  is  also  a  good  thing  when  it  represents  a  rung  in  the 
agricultural  ladder  and  means  a  step  upwards  in  the  winning  of 
a  competency.  Sometimes  and  frequently  a  man  begins  as  an 
agricultural  laborer,  saves  money  enough  to  become  a  tenant, 
then  through  tenancy  acquires  enough  to  purchase  a  farm,  gives 
back  a  mortgage  and  gradually  pays  for  this  mortgage.  Familiar 
statistics  showing  age  groups  of  farmers,  show  how  largely  tenan- 
cies form  a  rung  on  the  agricultural  ladder.  Professor  Spill- 
man,  who  is  on  the  program  with  me,  has  made  various  investi- 
gations which  clearly  reveal  the  upward  movement  of  farmers  as 
their  age  increases.  A  recent  study  of  SI  IS  farm  owners  shows 
that  nearly  three-quarters  of  them  have  been  hired  men  or  tenants 
before  they  acquired  farms.  The  farmers  who  mounted  the  agri- 
cultural ladder  beginning  as  agricultural  laborers,  and  passing 
through  the  stage  of  tenancy,  became  owners  at  the  average  age 
of  86%,  while  those  who  skipped  the  tenant  stage  became  owners 
at  the  average  age  of  S9.  Over  three-fourths  of  the  farmers  un- 
der £5  years  of  age  are  tenants ;  but  among  the  farmers  35  to  45 
years  of  age,  only  about  one-third  are  tenants.  Among  farmers 
55  to  65  years  of  age,  only  about  one-fifth  are  tenants.  This  is 
a  large  subject,  by  itself,  and  the  figures  given  are  merely  illus- 
trative. I  expect  that  my  associate,  Professor  Spillman,  will  dis- 
cuss this  topic  adequately. 

We  shall  not  have  good  agriculture  unless  our  policies  are 
framed  with  respect  to  the  existence  of  the  three  classes — labor- 
ers, tenants,  and  landowners — in  due  proportion.  Any  plan  for 
the  future  which  overlooks  the  three  classes  is  to  that  extent  de- 
fective. 

Is  there  any  way  whereby  a  man  starting  with  nothing  can 
acquire  a  valuable  farm  without  toil  and  without  abstinence  in- 
volved in  the  accumulation  of  wealth,  unless  the  property  is  taken 
from  others  and  handed  over  to  him,  which  in  the  absence  of  gift 
or  inheritance  means  that  he  has  acquired  wrongfully  and  at  the 
expense  of  others  his  farm?     Statistical  data  as  we  have  just 
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seen  show  that  men  become  farm  owners  at  increasing  age.  This 
may  be  an  evil,  and  it  may  not  be  an  evil.  When  we  say  that  a 
man  has  acquired  a  farm,  what  do  we  mean?  It  may  be  that  he 
has  acquired  a  value  of  $1000  and  it  may  be  a  value  of  $10,000. 
It  may  be  that  a  man  at  the  age  of  45  has  acquired  a  farm  debt- 
free,  and  another  man  at  the  age  of  85  has  acquired  a  farm  debt- 
free,  both  of  them  beginning  their  efforts  to  acquire  a  farm  at 
the  age  of  25.  Let  us  suppose  that  the  farm  acquired  by  the  man 
at  the  age  of  45  is  worth  $30,000,  and  that  the  farm  acquired  by 
the  man  at  the  age  of  35  is  worth  $10,000.  The  man  who  acquires 
this  farm  at  the  age  of  35  has  got  ahead  at  the  rate  of  $1000  a 
year.  The  man  who  has  acquired  the  farm  at  the  age  of  45  has 
gained  $1500  a  year,  and  has  made  the  more  rapid  progress  in 
wealth  accumulation.  Whether  or  not,  from  the  point  of  view  of 
general  economic  well-being  and  a  desirable  social  order,  he  is 
better  off  or  worse  off  cannot  be  stated  absolutely  and  uncon- 
ditionally; and  here  and  now  we  have  not  time  to  discuss  all  the 
individual  and  social  interests  involved.  It  is  not  the  prize  at  the 
end  of  a  struggle  that  is  always  a  chief  reward,  but  the  struggle 
itself,  and  the  life  during  the  period  of  the  struggle.  I  remember 
well  the  case  of  a  family  in  Langlade  County,  Wisconsin,  that  had 
moved  into  the  county  in  early  days  and  had  acquired  a  farm 
competence.  The  aged  wife  of  the  settler  looked  back  with  joy 
upon  the  early  life  in  the  community  when  the  privations  were 
great,  and  her  face  glowed  as  she  spoke  about  the  joys  of  the  days 
of  successful  struggle.  Those  seemed  to  her  better  days  than  the 
present  days  of  prosperity  with  the  early  goal  achieved  and  the 
husband  dead.  As  Robert  Louis  Stevenson  said,  "To  travel 
hopefully  is  a  better  thing  than  to  arrive,  and  the  true  success  is 
to  labour."  There  are  those  who  seem  to  think  that  anyone  de- 
siring a  valuable  farm  should  have  it  and  at  once  become  an  inde- 
pendent farmer.  If  this  is  not  said  in  so  many  words,  it  is  cer- 
tainly the  implication  of  much  loose  talk  that  we  hear;  yet  no 
one  expects  that  every  man  employed  in  a  bank  is  to  become  a 
large  stockholder  at  an  early  age,  and  still  less  is  it  considered 
a  grievance  because  everyone  in  a  banking  business  does  not  have 
a  bank  of  his  own.  The  analogy  is  not  perfect  because  it  is  at 
once  admitted  that  we  desire  a  large  number  of  independent  farm 
owners,  and  that  for  social  and  political  reasons  quite  as  much  as 
for  economic  reasons.  The  economic  reasons  are  not  decisive,  as 
we  may  see  in  England,  where  we  have  good  cultivation  of  the 
land  under  almost  universal  tenancy,  where  even  with  good  agri- 
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culture  social  and  political  evils  manifest  themselves  as  a  result  of 
the  too  small  number  of  independent  landowners. 

In  the  kind  of  world  in  which  we  live,  it  is  not  an  evil  that  a 
man  should  be  obliged  to  struggle  for  a  competence,  and  that  it 
should  take  years  for  one  starting  at  the  foot  of  the  ladder  to 
climb  to  the  top.  Sudden  accumulations  are  bad  for  us,  generally 
speaking,  as  they  bring  to  the  surface  and  develop  certain  weak- 
nesses of  human  nature. 

Here  again  we  come  to  the  proposition  that  as  the  country 
grows  older  tenancy  will  increase  normally  and  regularly,  which 
is  not  necessarily  a  bad  condition. 


In  an  ideal  system  of  landownership  we  shall  have  a  very  con- 
siderable percentage  of  the  land  area,  both  urban  and  rural,  in 
public  ownership.  Public  ownership  is  everywhere  increasing  to- 
day. So  far  as  we  now  know,  for  a  greater  proportion  of  the 
land,  private  ownership  is  better;  but  even  so,  there  are  various 
reasons  why  a  larger  proportion  of  the  land  should  be  in  public 
ownership  than  is  the  case  at  present.  We  have  already  a  large 
area  of  school  lands  in  public  ownership,  to  say  nothing  about 
the  lands  of  the  open  range,  and  perhaps  these  to  a  very  con- 
siderable extent  should  remain  in  public  ownership.  It  is  gener- 
ally conceded  that  forest  lands  where  they  exist  in  large  areas 
should  be  publicly  owned  and  administered. 

The  public  ownership  of  considerable  areas  of  land,  both  in  city 
and  country,  is  desirable.  Absolute  definite  proportions  of  land 
to  be  publicly  owned  cannot  be  determined:  everything  depends 
upon  conditions  of  time  and  place. 

As  a  matter  of  fact,  we  can  scarcely  take  a  step  in  the  fruitful 
discussion  of  land  policies  unless  we  first  classify  the  land,  for 
what  holds  with  regard  to  one  class  of  land  does  not  hold  with 
regard  to  another  class  of  land.  Let  us  take  up  the  subject  of 
mineral  resources.  I  think  economists  are  very  generally  agreed 
that  the  mineral  treasures  of  the  earth  should  be  publicly  owned. 
I  mean  by  this  that  if  we  had  to  do  with  a  new  country,  the 
economists  would,  in  my  opinion,  by  an  overwhelming  majority  be 
in  favor  of  reserving  all  of  the  mineral  rights  as  public  property. 
As  a  matter  of  fact,  this  is  coming  to  be  the  established  policy  in 
our  own  country,  as  well  as  in  other  countries.  I  think  that  the 
economists  will  very  generally  favor  measures  calculated  to  bring 
all  undiscovered  mineral  treasures  into  public  ownership,  so  far 


188  American  Economic  Association 

as  this  may  be  done  without  undue  cost  and  without  confiscation* 
I  believe  economists  very  generally  are  in  favor  of  the  public 
ownership  of  shore  lands  of  real  significance,  and  of  all  pieces  of 
lands  which  have  peculiar  strategic  significance. 

A  good  deal  of  land  in  the  German  cities,  notably  Frankf ort-on- 
the-Main  and  Ulm  on  the  Danube,  is  owned  by  the  cities,  and  that 
has  beneficial  effects.  Public  ownership  of  dwelling  sites  makes 
possible  arrangements  whereby  dwellers  in  the  cities  can  acquire 
homes  and  a  freehold,  provided,  of  course,  the  city  is  always  buy- 
ing land,  as  well  as  selling  land.  The  ownership  of  forests  about 
cities,  as  in  the  case  of  Frankfort  and  in  the  case  of  Heidelberg, 
is  desirable.  Certain  illustrations  in  our  own  country — for  ex- 
ample, Lynn,  Massachusetts — may  be  instanced.  The  public 
ownership  of  land  along  water  courses  and  about  reservoirs,  fur- 
nishing urban  water  supplies,  is  very  desirable.  Baltimore  serves 
as  an  illustration,  although  the  municipal  ownership  there  has 
not  been  carried  so  far  as  is  desirable.  Sometimes  public  owner- 
ship involves  tenancy,  sometimes  direct  management. 

Illustrations  of  desirable  permanent  public  ownership  with  va- 
rious forms  of  tenancy  are  afforded  by  the  national  forests  and 
the  open  range  in  the  Far  West.  Certain  lands  strategically  situ- 
ated, like  the  banks  of  streams  and  the  land  surrounding  the  water 
holes  in  the  West,  may  be  instanced  as  illustrations.  When  we 
have  anything  like  an  ideal  system  of  landownership  in  the  West, 
it  will  mean  a  good  deal  of  public  ownership  and  a  good  deal  of 
public  tenancy. 

Tenancy  will  play  a  very  considerable  role  with  respect  to  the 
lands  which  are  in  public  ownership.  The  nation,  state,  or  city, 
as  the  case  may  be,  will  very  properly  seek  to  gain  an  income 
from  these  publicly  owned  lands ;  otherwise  their  tenants  will  be  a 
favored  class.  At  the  same  time,  where  we  have  public  ownership, 
there  should  be  an  attempt  to  develop  a  satisfactory  system  of 
tenancy  which  will  help  men  upwards.  There  is  considerable 
room  here  for  legitimate  experimentation. 

In  fact,  it  is  suggested  as  desirable  that  our  various  states 
should  acquire  land,  where  they  do  not  now  own  it,  and  should 
establish  model  systems  of  tenancy,  conducting  various  experi- 
ments to  discover  the  best  kinds  of  tenancy.  It  is  just  as  legiti- 
mate to  have  model  tenant  farms  as  it  is  to  have  model  experi- 
mental farms,  devoted  to  trials  of  different  kinds  of  seed  and  dif- 
ferent methods  of  agriculture.  The  state  with  a  good  system  of 
administration  is  in  a  better  position  than  an  individual  to  try 
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experiments  in  tenancy.  The  state  also  can  have  an  influence  out 
of  all  proportion  to  the  area  of  land  it  lets  to  tenants  in  estab- 
lishing models  for  landowners  to  follow.  An  illustration  can  be 
given  from  the  City  and  Suburban  Homes  Company,  of  New  York 
City.  This  company  has  a  capital  of  only  six  or  seven  millions, 
which  is  not  large  in  New  York  City,  and  yet  it  has  been  able 
to  exercise  an  appreciable  influence  upon  tenancy  in  that  city. 
It  does  the  best  it  can  for  the  tenants  with  a  rate  of  4  to  5  per 
cent  on  money  invested,  and  has  forced  the  private  owners  of 
tenements  to  establish  better  conditions  in  order  to  secure  good 
tenants. 

We  may  lay  it  down  as  a  general  rule  that  the  higher  the  grade 
of  the  public  service,  the  larger  the  admissdble  percentage  of 
tenancy. 

VI 

In  an  ideal  system  of  landownership,  tenancy  will  be  regulated. 
The  regulation  of  tenancy  is  a  world-wide  phenomenon  and  is  in- 
creasing in  civilized  countries.  We  have  here  to  do  with  a  public 
interest.  If  there  is  such  a  thing  as  a  public  utility,  we  may  say 
that  it  is  the  land.  While  we  have  much  good  tenancy  in  this 
country,  and  while  the  evils  of  tenancy  in  the  United  States  have 
been  grossly  exaggerated,  unquestionably  we  do  have  a  great  deal 
of  tenancy  which  is  far  from  what  it  should  be,  resulting  in  human 
loss,  as  well  as  loss  in  material  well-being. 

Short  tenancies  particularly  are  undesirable.  The  tenant  must 
have  a  real  interest  in  the  improvement  of  the  land,  as  well  as  a 
real  interest  in  the  community  in  which  he  lives.  Older  countries 
have  been  obliged  to  make  provision  for  payment  to  the  tenant 
for  the  unexhausted  improvements  of  the  soil  which  are  due  to  his 
effort,  and  also  a  payment  for  disturbance  of  his  tenancy.  In 
Scotland  and  Ireland  rents  are  regulated,  and  doubtless  will  be  in 
England.  We  have  here  many  very  difficult  problems.  There  is 
a  tendency  for  good  tenancy  to  ripen  into  dual  ownership  of  the 
land.  This  was  the  case  in  Ireland  and  has  resulted  in  the  pur- 
chase of  the  land  by  the  government  and  its  sale  to  the  tenants 
under  a  long-time  amortization  plan. 

vn 

In  an  ideal  system  of  landownership  there  will  be  an  endeavor 
to  create  in  the  landowner  a  feeling  that  landownership  carries 
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with  it  a  social  mission.  Many  have  this  feeling  already;  and 
any  wide  survey  of  the  world's  experience,  coupled  with  a  knowl- 
edge of  human  nature,  will  show  that  it  is  possible  to  develop  this 
very  greatly.  In  our  economic  life  it  is  folly  to  suppose  that  we 
can  ever  get  beyond  a  stage  in  our  evolution  where  conscience  will 
not  be  needed,  and  where  part  of  our  task  will  not  be  appeals  to 
the  individual  conscience. 

In  an  ideal  system  of  landownership,  landowners  will  try  to 
build  up  those  who  are  their  tenants  and  will  frequently  be  dis- 
posed to  help  those  who  are  tenants  to  acquire  ownership  of  the 
land  occupied,  selling  one  farm  and  purchasing  another,  in  order 
in  turn  to  help  a  tenant  acquire  ownership  of  this  newly  pur- 
chased farm.  In  other  cases,  however,  the  landowners  will  simply 
help  the  tenants  as  tenants,  or,  as  frequently  happens,  will  help 
them  to  acquire  other  farms. 

In  an  ideal  system,  also,  we  shall  have  companies  analogous  to 
the  City  and  Suburban  Homes  Company  of  New  York,  already 
mentioned,  which  will  purchase  and  sell  land  in  order  to  help  men 
acquire  landownership. 

VIII 

In  an  ideal  system  of  landownership  there  surely  will  be  a 
limited  place  for  ownership  of  land  by  those  who  love  the  land 
and  yet  are  not  able  to  live  on  it.  In  some  cases  these  owners 
will  employ  managers;  in  others,  they  will  let  their  land  to  ten- 
ants. It  is  not  desirable  that  the  land  should  be  generally  held 
by  those  who  use  it  as  a  plaything.  Nevertheless,  professional 
men  may  legitimately  and  without  injury  to  society  own  land  and 
enjoy  the  ownership.  They  may  try  experiments  which  poorer 
men  could  not  try,  and  also  they  may  use  the  land  as  an  anchor 
to  the  windward,  as  something  to  fall  back  on  in  case  of  loss,  or 
something  for  old  age. 

Those  familiar  with  the  Blue  Grass  region  of  Kentucky  know 
that  there  are  many  beautiful  farms  there  belonging  to  rich  own- 
ers who  cultivate  them  well  and  who,  among  other  things,  engage 
in  the  breeding  of  horses.  Whether  or  not  this  promotes  the  gen- 
eral welfare  of  the  community  is  an  open  question.  It  tends  to 
raise  wages,  and  if  it  raises  them  above  a  true  economic  level,  it 
may  in  the  long  run  be  injurious  to  the  wage  earners,  as  well  as  to 
the  other  farm  owners.  We  have  many  questions  which  in  this 
connection  require  more  careful  consideration  than  they  have 
ever  received. 
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EK 

We  find  in  many  parts  of  the  world,  but  especially  in  England, 
those  who  prefer  capitalistic  farming  without  ownership  of  the 
land  under  the  conditions  of  ownership  which  exist.  Doubt- 
less there  are  many  parts  of  the  United  States  where  a  man  will 
make  more  money  without  ownership  of  the  land  than  he  will  with 
ownership  of  the  land,  and  this  is  due  to  conditions  not  easily 
remedied.  It  is  doubtful  if  from  the  social  and  political  point  of 
view  capitalistic  farming  without  ownership  of  land  is  to  be  en- 
couraged. Certainly  it  is  not  to  be  prohibited  absolutely,  as 
within  narrow  limits  it  may  prove  even  beneficial  Should  any 
general  tendency  develop  toward  a  great  extension  of  capitalistic 
farming  without  landownership,  it  would  be  in  order  to  consider 
measures  to  check  the  tendency.  Tenancy  as  a  prevailing  system 
for  land  utilization,  either  in  city  or  country,  is  not  desirable,  even 
if  the  land  is  publicly  owned.  New  Zealand  has  tried  the  lease- 
hold system  with  public  ownership  of  the  land,  and  is  gradually 
abandoning  it  for  the  freehold.  As  a  clever  French  writer  has  well 
said,  in  New  Zealand  democracy  in  landownership  has  triumphed 
over  socialism  in  landownership.  As  a  universal  system,  public 
ownership  of  leased  and  rented  land  is  practically  impossible,  as 
well  as  undesirable.  The  utilizers  of  the  land,  having  great  and 
irresistible  political  power,  will  inevitably  make  themselves  virtual 
owners,  and  they  may  do  this  under  such  conditions  that  their  an- 
nual payments  for  nominally  rented  land  will  be  less  than  the 
taxes  paid  by  the  American  owner  of  a  freehold. 

I  well  remember  one  of  the  reformers  in  New  Zealand  talking  to 
me  in  the  Capitol  building  at  Wellington  about  the  situation.  He 
almost  had  tears  in  his  eyes  when  he  told  me  how  they  had  put 
men  on  the  land  publicly  owned,  how  they  had  made  these  men 
strong  and  prosperous,  and  how  they  had  voted  into  power  the 
present  Massey  Government,  because  the  Massey  Government  had 
promised  them  the  freehold.  This, is  a  natural  evolution.  After 
the  freehold  has  been  reached,  then  there  begins  an  evolution,  such 
as  we  see  in  this  country,  and  such  as  we  see  elsewhere  in  the 
world,  as  a  result  of  which  the  privately  owned  land  is  controlled 
socially  and  is  made  subservient  to  social  well-being. 

In  Australia  it  is  reported  that  with  the  aim  of  bringing  about 
a  socially  desirable  use  of  the  land,  and  especially  to  prevent  the 
growth  of  tenancy,  land  has  in  some  cases  been  sold  with  limited 
and  imperfect  titles — "spotted  titles,"  so  called.    These  titles  re- 
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strict  the  transfer  of  land  to  actual  settlers.  The  general  a) 
may  be  approved,  while  the  method  of  achieving  it  may  be  four 
faulty.  It  is  said  that  the  "spotted  titles"  have  proved  objection 
able  in  many  cases.  It  is  better  to  let  the  landownership  devek 
into  full  ownership  and  then  to  exercise  such  control  over  its  ow 
ership  as  may  be  desirable  by  general  laws  imposed  by  land  coi 
missions.  This  is  the  method  followed  in  Ireland,  where  transfc 
of  land  are  controlled  by  the  Irish  Land  Boards  until  the  amor 
zation  payments  are  fully  made. 


A  man  as  landowner  and  landlord  may  be  a  most  useful  citiz* 
even  if  he  has  several  farms.  If  he  is  the  right  kind  of  landlo 
some  of  his  tenants  will  be  developing  into  capable  farmers  a 
gradually  acquire  farms  of  their  own,  while  others  may  rema 
leading  happy,  useful,  and  honorable  lives  as  tenants.  The  i 
lowing  is  a  history  of  three  farms  in  Dane  County,  not  far  f r 
Madison,  Wisconsin. 

The  farms  in  question  belong  to  the  Honorable  John  S.  Don* 
and  are  located  near  Mount  Horeb,  in  Dane  County,  Wiscon 
First,  a  word  about  the  owner.  Mr.  Donald  is  of  Scotch  exti 
tion,  a  native  of  Wisconsin,  now  in  middle  life.  His  popularit; 
shown  in  the  fact  that  he  has  been  four  times  elected  to  the  si 
legislature  and  that  he  has  been  secretary  of  state  in  Wiscoi 
for  four  years.  He  has  lived  on  or  near  his  farms  and  kepi 
close  touch  with  them  until  the  last  few  months,  when  he  has  t 
in  France  in  the  service  of  the  Y.  M.  C.  A.  Mr.  Donald's  fa 
have  come  to  him  from  his  father  and  mother;  the  latter  is 
living.  The  farms  amount  altogether  to  640  acres,  or  a  sec 
of  land.  Originally  there  were  four  farms,  but  one  of  them 
been  divided  up  among  the  remaining  three,  and  serves  as  pas 
and  meadow  land  for  these  three,  for  which  an  always-floi 
stream  especially  fits  it.  The  country  where  these  farms  arc 
cated  is  a  preeminently  good  dairy  country;  and  dairyin 
doubtless  the  most  prominent  feature  of  the  farming  on  t 
farms,  as  it  is  in  general  in  southern  Wisconsin.  Dairying 
however,  not  followed  exclusively,  but  all-round  farming  is  j 
ticed.  Calves,  colts,  and  hogs  are  raised,  and  these  consum 
the  feed  raised  on  the  farms.  At  one  time  there  were  101 
on  the  farms.    Now  each  tenant  has  somewhere  around  25. 

The  farms  are  let  on  the  system  of  equal  shares,  or  coSpera 
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as  the  owner  prefers  to  call  it.  A  cooperative  spirit  is  that  which 
animates  all  concerned.  Let  us  consider  the  tenants  on  the  three 
farms. 

On  what  is  called  the  Donald  Farm  we  find  a  tenant  named 
Albert  Kobbervig,  a  Norwegian  whose  wife  is  German.  He  began 
originally  as  a  laborer,  and  therefore  tenancy  represents  to  him 
a  rung  upward  on  the  agricultural  ladder.  He  has  five  children, 
four  boys  and  one  girl.  A  boy  born  this  year  is  named  after  the 
landlord,  Donald.  They  speak  English  in  the  family,  which  is 
thoroughly  Americanized. 

Albert  Kobbervig  worked  for  wages  for  two  years  on  this  same 
farm.  As  a  laborer  he  was  furnished  with  house,  milk,  and  garden. 
His  wife  took  care  of  the  poultry,  that  part  of  the  farm  being 
carried  on  on  the  cooperative  plan,  the  produce  being  divided 
equally  after  the  tenant  had  received  the  value  of  $10.  After  two 
years,  Kobbervig  became  a  tenant,  but  not  having  enough  to  pay 
for  his  half  of  the  stock,  Mr.  Donald  gave  him  time,  and  he  gradu- 
ally paid  for  it.  The  stock  is  blooded  stock,  and  the  horses  are 
of  the  Percheron  variety.  Mr.  Kobbervig  is  the  first  and  only 
tenant  on  the  farm  and  has  now  been  there  for  fourteen  years. 
He  has  half  the  stock  and  all  the  farm  machinery  paid  for  and 
money  in  the  bank.  He  takes  an  interest  in  the  affairs  of  the 
community,  of  which  he  is  an  honorable  member,  and  apparently  is 
contented  where  he  is. 

Alva  Lust  lives  on  what  is  called  the  Sweet  Farm.  He 
has  been  a  tenant  there  for  seven  years.  He  began  as  a  tenant, 
but  without  property,  a  brother  furnishing  him  money  with  which 
to  purchase  his  share  of  the  equipment.  This  year  he  boasts  a 
fine  corn  crop,  which  has  filled  his  silo  and  left  a  surplusage  of 
corn  for  his  stock.    He  has  cut  four  crops  of  alfalfa. 

Matthew  Marty,  or  Mat  Marty,  as  he  is  generally  called,  is  the 
third  tenant,  and  occupies  what  is  known  as  the  Picture  Rock 
Farm.  He  has  been  a  tenant  for  two  years,  and  his  father  was  a 
tenant  before  him  for  eight  years  on  this  farm.  It  is  said  that  he 
is  doing  even  better  than  his  father  did  before  him,  and  his  father 
could  not  have  been  a  failure,  otherwise  he  would  not  have  been 
on  the  farm  for  eight  years.  Special  mention  is  made  of  his  fine 
herd  of  Holstein  cows.  To  use  his  own  words  as  reported  to  me, 
he  is  "doing  fine." 

All  these  tenants  have  automobiles ;  all  have  bank  accounts  and 
pay  their  bills  by  check.    All  the  children  go  to  school,  and  all 
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the  families  go  to  church  and  have  a  real,  vital  connection  with 
the  community.    They  are  not  outside  of  it,  but  of  it. 

Mr.  Donald  takes  a  real  interest  in  the  families  and  shows  this 
in  many  ways,  without  being  at  all  offensively  patronizing.  The 
boys  of  one  of  the  families  have  some  sheep  which  Mr.  Donald 
gave  to  them.  I  have  a  picture  of  a  wagon  with  a  fine  team.  This 
wagon  was  taken  as  a  prize  at  the  County  Fair.  Mr.  Donald 
drove  back  from  the  fair  with  the  tenant,  who  had  a  half  interest 
in  the  team  that  had  taken  the  prize.  When  the  tenant  stopped 
at  Mr.  Donald's  place,  Mr.  Donald  told  him  to  drive  on, — that 
the  wagon  was  his. 

The  owner  of  the  land  does  not  look  upon  himself  at  all  as  a 
philanthropist,  but  he  believes  that  the  cooperative  plan  is  to  his 
advantage  as  well  as  to  that  of  the  tenants.  The  tenants  share 
this  belief.  Mr.  Marty  says :  "I  believe  the  equal-share  system  is 
the  best  system  upon  which  to  rent  a  farm,  as  it  gives  the  renter 
a  greater  opportunity  to  make  a  profit  one  year  after  another. 
The  landlord  is  more  willing  to  do  something  for  his  tenant  on 
this  basis,  while  on  the  cash  basis  the  landlord  takes  no  interest 
whatever  in  his  tenant  as  long  as  he  is  sure  of  his  money." 

The  length  of  the  lease  is  two  years  (provided,  however,  that 
the  lease  may  be  renewed  indefinitely  in  case  of  mutual  satisfac- 
tion), as  the  owner  feels  that  one  year  is  not  long  enough  to  give 
a  fair  trial  to  a  man.  In  case  of  the  dissolution  of  partnership, 
the  tenant  may  divide  the  common  property  into  two  parts,  letting 
Mr.  Donald  take  his  choice;  or  they  may  cast  lots  as  to  who  is 
to  have  the  first  choice. 

The  lease  is  a  very  simple  one,  occupying  only  a  little  over  two 
typewritten  pages.  The  following  paragraphs  are  illustrative 
and  furnish  the  essential  features  of  the  agreement.  The  entire 
lease  is  appended. 

The  plan  of  renting  is  to  be  cooperative  or  on  shares.  The  said 
party  of  the  first  part  agrees  to  furnish  the  land,  one-half  of  the 
horses,  cattle,  hogs,  and  seed;  to  pay  the  land  tax  and  half  of  the 
live-stock  tax,  also  to  furnish  wire  for  fences,  if  all  available  wire  on 
the  farm  is  in  use;  and  to  receive  one-half  of  all  moneys  or  profit  de- 
rived from  any  product  produced  on  the  farm,  or  one-half  of  the 
produce  not  disposed  of  as  his  compensation. 

For  any  stock  or  feed  purchased  for  the  farm,  each  party  agrees  to 
pay  one-half.  Fuel  to  be  furnished  from  the  farm,  but  waste  and  dead 
timber  to  be  used  before  any  of  the  living  timber  is  cut,  without  the 
permission  of  the  said  party  of  the  first  part,  and  all  brush  to  be 
piled  and  burned. 
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Provided  the  said  party  of  the  second  part  wishes  to  keep  more 
poultry  than  is  necessary  for  family  use,  each  party  agrees  to  furnish 
one-half  of  the  breeding  stock,  and  whatever  income  there  is  above 
ten  dollars  is  to  be  divided  equally  between  the  parties  of  the  first  and 
second  parts.  If  the  income  is  not  over  ten  dollars,  the  party  of  the 
second  part  is  to  have  all. 

The  party  of  the  second  part  is  to  have  a  garden,  and  what  milk 
is  needed  for  family  use,  but  if  any  butter  is  made,  each  party  is  to 
receive  one-half;  also  each  party  is  to  receive  one-half  of  any  cattle 
or  hogs  butchered,  or  to  pay  the  other  party  market  price  for  his 
share. 

These  tenant  farmers  seem  to  me  as  well  off  on  the  whole  as 
the  farmers  who  owned  the  farms  they  cultivated  in  western  New 
York,  where  I  lived  as  a  boy,  although  they  do  not  have  the  satis- 
faction of  full  ownership,  and  although  there  are  advantages 
coming  from  full  ownership  to  the  community  which  do  not  come 
from  tenancy. 

In  an  ideal  system,  however,  tenancy  has  to  play  several  dif- 
ferent and  important  roles,  as  I  have  indicated.  I  cannot  pretend 
at  present  to  say  what  proportion  of  the  farmers  should  be  tenants 
in  an  ideal  system,  but  I  should  think  at  least  one-third.  What 
we  want  to  work  toward  is  full  ownership  of  land  by  the  men  who 
cultivate  it  as  a  dominant  form  of  tenure,  non-owners  very  gen- 
erally working  toward  it  as  a  goal,  or  owners  having  made  way 
for  others  who  are  climbing  the  agricultural  ladder.  At  the 
same  time  we  remember  that  there  are  those  who  are  apparently 
better  off  as  tenants. 

The  promotion  of  ownership  of  land  by  men  cultivating  the 
land  must  be  one  of  the  great  aims  finding  expression  in  the  land 
policy  of  the  modern  state;  and  one  of  the  purposes  of  a  properly 
constituted  land  commission  must  be  to  aid  farmers  to  become 
landowners. 

I  have  here  pictures  of  the  farm  homes  and  buildings.1  These 
are  better  than  the  average  buildings  occupied  by  tenants;  but 
they  are  not  at  all  exceptional  in  Dane  County,  Wisconsin.  They 
are  the  same  kind  of  buildings  occupied  pretty  generally  by  farm 
owners,  and  are  typical  of  the  best  class  of  tenant  buildings. 
When  tenancy  represents  a  stage  in  the  transition  of  inherited 
property  from  one  generation  to  another,  tenants  and  farm  own- 
ers occupy  precisely  the  same  kind  of  buildings.  They  do  in  the 
case  of  the  Donald  farms,  although  here  tenancy  is  not  a  stage 
in  the  transmission  of  property. 

i  These  were  shown  at  the  Richmond  meeting. 
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XI 

Finally,  I  emphasize  what  has  already  been  mentioned,  namely : 
in  an  ideal  system  of  landownership  we  shall  have  land  commis- 
sions which  shall  concern  themselves  with  the  land  whether  it  is 
publicly  or  privately  owned,  treating  the  laAd  to  an  increasing 
extent  as  a  public  utility.  They  will  enforce  the  laws,  which 
should,  however,  contain  only  general  principles  to  be  applied  so 
as  to  meet  concrete  cases.  They  will  make  reports  based  upon 
careful  knowledge,  and  enable  us  to  proceed  constructively,  step 
by  step,  in  the  elaboration  of  sound  land  policies.  They  will  safe- 
guard private  property  in  land  by  helping  society  to  lessen  its 
evils,  and  increasing  its  inestimable  economic,  social,  and  political 
benefits. 

Part  B 

A  Social  Analysis  op  the  Occupancy  op  500  Farms  in  One 

Community 

During  the  month  of  September,  1918,  Miss  Emily  F.  Hoag, 
assistant  in  Agricultural  Economics,  at  the  University  of  Wiscon- 
sin, made  a  farmstead  to  farmstead  visit  to  500  farm  homes  in 
Dane  County,  Wisconsin,  obtaining  a  history  of  the  occupancy 
of  each  farm  during  the  ten-year  period,  1909-18.  The  selection 
of  this  particular  group  of  farms  was  made  with  the  intent  of  in- 
cluding all  the  farms  belonging  in  one  business  community — and 
no  other  farms.  Fortunately  a  recent  map  of  the  county  was 
available  showing  all  the  farm  homes  grouped  together  which 
regularly  trade  at  any  one  business  center.  Sun  Prairie,  a  vigor- 
ous village  of  some  1200  inhabitants,  was  chosen  as  the  business 
and  institutional  center  determining  the  particular  community  to 
be  studied.  All  told,  a  population  of  about  3500  persons  is  in- 
volved in  this  community;  and  village  churches,  library,  news- 
paper, banks,  high  school,  serve  both  farmers  and  townsmen. 
From  the  social  point  of  view,  it  will  be  important  to  bear  in  mind 
that  the  land-holding  relations  on  these  500  farms  are  interwoven 
in  one  community  fabric. 

The  main  statistical  facts  of  the  study  are  presented  herewith 
in  table  form,  without,  however,  at  this  time  any  attempt  to  in- 
terpret them.  That  analyses  similar  to  this  in  many  parts  of  the 
United  States  will  enable  students  of  agricultural  tenantry  to 
think  more  clearly  on  the  subject,  goes  without  saying.    And  it 
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is  the  hope  of  the  writer  that  rural  social  investigators  in  every 
state  will  begin  a  close  examination  of  farm  tenancy  from  the 
point  of  view  of  the  human  relations  involved  in  each  farmstead 
situation. 

Occupancy  of  Farms 
Relative  number  of  farms  occupied  by  owners  and  tenants. — 
While  the  total  number  of  different  farms  in  the  Sun  Prairie  com- 
munity during  the  ten-year  period  is  500,  it  is  evident  that,  due 
to  the  occasional  division  of  farms,  and  the  shifting  of  land  from 
one  farm  to  another,  the  number  of  farms  will  tend  to  vary  from 
year  to  year.  A  few  tenants  operate  more  than  one  farm  at  the 
same  time. 

Table  I. — The  Numbee  op  Farms  Occupied  by  Owimm  and  Tenants 
During  the  Ten-Year  Period 


1918 

1917 

1916 

1915 

1914 

1913 

1919 

1911 

1910 

1909 

Total  Number 

of  farms   .... 

493 

491 

485 

479 

476 

475 

472 

466 

465 

463 

Number      farms 

occupied      b  y 

owners    

847 

344 

336 

343 

359 

349 

354 

369 

356 

368 

Number  of  farms 

occupied      b  y 

tenants   

146 

147 

149 

136 

124 

126 

118 

104 

109 

95 

Owner  per  cent 

71-% 

71—% 

70-% 

72—% 

74—% 

74—% 

75% 

78% 

77-% 

80-% 

Tenant  per  cent 

29+% 

29+% 

30+% 

28+% 

26+% 

26+% 

25% 

22+% 

23+% 

20+% 

Farms  not  leased  during  ten  years 946 

Farms  leased  all  during  ten-year  period 49 

Farms  sometimes  leased,  sometimes  not  leased 919 


It  is  a  matter  of  some  interest  that  246  farms  were  constantly 
occupied  by  their  owners;  that  42  farms  were  constantly  leased 
and  might  be  classed  as  "tenant  farms" ;  while  212  farms  were  in 
a  state  of  oscillation  between  owner  occupants  and  tenant  occu- 
pants. 

Tenants  related  and  unrelated  to  the  owners  of  the  farms. — 
In  estimating  the  advantages  and  disadvantages  of  the  American 
system  of  tenancy,  it  has  been  urged  of  late  that  an  analysis  of  all 
tenants  in  a  community  will  show  a  certain  rather  constant  pro- 
portion of  the  tenants  to  be  related  to  the  landlord.  The  above 
table,  it  is  worth  mentioning,  confirms  the  contention  that  much 
tenancy  is  a  modus  vivendi  of  a  near  relative,  as  a  procedure  quite 
satisfactory  to  both  parties,  if  not  always  in  reality  a  step  toward 
ownership  wherein  inheritance  plays  a  distinct  r61e. 
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Table  II. — Numbee  of  Farms  Occupied  by  Tenants  Related  to  the  Owners,  and  by 
Tenants  Unrelated  to  the  Owners 


1918 

1917 

1916 

1915 

1914 

1913 

1919 

1911 

1910 

1909 

Totml 

r  of  farms 

ied      by 

ts  related 

raers.... 

70 

70 

72 

61 

56 

50 

51 

46 

45 

36 

l£ft 

r  of  farms 

>ied      by 

ts    unre- 

to  owners 

76 

77 

77 

75 

68 

76 

67 

58 

64 

59 

IS* 

it  of  re- 

tenants. 

47+% 

47+% 

48+% 

44+% 

45+% 

39+% 

43+% 

44+% 

40+% 

37+% 

it  of  un- 

sd  tenants 

53—% 

53-% 

53% 

56-% 

55—% 

61% 

57—% 

56-% 

60-% 

63-% 

* 

The  degree  of  relationship  in  this  table  is  almost  invariably  that 
of  son  or  son-in-law.  One  case  each  of  a  nephew,  of  a  brother,  of 
a  father-in-law,  and  of  a  cousin  is  included. 

Nine  farms  were  occupied  continuously  during  the  ten-year 
period  by  tenants  related  to  the  owners ;  83  farms,  by  tenants  un- 
related to  the  owners.  The  total  number  of  farms  occupied  by 
tenants  related  to  the  owners  turns  out  to  be  125 ;  by  tenants  un- 
related, 154;  by  tenants,  some  related  and  some  unrelated,  25. 


► 


Farm  Purchasers 
The  status  of  those  who  purchased  and  occupied  farms  in  the 
community  may  be  stated  as  follows : 

Purchasers  not  formerly  owners  of  farms — 
Tenants 

Sons  baying  home  farm  after  renting  it 32 

Unrelated  tenants  baying  farm  after  renting  it 4 

Unrelated  tenants  buying  other  farms  than  those  rented.  59 
Non-Tenants 

Sons  baying  home  farm 16 

Sons  baying  other  than  home  farm 31 

Coming  from  other  occupations 7 

Formerly  owners    65 

Unknown ' 4 

Total    218 

The  total  number  of  transfers  of  title  to  farms  in  the  Sun 
Prairie  community  during  the  ten-year  period,  was  made  up  of 
218  instances  where  the  purchaser  actually  lived  on  the  farm  pur- 
chased, and  a  few  cases  only  (less  than  a  dozen)  where  the  pur- 
chaser simply  made  an  investment  and  did  not  live  on  the  farm. 


k 
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It  will  appeal  to  many  as  a  rather  curious  fact  that  so  few  of 
the  class  of  unrelated  tenants,  when  buying  farms,  purchase  the 
same  farm  which  they  have  rented.  On  the  other  hand,  it  is  quite 
as  one  would  expect  that  sons  should  purchase  the  home  farm  af- 
ter renting  it. 

The  practice  of  a  son's  renting  the  home  farm  is  evidently  gen- 
eral ;  but  it  is  offset  by  the  more  general  practice  of  sons  working 
at  home  for  wages  until  able  to  buy  a  farm,  whereupon,  often  with 
the  father's  help  they  purchase  either  the  home  farm  or  a  neigh- 
boring farm. 

It  is  worth  noticing,  as  a  piece  of  rural  sagacity  in  the  climb 
up  the  "agricultural  ladder,"  that  79  sons  who  purchased  farms 
kept  close  to  the  father  as  advisor  or  landlord,  and  presumably 
received  the  father's  material  backing  when  it  came  to  purchase. 

Two  tenant  farms  owned  by  the  same  person  have  come  to  be 
known  as  "owner-producing  farms":  one  of  them  produced  from 
its  tenants  four  owners  in  the  ten-year  period;  the  other,  two 
owners  since  1913.  This  is  a  case  not  only  of  a  "good  landlord," 
but  one  of  good  farms. 

Status  of  Tenants 

The  present  status  of  all  who  have  been  tenants  in  the  ten-year 

period  (part-owner-tenants  excepted)  is  as  follows: 

Tenants    143 

Owners  outside  community  « 16 

Owners  inside  community 89 

Retired 7 

Other  occupations    14 

Unknown  58 

Total dan 

The  total  number  of  different  tenants  who  leased  any  one  of  the 
500  farms  during  the  ten-year  period  is  327, — not  counting,  how- 
ever, the  "neighbor  tenants,"  who  as  a  matter  of  fact  own  adjoin- 
ing farms,  in  addition  to  leasing. 

Of  the  105  tenants  who  climbed  the  "agricultural  ladder"  dur- 
ing the  ten-year  period  and  became  owners,  16  purchased  farms 
outside  the  community  of  Sun  Prairie,  and  89  purchased  farms 
within  the  community. 

The  "retired"  tenants  are  those  who  have  ceased  farming  due 
to  advanced  age.  Those  tenants  who  entered  "other  occupations" 
are  young  men  who  left  the  farm  for  the  town.  Six  of  these,  how- 
ever, enlisted  as  soldiers.    The  tenants  of  "unknown"  status  in- 
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elude  those  who  have  moved  out  of  the  county,  as  well  as  those 
who  have  died. 


Tenancy  Helps  Discover  Size  of  Farm  to  be  Purchased 
It  has  been  pointed  out  by  economists  that  American  tenancy 
affords  an  opportunity  for  the  farmer  to  discover  the  size  of  farm 
best  adapted  to  his  capacity,  before  actually  making  an  investment 
in  land.  With  this  thought  in  mind  it  will  prove  of  some  interest 
to  look  over  the  following  table  of  twenty-six  young  tenant-farm- 
ers, unrelated  to  the  owners  of  their  tenant  farms,  who,  during  the 
ten-year  period,  became  owners  of  farms.  In  each  case  the  farm 
purchased  is  a  totally  different  farm  from  the  one  previously 
leased. 

Table  III.— Tbkahtb  Who  Become  Ownees,  Showing  Relative  Sizes  of  Farms  Rekted 

and  Purchased 


Ten- 

ants 

1918 

1917 

1916 

1915 

1914 

1913 

1912 

1911 

1910 

1909 

1 

O-120 

O-120 

O-120 

O-120 

T-105 

T-105 

T-105 

T-105 

T-105 

9 

0-77 

O-  77 

O-  77 

O-  77 

O-  77 

O-  77 

T-160 

T-160 

T-160 

T-160 

3 

O-160 

O-160 

O-160 

O-160 

T-180 

T-180 

T-180 

T-180 

T-180 

T-160 

4 

O-140 

0-140 

O-140 

T-118 

T-160 

5 

0-17$4 

0-17$4 

0-11% 

0-17J4 

o-ny2 

T-118 

T-118 

6 

O-120 

O-120 

O-120 

O-120 

O-120 

T-  80 

T-  80 

T-80 

T-  80 

T-  80 

7 

O-  93 

O-  93 

T-  80 

8 

O-  80 

O-  80 

O-  80 

O-  80 

O-  80 

O-  80 

O-  80 

T-97J4 

T-97J4 

T-07U 
T-155 

9 

O-100 

O-100 

O-100 

(MOO 

O-100 

O-100 

O-100 

O-100 

O-100 

10 

(X-80 

O-80 

T-30 
(Tob) 

T-  30 
(Tob) 
T-185 

T-  30 
(Tob) 

T-  80 

11 

O-  77 

T-20 
(Tob) 
T-  80 

T-20 
(Tob) 
T-  80 

T-185 

19 

0-81J4 

T-  80 

T-  80 

T-  80 

T-  80 

T-18J4 
(Tob) 
T-80 

T-Tob 

13 

O-  85 

O-  85 

O-  85 

O-  85 

O-180 

T-  80 

T-  80 

T-80 

T-  80 

14 

O-100 
(0-88^ 
(T-120 

O-100 

T-100 

T-100 

T-100 

15 

T-160 

T-160 

T-160 

T-160 

T-160 

T-160 

T-160 

T-160 

T-160 

16 

O-80 

O-  80 

O-  80 

O-  80 

O-  80 

T-100 

17 

O-80 

O-  80 

O-  80 

O-  80 

O-  80 

O-  80 

O-  80 

T-120 

T-120 

T-208 

18 

O-  80 

O-  80 

T-  '40 

T-40 

T-40 

T-  40 

T-  40 

T-40 

T-40 

T-40 

19 

O-  80 

O-  80 

O-  80 

O-  80 

T-  60 

No  r 

cord 

T-  60 

T-  60 

T-  60 

90 

O- 40 

O-40 

O-  40 

O-  40 

O-  40 

O-  40 

O-  40 

O-  40 

T-120 

T-107 

21 

O-  96 

O-  96 

O-  96 

O-  96 

O-  96 

O-  96 

O-  96 

O-  96 

T-200 

T-200 

22 

0-  80 

O-  80 

O-  80 

O-  80 

O-  80 

O-  80 

O-  80 

O-  80 

O-80 

T-105 

28 

O-20 

O-  20 

(X-20 

.At  he 

ne  on  f 
farm 

ther's 

T-  60 

T-  60 

T-180 

24 

O-120 

O-120 

O-120 

O-120 

O-120 

T-80 

T-80 

T-  80 

T-  80 

T-80 

25 

0-  72 

O-  72 

O-  72 

T-100 

26 

0-  40  1  O-  40 

T-  80 

T-  80 

T-  80 

T-  80 

T-80 

O-120  =  Owns  120  acres. 
T-105  =  Leases  105  acres. 
(Tob)  =  Tobacco  farm. 
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Retreat  of  Farm-Owners,  Commonly  Known  as  Retiring  from  Farming 
The  number  of  farm-owners  on  the  500  farms  who  started  their 
retreat  (retirement)  from  farming  during  the  ten-year  period  was 
124.  Advancing  age  came  to  some  farmers  unannounced  and 
suddenly,  and  retirement  was  forced  at  once.  In  other  cases  the 
sag  in  strength  was  gradual  and  retreat  took  place  inch  by  inch. 
The  fighting  spirit  seems  to  cling  to  the  land  and  to  work  as  long 
as  possible. 

This  constant  social  phenomenon  of  retreating  old  age  seems 
to  have  a  fixed  relationship  to  the  advance  of  youth  upon  the 
land  and  to  the  "climbing  of  the  agricultural  ladder."  The  fol- 
lowing tables  are  presented  because  of  the  possible  light  upon  the 
whole  tenancy  problem  thrown  by  such  constant  social  phenomena 
as  the  familiar  instance  of  the  retired  farmer. 

The  "retreat"  of  farm  owners — commonly  known  as  retiring 
from  farming — of  the  500  farms  composing  this  study  may  be 
shown  as  follows: 

AH  those  retiring — 
Ownership 

Still  owning  some  farm 78 

Not  owning  any  farm  now 46 

Total 124 

Residence 

Living  on  some  farm 71 

Living  in  town 46 

Moved  out  of  county 7 

Total 124 

Employment 

Still  actively  farming 20 

Overseeing  or  helping 41 

Tenant  or  hired  man 7 

With  other  employment 98 

With  no  employment S3 

Total , 134 

Status  of  those  living  in  town 

Managing  farm  4 

With  other  employment 14 

With  no  employment 28 

Total 46 

Men 101 

Women  < 23 

Total 134 
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Those  still  owning  some  farm — 
Residence 

Living  on  own  farm 61 

Living  in  town 16 

Moved  out  of  county 1 

Total , 78 

Employment 

Still  actively  farming 90 

Overseeing  or  helping 37 

With  other  employment 7 

With  no  employment 14 

Total 78 

Status  of  those  living  on  own  farm 

Working  on  own  farm 90 

Living  with  son-tenant 95 

Living  with  relative  tenant 9 

Living  with  unrelated  tenant 5 

Living  with  neighbor  tenant 11 

Total 61 

Those  not  owning  any  farm  now — 
Residence 

Living  on  some  farm 10 

Living  in  town 80 

Moved  out  of  county 6 

Total 46 

Employment 

Overseeing  or  helping 4 

With  other  employment 16 

Tenant  or  hired  man 7 

With  no  employment 19 

Total 46 

Status  of  those  living  on  farms 

Living  with  son-owner 8 

Tenants    6 

Hired  man  1 

Total 10 

Women  owners  retreating — 
Ownership 

Still  owning  original  farm 18 

Sold  original  farm 5 

Total 23 

Residence 

Living  on  farm 17 

Living  in  town 6 

Total S3 
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Still  owning;  living  on  farm 16 

Still  owning;  living  in  town 2 

Sold  farm;  living  on  farm 1 

Sold  farm;  living  in  town 4 

Total 23 

Status  of  those  living  on  farms 

Still  owning;  living  with  son-tenant 8 

Still  owning;  living  with  unrelated  tenant 2 

Still  owning;  living  with  neighbor  tenant 6 

Sold  farm;  living  with  son-owner 1 

Total 17 


Tabu  IV. — Retreat  of  Fabm  Owners  from  Farming  ok  their  Original  Farms,  Showivo 
Steps  in  the  Retreat  During  the  Ten- Year  Period 


Original  farms  as  held  by  tenants,  by  purchasers,  and  by  original  owners 


EM  by  Tenants 

By  son  managing 

By  relative  managing 

By  unrelated  tenant  managing 

By  neighbor  managing 

E$ld  by  Purchaser* 

By  son  managing 

By  relative  managing 

By  unrelated  person  managing, 

formerly  tenant  somewhere. . 
By  unrelated  person  managing, 

formerly  owner  somewhere. . 
By  unrelated  person  managing, 

from  other  employment 

By  unrelated  person  managing, 

formerly  neighbor  

By  unrelated  person  managing, 

young  man  on  first  farm. . . 
H$ld  by  Original  Owners 

By  owner  returned 

By  owner  


1918 


38 
3 

10 
9 

14 
0 

13 

14 

1 

1 

9 

4 
0 


1917    1916 


34 

3 
11 
10 

19 
1 

15 

11 

0 

0 

9 

3 

8 


31 
3 

13 
5 

12 
0 

13 

11 

0 

0 

4 

2 
24 


1915     1914 


29 
2 

13 
6 

9 
0 

10 

11 

0 

0 

5 

9 
32 


27 

1 

12 

4 

6 
0 

12 

9 

0 

0 

5 

1 
41 


1913    1912    1911     1910    1909 


24 

1 
10 

4 

5 
1 

12 

10 

0 

0 

1 

1 

46 


18 
1 
9 

4 

5 
1 

9 

9 

0 

0 

0 

0 

58 


14 
0 

7 
2 

2 
1 

4 

3 

0 

0 

0 

0 
79 


12 
0 
5 
8 

1 
1 

9 

0 

0 

0 

0 

0 

87 


3 
0 
8 

9 

0 
0 

1 

0 

0 

0 

0 

0 
96 


Original  farms  as  held  by  tenants  or  purchasers. — Evidently 
in  any  considerable  community  there  will  be  found,  in  any  one 
year,  farmers  just  starting  their  retreat  from  farming,  farmers 
well  along  in  their  retreat,  and  farmers  whose  retreat  may  be  said 
to  be  completed.  In  the  community  of  Sun  Prairie  are  many 
fanners  still  living  whose  retreat  was  either  complete  or  in  process 
prior  to  1909.  These  farmers  do  not  appear,  and  are  not  con- 
sidered, in  the  present  study.  Only  those  farmers  are  entered  in 
the  tables  who  started  their  retreat  some  time  during  the  ten-year 
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period.  All  of  these  are  considered,  whether  they  finish  their  re- 
treat within  the  period  or  not. 

The  foregoing  table  tells  the  story,  year  by  year,  of  how  many 
of  the  original  farms  had  been  let  slip  out  of  the  working  grasp 
of  the  farm-owners  under  consideration  into  the  hands  of  tenants 
or  purchasers. 

In  1909,  only  8  farm-owners  began  their  retreat.  They  started 
the  retreat  by  letting  their  farms  to  tenants.  In  1910  (including 
those  farmers  that  began  to  retreat  in  1909  whose  farms  are  still 
held  by  tenants  in  1910),  18  farm-owners  are  in  full  retreat  by 
letting  their  farms  to  tenants,  while  3  farm-owners  began  their 
retreat  by  selling  their  original  farms.  In  other  words,  each  year 
has  a  record  of  the  number  of  farms  rented  or  sold,  as  the  first 
step  in  retreat;  combined  with  the  number  of  farms  still  held  by 
tenants  and  purchasers  from  the  preceding  years  of  the  period. 
A  particular  farm  may  pass,  obviously,  from  the  "held  by  ten- 
ants" class  to  the  "held  by  purchasers"  class,  or  vice  versa. 

Table  V. — Retreat  of  Farm- Owners  from  Farming  ok  Their  Original  Farms,  Showim* 
Steps  in  the  Retreat  During  the  Ten- Year  Period — Continued 


Original  farms  which  have  been  divided 


1918 

1917 

1916 

1915 

1914 

1913 

1913 

1911 

1910 

1909 

Held  by  Tenants 

To  son  managing.  Father  keeps 
Dart  managing 

3 

1 
0 

1 

0 

1 
1 

0 

0 

0 

1 

2 

1 
0 

0 

0 

1 
1 

0 

1 

0 

1 

1 

1 

1 

0 
0 

1 

0 
0 

1 

0 

1 

1 

0 

1 

0 

1 

0 
0 

0 

1 

0 
0 

1 

0 
1 

0 

0 

0 
0 

0 

1 

1 

0 

0 
1 

0 

0 

0 
0 

1 
1 

0 
0 

0 

0 
1 

0 

0 

0 
0 

1 
1 

0 
0 

1 

0 

1 

0 
0 

0 
0 

1 

0 
0 
0 

1 

0 

1 

0 
0 

0 
0 

0 

0 

0 

0 

3 

To  two  neighbors  managin.  To 
one  unrelated  tenant  manag- 
ing  

0 

To  two  sons  managing 

To  unrelated  tenant  managing. 

To  neighbor  (sold)  managing 
To  unrelated  tenant  managing. 

To  son  (sold)  managing.... 
Held  by  Purchasers 

To    son    managing.      To    son 

( sold)  managing 

0 
0 
0 

0 

To  two  sons  managing 

To    son     managing.       Father 

keeps  part  managing 

To  neighbor  managing.    Owner 

keeps  part  managing 

To  unrelated  person  managing, 

formerly    tenant      To    son 

managing 

0 
0 
0 

0 

To  unrelated  person  managing. 
To  young  man  from  neigh- 
boring home   

0 
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Original  farms  which  have  been  divided. — Dividing  the  farm, 
the  owner  retaining  a  part,  while  quite  evidently  a  form  of  retreat, 
is  not  a  method  which  suggests  itself  readily  to  a  retreating 
farmer,  even  when  a  son  is  the  part-tenant  or  part-owner;  the 
difficulties  of  such  a  situation  are  easily  seen.  However,  it  is  in- 
teresting to  notice,  in  the  few  instances  of  this  manner  of  retreat, 
that  a  son  or  a  neighbor  now  and  then  fulfills  the  happy  condi- 
tions. 

In  1909,  four  sons  held  a  part  of  the  farms  as  tenants ;  but  in 
1910  they  do  not  appear  in  the  table.  As  a  matter  of  fact,  they 
changed  in  1910  to  the  class  of  tenants  holding  the  whole  farm, 
while  the  fathers  took  one  more  step  in  the  retreat.  It  is  plain 
that  the  status  of  any  particular  divided  farm  may  change  in 
like  manner  to  some  form  of  tenancy  or  purchase  of  the  whole 
farm. 

Divided  farms  must  not  be  confused  with  joint- tenant  farms  or 
jointly  owned  farms.  When  a  farm  is  divided,  it  becomes  two  or 
more  farms. 


Taili  VI.— Retreat  op  Farm-Owners  fhom  Farming  on  their  Original  Farms,  Showing 
Steps  in  the  Retreat  During  the  Ten- Year  Period— Continued 


Other  farms  than  the  original  held  by  the  retreating  farmer  as  owner  or  as  tenant 

1918 

1917 

1916 

1915 

1914 

1913 

1919 

1911 

1910 

1909 

# «W  at  Ovmer 
Second  farm,  selling  original 
Second  farm,  leasing  original 
Third  farm,  leasing  other  two 

fttt  oi  Tenant 
Tenant  on  another  farm. . . . 

11 
4 
1 

6 

19 
5 
1 

7 

10 
6 
0 

7 

10 
5 
0 

7 

5 

'4 
0 

7 

5 

9 
0 

5 

6 
9 
0 

4 

3 
9 

0 

9 

0 
1 
0 

1 

0 
0 
0 

0 

Other  farms  them  the  original  held  by  the  retreating  farmer. — 
A  distinct  step  in  the  retreat  of  some  farmers  is  the  purchase  of  a 
second  farm,  either  much  smaller  than  the  original  farm  or  else 
lying  close  to  town,  often  even  within  the  limits  of  town;  most 
frequently  the  second  or  third  farm  combines  both  factors,  small- 
ness  and  nearness  to  town. 

In  cases  where  the  second  farm  is  in  the  open  country  and  of 
good  size,  it  is  usually  found  that  the  retreating  farmer  has  leased 
or  sold  the  original  farm  to  an  older  son  while  having  in  mind  to 
provide  a  farm  for  a  younger  son,  who  later  either  leases  or  buys 
the  second  farm.    A  third  farm  for  a  third  son  is  not  unknown. 

When  a  retreating  farmer  sells  out  and  becomes  a  tenant  on 
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another  fan  of  ordinary  site  in  the  opes  coon  try,  we  find  the 
cause  usually  in  some  form  of  break-up  of  the  family — usually 
death  of  the  wife.  This  circumstance  is  the  beginning  of  a  series 
of  steps  in  retreat;  as  tenant,  boarding  with  the  owner's  family; 
or  as  tobacco-farmer  firing  in  town ;  or  in  other  employment. 

VIL— Ram**  or  Faxm-Ovtom  raox  Fiur»  ox  tmn  Obwai.  Fado,  Sho 
Smt  nr  the  Rctseat  Dcmrxo  ths  Tex-Yeas  Pe«o»— Cow  *■»■*! 


Residence 


1918     1917     1916     1915     1914  i  1913     1913     1911     1910      194 


Living  on  original  farm ■   49 

Living  in  town ;   46 

Moved  out  of  comity. .........  7 

Living  on  second  farm '   15 

Living  on  third  farm '     1 

Living  on  another  farm (     6 


55 
38 

6 

17 

1 

7 


65 

m 

5 
16 

o   ! 

6    • 


67 

30 
4 

15 
0 

7 


72 
30 

4 
9 
0 
7 


77 

97 

3 

7 
0 

4 


84 


18    ' 

3  ! 
8  i 

0  , 

4  , 


96 
11 
1 
5 
0 
9 


109 
8 
1 

1 
0 

1 


ia 

< 
c 
c 
c 


Residence  of  retreating  farmers. — That  the  town  has  truthfully 
been  considered  the  goal  of  the  retreating  farmer,  this  study  will 
more  or  less  justify.    The  special  light,  however,  thrown  upon  the 

Table  VIIL — Retbeat  or  Famm-Owsjob  pbom  Fumixo  ok  thui  Ougexai.  Faems,  Showixc 
Steps  tm  the  Retbeat  Drmixo  the  Tex-Yea*  Ftmioo—Comtimutd 


Employment 


1918  1917;  1916  1915  1914  1913  1913  1911  1910  1909 


Hlill  Owning  Original  Farm 

Working  on  original  farm.. 

Working  part  of  original  farm 

Overseeing  or  helping  on 
original  farm 

With  other  employment 

With  no  employment 

Working  second  farm 

Working  third  farm 

Overseeing  or  helping  on  sec- 
ond farm   

Having  Sold  Original  Farm 

Overseeing  or  helping  on 
original  farm    

With  other  employment 

Tenant  on  another  farm.... 

Hired  man  on  another  farm 

With  no  employment 

Tenant  on  original  farm.... 

Working  second  farm 

Overseeing  or  helping  on  sec- 
ond farm   

Total    


4 
3 

35 
5 

13 
3 

1 


4 
17 

6 

1 
30 

0 
10 


13 
3 

34 

7 
8 
4 
1 


4 
13 

7 

1 
17 

1 
11 


134 


134 


36 
3 

31 

7 
7 
5 
0 


3 
11 
7 
0 
14 
0 
9 


34 
3 

39 
6 
7 

4 
0 


3 
10 
7 
0 
11 
0 
8 


43 

3 

37 
5 

8 
3 
0 


3 
11 
7 
0 
9 
0 
3 


44 

3 

37 
5 
5 

1 
0 


9 
10 
5 
0 
8 
'  0 
4 


58 
3 

33 
3 
3 

1 
0 


79 
3 

17 

3 
8 
0 
0 


87 
1 

14 
3 
3 
0 
0 


96 
3 

8 
0 
0 
0 
0 


0 

1 
0 
0 
0 
0 
0 


134 


123 


133 


118 


117 


115 


113 


108 


Tenancy  Ideal  System  of  Landownership 


SOT 


"retired  farmer"  shows  him  as  moving  off  his  farm  by  degrees: 
giving  over  a  part  of  his  house  to  the  newcomer;  moving  into  a 
smaller  house  on  the  original  farm;  going  to  live  with  a  son  on 
another  farm ;  moving  on  to  a  smaller  farm  near  town ;  settling  in 
a  house  in  town  surrounded  by  a  large  garden. 

The  tenant  system  appears  to  be  a  cog  fitting  into  the  notched 
edge  of  the  veteran  farmer's  retreat. 

Employment  of  retreating  farmers. — That  the  retiring  farmer 
gives  up  the  habit  of  work  only  upon  compulsion  of  circumstances 
is  evident  from  the  foregoing  table  of  his  employment, — especially 
from  that  part  of  the  table  dealing  with  "no  employment." 

It  cannot  fail  to  interest  the  person  who  thinks  upon  the  tenant 
problem  in  terms  of  human  relationships  to  find  that  the  veteran 
farmer,  though  sagging  in  his  physical  strength,  is  able  to  im- 
part, in  the  opportune  role  of  overseer  or  helper,  a  portion  of  the 
wisdom  gained  by  his  years  of  farm  experience  to  young  men  in 
the  natural  role  of  tenants. 

Shifting  of  Tenants 
Table  IX. — Shifting  op  Tenants 


Shifts  of  tenants  during 

the  ten 

i-year 

period 

Number  of  Shifts 

1918 

1917 

1916 

1915 

1914 

1913 

1919 

1911 

1910 

1909 

Total 

Of  all  tenants 

30 

51 

59 

56 

47 

48 

47 

89 

88 

14 

499 

Of  all  tenants  shift- 

ing within  the  com- 

munity   

90 

81 

39 

38 

99 

94 

99 

90 

94 

6 

958 

Of  all  tenants  shift- 

ing   to    and    from 
other  communities. 

10 

90 

97 

18 

18 

94 

18 

19 

14 

8 

176 

Of    tenants     related 

to  owner  

7 

9 

18 

6 

5 

6 

7 

7 

7 

8 

75 

Of  tenants  unrelated 

to  owner  

93 

49 

41 

50 

49 

49 

40 

39 

31 

11 

854 

Number  of  shifts  during  ten-year  period. — Every  change  in  the 
occupancy  of  a  farm  home  involves  a  shifting  of  each  of  two  fami- 
lies— one  moving  off  the  farm  and  another  moving  on.  For  the 
purpose  of  estimating  the  amount  of  influence  upon  the  stability 
of  a  community  due  to  a  shifting  tenantry,  it  will  be  necessary  to 
count  the  coming  of  a  family  to  a  farm  as  one  shift  and  the  going 
of  a  family  as  distinctly  another  shift.  For  it  is  plain  that  from 
the  social  point  of  view  pulling  up  the  roots  of  a  family  estab- 
lished in  the  neighborhood  affects  every  social  relationship  in  the 
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neighborhood  in  a  peculiar  manner ;  and  the  planting  in  of  a  new 
family  is  a  new  influence  requiring  new  social  adjustments  at 
every  point. 

A  few  explanations  must  be  made  as  to  how  the  foregoing  table 
of  shifts  is  made  up.  A  farm  may  change  occupants  several 
times  in  ten  years  and  yet  no  family  will  be  found  to  have  shifted 
on  or  off  the  farm ;  this  circumstance  is  illustrated  best  in  the  case 
of  a  son,  brought  up  on  the  farm,  who  becomes  a  tenant  on  the 
home  farm.  It  also  is  illustrated  in  the  case  of  a  neighbor  who 
becomes  a  tenant  on  an  adjoining  or  nearby  farm.  These  cases 
are  not  counted  as  shifts  in  the  table. 

When  a  family  moves  on  to  a  farm  as  tenant  and  while  occupy- 
ing this  farm  rents  a  second  farm  nearby,  their  coming  is  reck- 
oned as  a  shift  only  on  the  first  farm. 

When,  however,  a  son,  after  once  leaving  his  father's  farm, 
moving  on  to  another  farm  or  going  to  reside  elsewhere,  returns 
as  a  tenant  on  the  home  farm,  his  coming  back  is  reckoned  as  a 
shift. 

If  a  son  while  living  on,  but  not  renting,  his  father's  homesteac 
becomes  a  tenant  on  a  nearby  farm,  whether  the  second  farm  it 
owned  by  his  father  or  by  some  other  person,  no  shift  is  reckonec 
as  taking  place.  However,  if  the  son  moves  on  to  the  second  farm 
a  shift  is  counted. 

Whenever  a  son-in-law  comes  to  lease  his  father-in-law's  farm 
a  shift  occurs  and  is  counted. 

In  the  case  of  a  joint  tenancy  on  one  farm  by  two  families,  on< 
shift  for  each  family  is  counted  for  each  move. 

The  comparative  stability  of  related  tenants  suggests  that  ther< 
may  be  methods  as  yet  untried  which  would  render  the  unrelated 
tenant  a  more  stable  part  of  the  community. 

Table  X. — Shifting  of  Tenants — Continued 


Number  of  different  farms  on  which  shifts  of  tenants  occur  during  the  ten-year  \ 


Number  of 
Farms  Involved 

1918 

1917  ' 

1916 

idi5 

1914 

1913 

19U 

1911 

1910 

ISK 

Of  aU  tenants 

Of    tenants    shifting 
within      the     com* 
munity  ,»,..*»..,, 

Of     tenants     shifting 
to  and  from  other 
communities   ,..**. 

Of  related  tenants.*. 

Of  unrelated  tenants 

30 

90 

10 

7 

08 

42 

m 

19 

9 

33 

43 

24 

->:  i 
LB 
30 

4£ 
31 
18 

m 

40 

27 

17 

1 

35 

39 
33 

38 

37 

15    1 
7 
31 

31 

17 

17 
6 

33 

m 
n 

7 

m 

14 

i 

i 

1! 
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The  number  of  farms  on  which  shifting  occurs. — Neighbors 
generally  know  the  farms  on  which  shifting  of  tenants  occurs  with 
frequency  and  regularity.  If  a  community  is  going  to  exercise 
social  control  of  its  tenant  shifting,  so  as  to  cut  down  the  cases 
of  preventable  shifting,  it  will  carefully  examine  the  conditions  of 
tenancy  on  the  farms  where  shifting  is  chronic. 

It  will  be  recalled  from  Table  I  that  254  farms  of  the  500  were 
at  some  time  occupied  by  tenants.  The  present  table  discloses 
the  significant  fact  that  only  142  of  these  farms  had  any  shifts 
of  tenants  during  the  ten-year  period.  On  the  other  hand,  it  turns 
out  that  17  farms  have  had  one  or  more  shifts  in  each  of  five  or 
more  years  of  the  ten-year  period,  and  may  well  be  considered  as 
"chronic-  shifting  farms." 

Table  II  shows  that  the  total  number  of  "related  farms"  is  125. 
The  above  table  shows  that  only  51  of  these  farms  have  had  shifts, 
while  119  of  the  154  "unrelated  farms"  have  had  shifts. 

Table  XI. — Shifting  op  Tenants— Continued 


Number  of  different  tenants 

shifting  during  the  ten-year  period 

1918 

1917 

1916 

1915 

1914 

1913 

1912 

1911 

1910 

1909 

Total 

Al  tenants    

80 

41 

46 

42 

40 

39 

88 

31 

82 

14 

231 

Teauts  shifting  within 

the  community   

20 

27 

27 

31 

27 

22 

27 

17 

20 

6 

146 

TeaMts  shifting  to  and 

from  other  communi- 

ties   

10 

19 

23 

18 

17 

19 

15 

17 

14 

8 

138 

Bo*  within  and  without 

58 

Related  tenants   

7 

9 

15 

6 

5 

6 

7 

6 

7 

3 

59 

(tatkted  tenants   

23 

82 

31 

36 

35 

83 

31 

25 

25 

11 

179 

Both  related    and    un- 

related   

7 

The  number  of  different  tenants  shifting. — The  total  number 
of  different  tenants  shifting  is  231  out  of  the  327  tenants.  Over 
against  the  5  "chronic  shifters"  may  be  set  these  96  tenants  who 
do  not  shift  during  the  ten-year  period.  A  tenant  is  considered  a 
"chronic  shifter"  if  he  makes  one  or  more  shifts  in  each  of  five 
or  more  years  of  the  ten-year  period.  The  chronic  shifter  may 
never,  obviously,  be  a  tenant  on  a  chronic-shifting  farm. 


Index  numbers  of  tenant  shifts. — The  number  of  possible  shifts 
is  reckoned  as  follows :  In  the  years  1909  and  1918  only  one  shift 
per  farm  is  considered  possible.    In  1909,  a  family  is  assumed  to 
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be  occupying  each  farm  without  a  shift  to  the  farm ;  so  that  only 
a  shift  off  the  farm  is  possible.  In  1918  a  family  is  assumed  to 
be  remaining  on  each  farm  without  a  shift  off;  so  that  only  a  shift 
on  to  the  farm  is  possible.  For  each  of  the  other  years  two  shifts 
per  farm  are  considered  possible,  namely,  one  off  and  one  on. 

The  index  number  of  tenant  shifting  for  any  particular  year  is 
obtained  by  dividing  the  number  of  actual  shifts  by  the  number 
of  shifts  possible  in  that  year.  For  the  purpose  of  comparing  ten- 
ancy in  different  communities  situated  in  various  parts  of  the 
United  States,  the  system  of  index  numbers  will  be  found  useful. 

Mr.  Donald  has  been  operating  his  farms  upon  this  agreement 
plan  for  16  years.  In  that  time  he  has  had  but  five  families  on 
his  three  farms.  One  man  has  been  with  him  14  years  and  an- 
other 11  years. 

Appendix — Agreement  for  Renting  Farm 

This  agreement  made  the  1st  day  of  March,  1916,  by  and  between 
J.  S.  Donald  of  Springdale,  Dane  county,  Wisconsin,  of  the  first  part, 
and  Mat  Marty  of  Springdale,  Dane  county,  Wisconsin,  of  the  second 
part;  witnesseth  that  whereas,  the  said  party  of  the  first  part  being 
the  owner  of  the  following  described  premises,  to  wit: 

That  part  of  the  farm  north  of  the  Mount  Horeb,  Mount  Vernon 
highway  in  section  28.  And  the  southeast  ^4  °f  the  SW  *4  °f  sec" 
tion  28.  The  NE  part  of  NW  V±  of  the  NW  %  of  the  NW  y±  sec- 
tion 33,  the  large  field  and  pasture  in  the  NE  !/4  of  the  NW  *4  section 
33,  containing  in  all  about  225  acres,  all  of  the  town  of  Springdale, 
Dane  county,  Wisconsin. 

The  said  party  of  the  first  part  leases  to  the  said  party  of  the  second 
part  the  above  described  land  and  premises  in  the  following  manner 
and  subject  to  the  conditions  herein  named  to  wit: 

Should  a  part  of  the  farm  be  sold,  this  agreement  is  subject  to  such 
changes  as  may  be  necessary,  but  no  change  shall  be  made  except  at 
the  end  of  a  season. 

The  plan  of  renting  is  to  be  cooperative  or  on  shares.  The  said 
party  of  the  first  part  agrees  to  furnish  the  land,  one-half  of  the 
horses,  cattle,  hogs,  and  seed ;  to  pay  the  land  tax  and  half  of  the  live 
stock  tax ;  also  to  furnish  wire  for  fences,  if  all  available  wire  on  the 
farm  is  in  use;  and  to  receive  one-half  of  all  moneys,  or  profit  derived 
from  any  product  produced  on  the  farm,  or  one-half  of  the  produce 
not  disposed  of,  as  his  compensation. 

The  said  party  of  the  second  part  agrees  to  use  all  due  care  and 
precaution  in  the  care  and  maintenance  of  the  buildings,  and  keep  the 
buildings  in  as  good  repair  as  they  now  are,  ordinary  wear  and  tear 
excepted,  and  his  best  efforts  to  successfully  work  the  land,  devoting 
his  entire  time  thereto  as  if  working  on  a  salary,  and  to  furnish  all 
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labor  necessary  to  successfully  conduct  the  farm;  to  furnish  one-half 
of  the  horses,  cattle,  hogs,  and  seed;  to  work  or  pay  all  road  tax,  and 
to  be  to  all  expense  of  running  the  farm;  to  cut  fence  posts  in  season 
and  to  build  all  new  fences  needed,  and  to  keep  all  fences  in  good  re- 
pair; and  to  keep  the  manure  hauled  out  and  spread  on  the  land  that 
will  be  to  the  greatest  advantage  to  the  farm,  and  the  last  year  that 
this  lease  is  in  force,  to  be  spread  where  directed  by  the  party  of  the 
first  part.  All  noxious  weeds  are  to  be  cut  according  to  law  and  the 
farm  yards  and  buildings  kept  in  a  tidy  condition. 

For  the  above  services,  the  party  of  the  second  part  is  to  receive 
one-half  of  all  moneys  or  profits  derived  from  any  product  produced  on 
the  farm,  or  one-half  of  any  produce  not  disposed  of,  as  his  compen- 
sation. 

For  any  stock  or  feed  purchased  for  the  farm,  each  party  agrees  to 
pay  one-half.  Fuel  to  be  furnished  from  the  farm  but  waste  and  dead 
timber  to  be  used  before  any  of  the  living  timber  is  cut,  without  the 
permission  of  the  said  party  of  the  first  part,  and  all  brush  to  be  piled 
and  burned. 

Provided  the  said  party  of  the  second  part  wishes  to  keep  more 
poultry  than  is  necessary  for  family  use,  each  party  agrees  to  furnish 
one-half  of  the  breeding  stock,  and  whatever  income  there  is  above 
ten  dollars  ($10.00)  is  to  be  divided  equally  between  the  parties  of 
the  first  and  second  parts.  If  the  income  is  not  over  ten  dollars,  the 
party  of  the  second  part  is  to  have  all. 

The  party  of  the  second  part  is  to  have  a  garden,  and  what  milk  is 
needed  for  family  use,  but  if  any  butter  is  made,  each  party  is  to 
receive  one-half;  also  each  party  is  to  receive  one-half  of  any  cattle 
or  hogs  butchered,  or  to  pay  the  other  party  market  price  for  his  share. 

The  stock  when  divided  is  to  be  separated  into  two  lots,  as  nearly 
equal  in  value  as  possible,  by  the  said  Mat  Marty,  and  the  said  J.  S. 
Donald  is  to  have  his  choice  of  lots  or  decide  by  lot. 

Notice  to  terminate  this  agreement  shall  be  given  on  or  before  the 
first  of  December  preceding  its  termination  on  the  first  of  the  follow- 
ing March.  This  agreement  is  to  be  in  force  for  two  years  from 
March  1,  1916,  with  the  privilege  of  extending  the  time  annually  as 
long  as  mutually  satisfactory. 

(Signed)   J.  S.  Donald. 
(Signed)  Mat  Marty. 


LAND  TENURE  AND  PUBLIC  POLICY 

By  William  Kent 
United  States  Tariff  Commission 

I  ask  your  tolerance  for  a  statement  by  way  of  preface. 
Many  years  ago  when  I  was  in  college,  I  tackled  what  was  then 
called  Political  Economy.  I  understand  it  is  quite  different  now, 
and  that  some  things  that  were  then  true  beyond  dispute  are  no 
longer  either  true  or  respectable.  During  the  intervening  years, 
Fve  seen  many  people  and  many  things,  and  have  wrestled  with 
business  and  with  public  affairs.  For  these  reasons  it  may  be  that 
some  pages  of  observation  and  some  deductions  therefrom  may 
here  be  of  interest,  although  contributed  by  a  layman. 

It  used  to  be  said  that  Political  Economy  concerned  itself  with 
"the  production  and  distribution  of  wealth."  To  the  lay  mind  this 
would  refer  to  human  wealth  produced  and  distributed  by  human 
beings.  But  somehow  the  human  beings  we  knew  escaped  from 
the  stage,  and  instead  we  looked  upon  puppets,  John  Henry,  an 
immortal  average,  and  Mary  Jane,  his  wife,  a  promiscuous  aggre- 
gate, while  kind  old  Doctor  Malthus  acted  as  godfather  to  the  pup- 
pet children  of  John  and  Mary.  We  had  Laissez  Faire  in  those 
days,  carrying  its  happy  assurance  that,  in  a  world  of  men,  the 
ebb  and  flow  of  things  would  regulate  human  morals  and  promote 
well-being.  We  had  a  rigid  constitution,  the  changeless  law  of 
supply  and  demand,  and  this  at  a  time  when  the  barkeeper  fed 
us  with  extra-salt  pretzels  to  create  an  artificial  demand  for  more 
beer,  and  the  landlady  reached  for  the  pump  handle  when  called 
upon  to  increase  the  breakfast  milk  supply. 

I  took  these  fundamentals  seriously,  although  struggling  vain- 
ly with  the  equations  and  the  illustrative  diagrams,  now  known,  I 
believe,  as  "graphs."  I  recall  how  diligently  we  followed  a  criti- 
cal analysis  of  Progress  and  Poverty,  and  how  cheered  we  were 
when  we  learned  that  the  answer  to  Henry  George's  iconoclastic 
criticism  of  the  unequal  distribution  of  life's  favors  and  privileges 
was  to  be  found  in  the  fact  that  as  the  rich  grow  richer  the  poor 
grow  richer  also.  It  was  discouraging  for  me  to  note,  later  along 
in  life,  that  the  poor,  in  a  world  full  of  work  and  of  shoes  and 
food,  did  not  always  connect  with  the  food  and  the  shoes,  although 
willing  to  do  the  work.  They  might  have  been  richer  than  they 
had  been,  but  not  rich  enough  for  practical  purposes. 
Those  were  the  days  when  labor  was  paid  out  of  a  benevolent 
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fund,  secured  and  thoughtfully  set  aside  for  the  purpose  of  future 
employment  by  generous  capital.  You  remember  the  amiable  car- 
toons that  depicted  the  beaming,  rotund-vested  capitalist,  with 
plug  hat,  handing  a  pay  check  to  the  smiling  toiler  in  a  square 
paper  cap. 

I  remember  having  seen  on  a  blackboard  a  digest  of  a  college 
lecture  beginning  a  course  in  economics.  One  of  the  foundation 
statements  was,  "All  labor  is  either  slave  or  free."  I  wondered 
then,  and  wonder  now,  if  that  is  correct.  Is  there  no  intermediate 
ground?  Is  the  hungry  man  free  to  select  his  job,  or  to  name  his 
honorarium? 

Getting  away  from  the  classic  shades,  I  escaped  those  dreadful 
equations  and  algebraic  quantities.  It  gradually  appeared  to  me 
that  human  life  and  human  beings  were  so  uncertain,  so  variable, 
that  any  science  based  on  them  as  factors  could  scarcely  be  exact 
or  mathematical.  It  seemed  that  the  game  of  life  resembled  poker 
fully  as  much  as  it  resembled  chess.  I  should  have  greatly  admired 
watching  a  clear-thinking,  mathematico-economic  person,  sitting, 
with  his  "graphs"  and  tables  of  poker  chances  before'  him,  in  a 
friendly  game  with  an  ignorant,  crippled  gambler  known  as  "One 
Arm  Schimmel,"  who  had  never  heard  of  algebra,  or  of  supply  and 
demand,  or  even  of  the  laws  of  chance,  but  who  knew  and  loved 
the  pasteboards,  and  had  "poker  sense"  and  a  convenient  empty 
sleeve. 

I  used  to  worry  much  because  I  could  not  possibly  read  philoso- 
phy, but  a  great  and  good  man  furnished  balm  to  my  spirit. 

When  I  read  James's  Pragmatism,  a  sunrise  came.  I  learned 
in  this  little  book  that  nothing  was  so,  just  because  something 
else  was  so,  and  that  if  you  wanted  to  find  out  whether  anything 
were  so,  the  only  thing  to  do  was  to  try  it  out,  and  then,  although 
it  might  have  been  so  that  time,  it  might  never  be  so  again.  The 
relief  was  inconceivable.  Deduction  be  damned — think  of  it.  A 
vast,  dreary  library  was  destroyed. 

It  is  with  an  illiteracy  condoned,  assured,  and  justified  by  this 
heretic  book  that  I  appear  before  you. 

I  cannot  conceive  of  political  economy  as  clear,  concise,  or 
mathematical,  but  only  as  an  humble  striving  to  adjust  human 
relations  so  that  the  butter  may  be  more  evenly  spread.  In  such 
adjustment,  there  must  enter  into  consideration  many  relative 
quantities,  possessing  changing  qualities,  such  as  ethics  and  human 
nature,  and  habit  and  style,  and  automobiles  and  postmasters,  and 
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politicians  and  policemen,  and  love  and  hatred,  as  well  as  canned 

tomatoes  and  bills  of  exchange. 

•  ••••••• 

In  the  course  of  my  ramble  through  life  I  have  discovered  that 
next  in  importance  to  the  fact  that  wealth  is  produced  chiefly  by 
human  beings,  is  the  fact  that  it  is  chiefly  produced  and  distributed 
on  the  land,  which  is  inhabited  by  human  beings. 

It  is  because  I  believe  that  the  land,  with  its  natural  content, 
its  assisted  product,  its  allotment,  its  use,  and  the  form  of  its  ten- 
ure, is  the  greatest  and  most  vital  factor  in  political  economy,  that 
I  have  chosen  my  topic.  My  treatment  of  it  can  be  nothing  more 
than  a  suggestive  sketch.  I  wonder  why  so  many  economists,  with 
the  ground  presumably  attainable  by  their  feet,  have  so  neglected 
its  consideration.  The  structure  of  their  thought  seems  to  me 
built  on  stilts  or  floated  by  balloons,  just  in  the  measure  that  they 
have  ignored  the  land. 

We  have  unfortunately  inherited  from  feudal  times  a  curious 
anti-social  system  of  landholding,  the  expanding  evils  of  which 
no  one  could  have  predicted.  The  King,  for  reasons  that  seemed 
good  to  him,  bestowed  upon  a  retainer  a  piece  of  land,  and  dedi- 
cated it  to  the  grantee  and  his  heirs  and  assigns  forever.  The  land 
extended  down  indefinitely — until  the  world  became  spherical,  when 
it  became  an  inverted  pyramid  reaching  to  the  center — and  in- 
cluded all  things  on  and  above  the  surface.  It  might  have  been 
granted  for  service  rendered,  or  to  be  rendered,  or  for  rent  real  or 
nominal.  At  that  time  there  were  none  to  be  considered  save  the 
King  and  those  worthy  to  be  his  vassals ;  the  natives  went  with  the 
land,  as  did  everything  else  except  the  wild  game  reserved  by  the 
King.  As  the  state  succeeded  the  king,  in  our  republic,  the  state 
also  retained  this  game  exemption  from  private  ownership,  while 
the  actual  ownership  and  transfer  of  inhabitants  amongst  English- 
speaking  people  had  long  been  abandoned.  The  grant  could  be 
fenced  off  against  all  comers  save  the  king,  and  could  be  used, 
misused,  or  lie  unused  if  only  the  rental  were  paid  or  the  service 
rendered. 

We,  through  the  state,  have  gone  a  step  further.  We  ask  no 
service  or  rent  for  the  exclusive  privilege,  for  taxes  are  supposed  to 
cover  all  property  alike.  Such  unrestricted  tenure  is  so  much  a 
matter  of  course  with  us  that  we  accept  it  as  an  inevitable  factor, 
and  base  our  thinking  on  it  as  a  postulate. 

Let  us  see  how  it  works  out,  by  taking  a  view  of  things  as  they 
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ft  re.  It  happens  that  I  haTc  dealt  in  every  sort  of  land,  and  have 
often  profited  without  adequate  service  rendered,  and  can  therefore 
speak  with  knowledge  of  what  I  have  seen  and  done  and  met  along. 
TS/ly  deductions  are  for  your  consideration  and  criticism. 

In  their  order,  let  us  consider  the  city,  the  farm,  the  forest,  the 
desert,  mineral  deposits,  and  strategic  holdings  that  control  water 
or  water  power-  What  has  happened  under  this  exclusive  title 
granted  to  heirs  and  assigns  forever,  and  what  is  being  done  about 
it? 

The  reason  given  as  an  afterthought  for  such  unrestricted 
grants j  is  that  it  secures  permanence  of  occupation,  a  sense  of 
home,  and  engenders  a  responsibility  often  recognized  as  a  pre- 
requisite qualification  for  suffrage. 

Let  us  turn  to  the  great  city.  The  great  city  is  no  moral  bug- 
a-boo  to  me.  It  is  bad  in  spots  and  greatly  good  in  spots.  It  is 
not  socially  hopeless,  and  as  a  focus  of  human  life  it  is  marvel- 
lously interesting  and  productive  of  thought  and  progress*  Eco- 
nomically, the  great  city  assembles  people  for  many  forms  of  in- 
tensive production,  and  by  the  mechanical  virtue  of  propinquity 
aids  in  the  processes  of  distribution.  There  are  opportunities  for 
the  development  of  art  and  science,  and  other  amenities  that  go 
with  the  cooperative  possibilities  of  dense  population. 

But  after  all  is  said,  the  great  cities  are,  in  their  growth,  and 
because  of  their  overgrowth,  the  worst  pestilence  to  our  economic 
welfare.  That  overgrowth  is  stimulated  by  the  speculative  form 
of  title.  Their  development  is  not  only  excessive  in  amount,  but 
abnormal  in  form,  and  out  of  it  all  there  is  engendered  a  parasitic 
privilege  that  is  eternally  ruinous. 

New  York,  because  the  biggest,  is  the  best  example  we  have* 
People  have  crowded  into  a  narrow  island,  lured  thither  by  various 
calls,  Some  to  manufacture,  some  to  distribute,  many  because  the 
city,  with  its  excitement  and  its  human  interests,  is  there,  and  they 
feel  an  impulse  toward  it  akin  to  the  attraction  of  gravitation. 

Because  of  the  form  of  land  tenure,  they  bid  up  the  prices  of 
the  surface  beyond  reason,  the  cry  is  raised  that  land  in  the  air  is 
cheap,  and  up  go  the  skyscrapers  and  up  goes  the  value  of  the  land 
upon  which  they  rest.  The  big  buildings  shut  off  light  and  air 
from  the  streets;  they  fill  them  to  overflowing  from  their  vast  floor 
areas.  Then  noisy,  stifling  elevated  railways  are  needed  to  relieve 
the  surface  traffic*  and  land  values  increase  and  buildings  go  higher. 
Finally,  mile  upon  mile  of  tunnel  is  built  through  solid  rock,  to 
carry  the  millions,  many  of  whom  are  worse  than  unproductive. 
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The  city  defies  the  law  of  supply  and  demand.  It  finds  all  sorts 
of  useless  and  unproductive  employment.  It  invents  jobs  that 
cater  to  luxury ;  it  provides  endless  tasks  in  increasing  its  own  over- 
growth.   It  is  a  case  of  round  and  round  in  a  vicious  circle. 

Stop  to  think  of  the  millions  of  strong,  able  laborers  that  have 
dug  the  useless  tunnels,  that  have  built  too  many  skyscrapers,  and 
have  paved  and  dug  up  and  repaired  too  many  streets.  Think  of 
the  waste  of  unnecessary  private  service  that  has  accompanied  city 
extravagance. 

Think  of  what  this  labor  might  have  done  to  drain  the  swamps, 
to  clear  the  land,  and  to  serve  our  needs  in  food  and  fiber  pro- 
duction. Think  of  the  wasted  material,  and  realize  the  thousands 
of  miles  of  country  roads  that  could  have  been  installed  to  bring 
our  food  supplies  to  those  that  need  them. 

Waste  of  labor,  waste  of  material  is  doubly  wasted  because  it 
has  served  to  vastly  increase  the  value  of  land  held  in  fee  simple, 
and  upon  which  value,  rents  are  to  be  charged  by  heirs  and  as- 
signs forever. 

The  speculative  dealings,  as  apart  from  the  legitimate  service 
of  catering  to  residence,  office,  and  factory  needs,  have  created  a 
large  class  of  highly  paid  and  utterly  unproductive  dealers  in  real 
estate.  The  central  congestion  has  driven  millions  to  surburban 
subdivisions  with  their  irresponsible,  disconnected  systems  of  streets 
and  sewers. 

Artificial  values  are  created  for  landowners,  by  forced  installa- 
tion of  transportation,  and  the  whole  incoherent  development  is  an 
increasing  charge  on  useful  production,  as  long  as  the  city  con- 
tinues to  grow,  and  as  long  as  the  real  or  artificial  demand  for 
land  can  be  kept  up. 

The  city  is  a  social  institution  that  is  subject,  like  other  insti- 
tutions, to  disorders  and  diseases,  but  there  would  not  be  the  same 
drive  toward  waste  were  it  not  for  the  carefully  planned  and  fos- 
tered boom  spirit  engineered  to  the  end  of  increasing  the  value  of 
privately  owned  land. 

What  have  the  Astors  done  that  they  should  levy  toll  on  land 
quoted  at  a  thousand  dollars  a  square  foot?  Whence  comes  this 
toll,  and  why  should  we  continue  a  system  that  induces  such  phe- 
nomena? 

It  would  be  unjust  to  confine  the  arraignment  to  the  big  city. 
Every  town  in  the  country  points  with  pride  to  its  increasing  popu- 
lation and  rates  its  rising  real  estate  values  as  contributions  to  the 
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Let  us  consider  for  a  moment  the  history  of  our  timber  lands. 
Their  owners,  and  the  word  carries  with  it  an  impossible  im- 
pudence, have  felt  the  need  of  skimming  them  off  and  realizing  on 
them  in  one  short  lifetime.  As  a  result  there  have  been  scandalous 
and  criminal  wastes  of  material  for  which  our  country  will  some 
day  stand  in  urgent  need.  The  white  pine  is  gone,  probably  80 
per  cent  of  it  wasted  in  heedless  operation.  The  interspersed  hem- 
lock and  other  inferior  timbers  have  largely  been  a  total  waste. 
Fire  has  completed  the  destruction  of  the  badly  logged  areas. 
There  never  was  any  benefit  derived  by  the  legitimate  industry  of 
lumbering  from  this  private  ownership  of  the  land  itself. 

In  the  case  of  timber  land  investment,  as  in  other  speculative 
dealings,  great  fortunes  have  been  made  by  the  increasing  demand 
and  the  diminishing  supply.  But  this  is  not  part  of  logging  or 
lumbering  operations.  Some  years  ago  timber  land  bonds  were 
placed  on  the  market  in  great  quantities.  They  had  back  of  them 
a  diminishing  indispensable  natural  resource ;  nothing  could  appear 
more  inherently  solvent.  But  the  interest  on  these  bonds  could 
only  be  paid  out  of  lumber  production.  The  equity  holders  were 
forced  into  cutting  the  marketable  portion  of  their  timber  at  any 
sacrifice  of  material  or  profit. 

Many  a  lumber  company  is  on  the  verge  of  bankruptcy,  be- 
cause it  has  mixed  its  manufacturing  operations  with  timber  specu- 
lation, and  the  public  loss  is  irreparable.  Any  attempt  to  relieve 
the  situation  as  concerns  the  public  interest,  by  increased  annual 
taxation,  only  hastens  the  destruction  and  the  waste.  A  harvest 
tax  is  needed,  and  that  is  hard  to  plan  under  any  present  system 
that  calls  for  uniform  taxation  based  on  value.  A  rational  policy 
of  withholding  title,  and  selling  ripe  and  needed  stumpage  to  those 
who  would  harvest  it  decently,  would  have  been  vastly  better  for 
the  legitimate  lumber  trade,  and  of  immeasurable  public  value. 

Our  coal  measures  have  largely  gone  with  the  land  surface. 
Only  lately  has  there  been  any  attempt  to  separate  the  surface  and 
the  underground  content.  The  wastes  incident  to  the  production 
of  coal  have  been  in  life  as  well  as  material.  That  there  has  been 
no  reasonable  excuse  for  fee  simple  grant  in  coal  lands  is  evidenced 
by  the  vast  numbers  of  private  leases.  If  tenure  had  been  retained 
by  the  public,  and  public  leases  had  controlled,  the  story  of  our 
fuel  supply  would  have  been  different  in  every  respect.  Transpor- 
tation agencies  would  not  have  been  permitted  to  discriminate 
against  localities  or  ownership ;  there  would  have  been  a  stabilized, 
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controlled  industry,  permitting  decent  standards  of  living,  and  one 
of  the  most  shameful  chapters  of  cruelty,  greed,  and  waste  would 
not  have  been  written  into  our  history. 

The  story  of  our  petroleum  resources  is  next  in  point.  We  see 
"Coal  OH"  Johnny  debauching  and  celebrating,  on  the  proceeds 
of  what  should  have  been  common  property.  We  see  the  Standard 
Ofl  Company  through  early  ownership  of  the  oil  fields  efficiently 
destroying  its  rivals  and  piling  up  power  that  threatens  the  Re- 
public. We  see  booms  and  frauds  and  burning  wells,  and  wasted 
oil  pools,  and  a  pressure  to  export  a  vanishing  resource  of  incal- 
culable value  which  cannot  be  replaced. 

If  we,  the  people,  were  not  capable  of  producing  our  own  oil 
from  our  own  land  for  our  own  ships,  are  we  not  a  little  unreason- 
able in  telling  our  uncertain  friend  Carranza  what  he  should  do 
with  Mexico's  supply? 

The  best  of  our  iron  ore  has  been  found  outside  the  boundaries 
of  what  has  been  technically  designated  as  mineral  lands.  It  was 
and  is  held  in  fee  simple,  to  heirs  and  assigns  forever.  This  iron 
and  its  accompanying  coal  have  apparently  made  good  the  Ni- 
agara of  water  poured  into  the  Steel  Trust,  upon  which  we  and 
our  heirs  forever  are  expected  to  pay  dividends. 

The  story  of  our  grazing  lands  is  similar.  They  have  gone  into 
private  ownership  under  all  sorts  of  legitimate  and  fraudulent 
conditions.  Where  they  are  efficiently  managed  and  made  pro- 
ductive, we  usually  find  that  they  have  been  accumulated  in  ex- 
tremely large  units.  Sometimes  the  land  is  largely  owned.  Some- 
times it  is  enough  to  own  the  strategic  points,  like  watering  places. 
Unless  something  is  done  about  it,  the  day  of  the  small  self-re- 
specting stock  raiser  in  the  Western  States  is  gone,  except  as  he 
finds  opportunity  to  graze  on  the  Forest  Reserves,  on  a  rental 
basis,  and  these  Forest  Reserves  are  continually  being  attacked 
by  demagogues  on  one  side  and  pirates  on  the  other. 

Strategic  points  controlling  water  power  have  also  largely 
drifted  into  private  hands,  so  that  here,  too,  there  may  be  secured 
perpetual  payment  to  privilege,  under  the  royal  tradition  of  fee 
simple  title.  Everywhere  we  look  we  find  the  same  abuses  and  we 
find  alongside  of  them  inefficient  efforts  to  reclaim  grants  once 
heedlessly  given.  There  is  no  better  illustration  of  the  fallacy  of 
such  unproductive  tenure  than  that  of  the  man  standing  on  a 
bridge  over  a  flooded  river  and  catching  driftwood.  When  ap- 
proached by  a  neighbor  who  asked  to  share  the  privilege,  the  man 
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who  was  first  on  the  bridge  made  a  deal,  whereby  the  neighbor 
caught  the  wood  for  half  of  what  he  caught.  The  people  of  north- 
ern Mexico,  who  from  prehistoric  times  inhabited  and  believed 
they  owned  the  land  and  whatever  they  produced  upon  it,  sud- 
denly awoke  to  find  that,  under  the  beneficent  rule  of  Diaz,  the 
land  had  been  granted  from  under  them,  and  they  were  thereafter 
allowed  half  of  what  they  produced.  Such  an  illustration  as  this 
is  obvious,  but  we  fail  to  see  our  own  similar  procedure  or  to  apply 
a  remedy.  There  is  something  wrong  here,  a  living  by  the  sweat 
of  another  man's  brow. 

I  wish  some  young  man  with  a  head  for  figures  would  spend  a 
year  in  discovering  how  much  unearned  rent  goes  into  the  cost  of 
a  ham,  that  the  man  who  is  digging  in  the  city  sewer  would  like  to 
buy,  if  he  had  sufficient  wealth.  Farm,  stockyards,  railroads,  and 
city  tenancy  would  all  contribute  their  quota. 

I  have  neglected  to  consider  another  phase  of  this  speculative 
landholding.  I  recall  a  Nebraska  county  which  was  held  as  an 
Indian  Reservation,  wherein  no  land  could  be  granted  to  the  Union 
Pacific  Railroad.  Not  being  able  to  secure  lieu  land,  the  railroad, 
for  the  sake  of  land  grant,  made  a  50-mile  detour  around  this 
particular  county  and  thereby  has  burdened  western  railroad 
transportation  to  that  extent  apparently  forever.  In  city  and 
county  alike,  speculative  landholding  has  warped  the  progress  of 
orderly  development.  In  Seattle  an  interurban  company  deliber- 
ately raised  its  round  trip  fares  from  15  to  40  cents  and  thereby 
destroyed  all  value  in  a  large  working  people's  settlement.  The 
same  outfit,  by  deliberate  shift  of  transportation  facilities,  changed 
the  values  in  the  center  of  the  city  to  real  estate  which  it  specula- 
tively held. 

A  common  feature  in  mining  booms  is  gambling  in  lots,  utterly 
unproductive,  and  absorbing  capital  that  could  be  used  for  pro- 
duction. It  is  a  game  of  "Button,  button,  who's  the  beer  on?" 
because  all  players  know  that  the  last  man  will  lose.  The  amount 
of  capital  rotting  out  in  abandoned  speculative  boom  towns,  is 
beyond  computation.  It  is  all  a  tribute  to  this  wild  idea  of  hand- 
ing over  to  private  individuals,  their  heirs  and  assigns  forever, 
portions  of  the  earth's  surface,  to  do  with  as  they  see  fit. 

We  owe  to  Henry  George  the  impulse  toward  the  destruction  of 
the  landowning  privilege,  and  must  credit  him  as  a  great  pioneer 
in  democratic  thought.  But  the  name  "Single  Tax"  is  unfortun- 
ate, and  George's  essential  idea  in  advocating  such  a  tax  is  often 
misunderstood. 
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Taxes,  as  I  see  them,  fall  into  two  general  categories —  revenue 
taxes  and  remedial  taxes.  If  we  could  conceive  of  a  community 
whose  members  possessed  an  equality  of  wealth  and  of  opportunity, 
and  felt  under  the  need  of  raising  revenue  for  a  common  purpose, 
the  best  method  would  probably  be  found  in  a  plain,  straight 
ahead  poll  tax.  Questions  of  import  or  export  taxes  might  be 
considered  as  securing  better  foreign  trade  conditions,  or  for 
altering  domestic  production  or  distribution,  but  for  revenue  pur- 
poses there  would  be  no  need  of  complicating  the  process  of  taxa- 
tion, with  the  end  of  adjusting  intra-community  relations,  through 
taking  from  one  for  the  benefit  of  another. 

The  Single  Tax,  or  the  covering  into  the  treasury  of  com- 
munity created  value,  is  essentially  a  remedial  tax,  intended  to 
abolish  privilege  and  to  release  and  encourage  production.  It 
has  been  urged,  as  its  name  would  imply,  as  a  sole  and  sufficient 
source  of  permanent  public  income,  and  it  has,  moreover,  been  ex- 
tolled as  the  only  tax  needed  for  either  revenue  or  reform. 

The  confiscatory  tax  that  eliminated  state  bank  currency,  and 
the  extortionate  internal  revenue  taxes  on  alcohol  for  drinking 
purposes,  show  a  trend  toward  adopting  other  remedial  taxes. 
Protectionists  urge  a  remedial  need  for  their  system  of  customs 
levies.  The  necessary  stretching  of  our  rigid  Constitution,  in  its 
weakest  point,  will  be  found  in  practically  prohibitive  taxation 
under  the  interstate  commerce  clause. 

As  a  revenue  measure,  the  single  tax  will,  if  logically  carried 
out,  tend  to  extinguish  itself.  Unless  land  tenure  be  accompanied 
by  the  privilege  of  retaining  at  least  a  part  of  the  unearned  incre- 
ment, there  will  be  no  reason  for  the  individual  to  collect  his 
privilege  rent  and  thereafter  return  it  to  the  state.  Just  as  in  the 
case  of  cut-over  lands,  which  were  once  not  considered  as  having 
any  value,  there  will  naturally  be  a  reversion  to  public  ownership, 
and  thereafter  the  state,  instead  of  farming  out  the  privilege  of 
taxation  through  landowning,  would  logically  become  the  land- 
owner, and  the  judge  of  the  rental  value. 

I  have  been  greatly  interested  in  the  great  Palestine  Zionist 
project.  Its  able  architects  have  planned  a  structure  wherein  the 
title  of  all  land  remains  in  the  commonwealth,  and  perpetual  leases 
control  its  use.  A  devoted  follower  of  Henry  George  said  that  the 
plan  was  based  on  single  tax.  It  is  based  on  Henry  George's 
teaching,  but  instead  of  adopting  the  single  tax,  it  makes  that  reme- 
dial measure  unnecessary,  and  as  it  prevents  the  growth  of  a  tax- 


824  American  Economic  Association 

able  privilege,  it  cuts  off  that  source  of  income.  It  represents 
public  renting,  the  assumption  by  the  state  of  the  simplest  method 
of  adequate  control. 

Speaking  of  Zion  calls  to  mind  the  Dowie  experiment  that  bore 
the  name.  The  land  upon  which  Dowie's  Zion  City  was  built  was 
bought  in  a  wild  state,  and  title  held  by  that  wonderful  autocrat. 
After  crusades  to  New  York  and  other  so-called  sinks  of  iniquity, 
which  were  immensely  costly,  after  ill-managed  and  unprofitable 
business  ventures,  the  funds  of  the  faithful  were  dispersed,  Dowie 
died,  and  Zion  was  bankrupt.  The  receivers  sold  the  land  at  com- 
munity-created prices  and,  to  the  best  of  my  knowledge,  there  was 
a  redemption,  a  repayment  for  waste  and  folly,  out  of  values  which 
the  prophet  had  intended  to  reserve  for  his  people. 

In  summing  up,  I  arraign  this  traditional  fee  simple  title  for 
many  economic  and  social  crimes  and  misdemeanors,  and  I  cannot 
distinguish  between  the  economic  and  the  social. 

It  has  contributed  a  great  impulse  to  the  overgrowth  of  our 
cities  and  towns,  and  to  the  depletion  of  our  agricultural  areas ;  it 
has  lessened  our  food  supplies  and  increased  their  costs;  it  has 
created  idle  classes,  farm  tenancy,  and  bad  agriculture. 

It  has  destroyed  our  forests,  wasted  our  coal  supplies,  cascaded 
our  petroleum. 

It  has  encouraged  private  monopoly  and  resultant  extortion 
and  has  encouraged  malevolent  activities  by  our  own  common 
carriers. 

More  than  any  other  privilege  it  has  permitted  men  to  reap 
where  they  have  not  sown.  It  has,  like  a  sponge,  sopped  up  gen- 
eral benefits  and  deprived  society  in  general  of  what  was  due  from 
inventions  and  improvements. 

It  levies,  and  unless  corrected,  will  levy,  perpetual  tribute  on 
the  production  and  the  distribution  of  wealth. 

An  extraordinary  phase  is  that  the  institution  perpetuates 
many  of  these  iniquities  without  involving  moral  turpitude  on  the 
part  of  the  beneficiaries.  Landowing  is  part  of  our  history, 
our  traditions,  and  is  a  badge  of  respectability.  The  landowner 
faces  the  assessor  with  the  belief  that  he,  and  he  alone,  is  sup- 
porting the  state. 

What  are  we  going  to  do  about  it? 

First  of  all  we  must  realize  the  situation  and  add  our  voices  to 
those  who  have  long  seen  the  point.  We  must  know  and  must 
teach  the  wrongs  involved. 


Land  Tenure  and  Public  Policy  225 

It  is  a  strange  thing  that  while  we  are  endeavoring  to  curtail 
and  control  the  rights  already  granted,  we  are  continuing  to  grant 
the  same  rights.  There  should  be  no  further  alienation  of  public 
property  into  private  hands  under  any  policy,  save  that  of  lease, 
where  control  is  easy,  and  the  penalty  is  cancellation.  There  is 
always  the  power  of  taxation,  sovereign  and  unlimited,  which  can 
drive  needed  and  unused  holdings  into  use,  and  can  absorb  the 
privilege  tribute  of  unearned  rent. 

There  are  great  possibilities  of  control  through  state  and  na- 
tion ;  and,  finally,  if  we  are  willing  to  take  time,  and  in  our  thinly 
settled  country  we  can  take  more  time  than  some  other  nations, 
we  can,  through  inheritance  taxes,  destroy  private  titles  that  grant 
speculative  and  oppressive  privileges,  and  return  the  land  to  the 
public  with  the  assurance  of  its  subsequent  proper  occupancy. 

Before  the  inheritance  tax  can  ever  work  out,  without  destroy- 
ing production  and  wrecking  the  useful  industrial  application  of 
large  estates,  there  must  be  consideration  given  to  the  necessity 
of  levying  taxes  in  kind  as  well  as  in  cash.  There  is  much  to  be 
feared  from  the  process  of  selling  estates  on  the  bargain  counter, 
in  order  that  the  state  and  nation  may  put  a  portion  of  the  pro- 
ceeds into  the  public  treasury.  There  will,  in  many  cases,  result 
great  damage  with  little  profit,  something  like  what  happens  when 
lead  pipe  is  stolen  from  a  vacant  house.  But  in  the  case  of  land- 
holding,  the  inheritance  tax  if  taken  in  kind  may  be  levied  so  as  tQ 
destroy  title,  without  necessarily  destroying  occupancy.  It  may 
be  used  as  a  method  whereby  the  public,  in  its  resumption  of  title, 
can  eliminate  with  the  least  disturbance  this  economic  nightmare 
— the  fee  simple  title  to  land. 
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Charles  L.  Stewart. — Failure  to  appreciate  the  importance  of  the 
"agricultural  ladder/'  as  described  by  Mr.  Spillman,  and  the  role  of 
farm  tenancy,  as  elucidated  by  Dr.  Ely,  may  lead  administrative  offi- 
cials and  the  public  into  grievous  errors. 

The  assumption  dominates  the  thinking  of  many  reformers,  among 
whom  Mr.  Kent's  paper  would  classify  him,  that  operators  should  own 
the  land  they  farm  and  that  owners  should  actively  cultivate  their 
land.  Most  reformers,  however,  would  hesitate  to  apply  this  doctrine 
so  rigidly  to  the  tenure  of  business  and  residential  properties  in  cities 
or  even  to  those  capital  goods  of  agriculture — such  as  bulls,  boars,  and 
simple  types  of  farm  machinery — which,  requiring  no  special  skill  on 
the  part  of  the  user,  are  often  loaned  or  hired  for  use  away  from  the 
owner's  supervision. 

Fundamentally  the  extent  to  which  the  hiring  of  capital  items,  of 
land  or  of  anything  else,  is  justified  depends  mainly  on  their  "fool- 
proof" qualities,  farm  operators  who  would  like  to  become  lessees  of 
farms  having  expensive  and  complex  machinery  in  the  form  of  private 
irrigation  plants  or  farms  whose  equipment  is  in  large  herds  of  live 
stock,  in  orchards  and  vines,  or  in  "made"  land  such  as  cranberry  bogs, 
are  likely  to  be  disappointed  in  their  search.  Owners  of  farms  so 
equipped  and  constituted  seldom  permit  lessees  to  run  their  places 
for  fear  of  running  them  down  or  of  clogging  the  current  of  yield  and 
profit  through  carelessness,  inexperience,  or  indisposition.  When  any 
large  part  of  the  value  of  a  farm  property  is  imputable  to  equipment, 
herds,  machinery,  and  improvements,  the  place  is  seldom  hired  without 
damage  to  the  lessor,  the  lessee,  or  the  public. 

On  the  other  hand  the  typical  farm  can  show  only  a  relatively  small 
proportion  of  its  value  in  the  form  of  capital  items  when  all  oper- 
ator's items  are  eliminated.  Now  land  per  se  stands  in  a  very 
different  status  from  plows,  herds,  and  the  other  items  of  working 
equipment.  On  this  distinction  rests  the  justification  of  tenancy  of 
land  and  of  the  customary  scarcity  of  tenancy  of  capital  goods  of 
operators. 

Reasons  for  insisting  upon  the  old  distinction  in  this  connection  are 
threefold.  In  the  first  place,  the  operator  of  land  per  se  deals  with  a 
property  to  whose  deterioration  it  will  ordinarily  be  beyond  his  power 
or  interest  to  contribute  a  large  degree  in  any  brief  period.  In  the 
second  place,  an  investment  in  land  puts  resources  into  a  relatively 
resting  form  while  an  investment  in  operator's  capital  goods  puts  re- 
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sources  into  working  form.  Working  capital  differs  from  "resting" 
capital  in  at  least  three  respects:  (a)  capital  goods  wear  or  pass  ont 
sooner  than  land;  (b)  capital  goods  have  perhaps  less  versatility  and 
continuity  of  usefulness  as  seasons  and  policies  change;  and  (c)  capi- 
tal goods  are  usually  employed  with  a  greater  admixture  of  user's 
manual  and  entrepreneural  service  per  unit  of  value.  In  the  third 
place,  the  owner's  selective  function  operates  differently  as  between 
capital  goods  and  land.  Demand  for  specific  items  of  capital  goods 
controls  their  supply  on  the  market.  Such  "birth  control"  is  inoper- 
ative with  respect  to  land,  much  of  which  has  to  be  owned  for  centu- 
ries before  a  nation's  controllers  of  development  capital  and  labor 
should  put  it  into  much  service.  The  landowner's  duty  as  a  selecter, 
contrasted  with  that  of  the  owner  of  operator's  capital  items,  is  to 
select  properties  with  a  good  prospect  of  usefulness  in  a  possibly  dis- 
tant future.  Choices  with  respect  to  operator's  capital  items  normally 
carry  a  larger  possibility  of  loss  from  a  small  degree  of  error  than 
choices  as  to  the  proper  discounting  of  future  land  values.  A  higher 
average  rate  of  return  accruing  to  owners  of  working-capital  items 
than  to  owners  of  land,  farmers  wishing  to  sell  their  productive  years 
so  as  to  get  the  largest  income  and  the  most  valuable  accumulation, 
will  keep  their  resources  in  those  forms  in  which  they  can  make  them 
compound  at  the  higher  rates.  So  long  as  there  are  farmers  passing 
beyond  their  most  productive  years  and  others  whose  time  is  con- 
sidered more  productive  outside  of  farm  operation,  and  so  long  as 
these  supply  agriculture  with  enough  capital  for  landownership  at  the 
customary  low  rates  of  return  on  "resting"  capital,  just  so  long  should 
skilful  operators  prefer  to  let  these  more  highly  qualified  groups  sup- 
ply him  with  the  use  of  rented  land. 

The  difference  in  economic  aspect  between  landownership  and  farm 
operation  is  admirably  indicated  by  Dr.  Ely  and  Mr.  Spillman.  To 
summarize  their  points  of  view  we  may  resort  to  parallels. 

Landowner's  functions  Farm  operator's  functions 

1.  Provide  primary  investment  1.  Provide      working      capital 

capital,  select  specific  properties,  (perhaps  cooperatively  with  land- 
meet  carrying  charges,  and  take  owner),  select  specific  items  of 
risks  on  getting  in  time  an  ade-  equipment,  meet  carrying  charges, 
quate  return  from  rent  and  in-  and  take  risks  on  getting  in  time 
crement — a  large  amount  of  capi-  an  adequate  return  by  way  of  in- 
tal  being  rewarded  over  a  long  crease  of  net  income  above  wages 
period  at  a  low  rate.  — a  variable  amount  of  capital  be- 

ing rewarded  over  a  short  period 
at  a  high  rate. 
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2.  Provide  developmental  capi-         2.  Provide    developmental    la- 
tal,  determine  the  specific  forms     bor,  cooperate  with  landowner  in 
and  the  time  schedule  of  its  appli-     determining    and    executing    the 
cation,  meet  carrying  charges,  and     specifications  of  development  pro- 
take  risks  on  getting  in  time  an     jects,  and  take  risks  on  getting 
adequate  return  in  enlarged  rents     an  adequate  return  by  way  of  com- 
and  increments — a  varying  amount     (pensation    for    "unexhausted    im- 
of  capital  being  rewarded  over  a     provements"  and  by  way  of  en- 
fairly  short  period  at  a  good  rate,     larged  yields  during  the  prospec- 
tive period  of  association  with  the 
properties    improved — a    varying 
amount  of  labor  being  rewarded 
8.  Select    operators,    help     to     over  a   fairly   short  period  at   a 
supply  their  deficiencies  in  capi-     good  rate. 

tal  and  in  operating  entrepreneur-  S.  Select  laborers,  supply  them 
ship,  and  take  risks  on  getting  in  with  program  and  stimulus,  and 
time  a  return  service  and  an  out-  take  risks  on  getting  a  return 
put  justifying  his  outlay  of  time  service  and  an  output  justifying 
and  funds.  his  outlay  of  time  and  funds. 

In  general  agricultural  landowners  must  economize  "resting"  and 
semi-working  capital.  They  should  refuse  to  put  capital  into  land 
purchase  or  developments  unless  it  is  rewarded  as  well  as  it  would 
be  if  put  into  non-agricultural  properties  and  enterprises  demanding 
skilful  attention  and  risk-assumption  in  the  same  degree.  Farm  oper- 
ators should  economize  semi-working  capital  but  more  particularly 
working  capital.  They  should  refuse  to  put  capital  (or  labor)  into  any 
particular  kind  or  scale  of  farm  operation  unless  it  is  rewarded  as  well 
as  it  would  be  if  put  into  operations  outside  of  agriculture  demanding 
skilful  attention  and  risk-assumption  in  the  same  degree.  While  the 
landowner  calculates  mainly  on  the  basis  of  acre-years,  the  farm 
operator  calculates  on  the  basis  of  man-years. 

Nor  is  the  functional  distinction  between  farm  ownership  and  oper- 
ation a  matter  of  academics  merely.  The  rate  of  return  on  working 
capital  will  ordinarily  average  five  or  six  times  as  high  as  the  rate 
on  "resting"  capital,  while  the  rate  on  semi-working  or  development 
capital  will  ordinarily  fall  about  midway  between.  Many  a  tenant 
whose  capital  in  full  working  form  yields  25  per  cent  buys  land  in- 
stead of  keeping  on  more  exclusively  .with  high-producing  forms  and 
finds  that  he  started  to  put  his  resources  to  rest  at  too  early  a  data. 
Being  "land-poor"  is  an  all  too  common  status.  Low-rate  capital 
should  be  furnished  by  farmers  only  when  past  their  prime. 

The  operator,  furthermore,  should  be  free  to  change  his  location, 
modify  his  scale  of  farming,  and  shift  his  emphasis  from  product  to 
product.    He  makes  these  variations  according  to  changing  conditions 
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in  his  information,  maturity,  family  labor  supply,  capital  resources, 
and  according  as  margins  on  various  products  and  policies  vary  under 
changes  in  prices  and  costs.  Operators  profit  most,  therefore,  where 
boundary  lines  of  ownerships  do  not  restrict  the  shifting  of  the  boun- 
daries of  operated  areas.  The  presence  of  a  high  percentage  of  land 
leased  by  part  owners  is  a  striking  evidence  of  the  need  for  elasticity 
in  the  boundaries  of  operated  areas  during  dynamic  times. 

It  is  usually  better  for  an  operator  to  refuse  to  own  much  land 
until  able  to  start  retiring  his  capital  from  more  active  forms  to  that 
form  which  affords  the  luxury  of  home  ownership  and  of  an  income 
less  dependent  on  strenuous  entrepreneurship.  Such  an  income  is 
made  certain  at  the  expense  of  becoming  modest.  Where  ownership 
of  farm  and  home  is  needed  to  afford  economic  stimulus  to  a  farmer 
and  his  family  it  may,  of  course,  be  wiser  to  retire  part  of  the  re- 
sources in  order  that  greater  manual  and  entrepreneural  support  may 
be  given  to  the  rest  of  the  resources.  In  many  of  these  cases  it  would 
be  better  still  for  family  and  social  economy  to  spread  a  recognition 
of  the  fact  that  enlargement  of  resources  in  capital  items  may  signify 
greater  wealth  and  larger  income  than  landownership.  The  conversion 
of  resources  to  the  "resting"  form  is  justified  on  precisely  the  same 
basis  in  the  case  of  farm  operators  as  it  is  in  the  case  of  other  active 
business  people,  and  by  that  we  mean  that  too  early  retiring  of  one's 
capital  is  as  improper  from  the  social  viewpoint  as  too  early  retiring 
of  one's  entrepreneural  or  manual  service. 

In  the  light  of  the  papers  presented  by  Dr.  Ely  and  Mr.  Spillman 
we  must  criticize  adversely  any  attempt  by  federal  or  state  authorities 
to  introduce  a  land  policy  under  which  standardization  and  system  go 
too  far.  A  planned  rural  development  must  avoid  at  least  the  follow- 
ing pitfalls: 

1«  The  areas  obtainable  for  operation  by  farmers  must  not  vary 
over  too  small  a  range  in  any  community  and  there  must  be  no  avoid- 
able obstacles  to  the  shifting  of  lines  between  operated  areas  by  easy 
arrangements.  There  must  be  no  checkerboard  conception  as  to  "ideal" 
tracts  for  operation.  If  basic  tracts  are  standardized  interstices  must 
be  left  between  them  for  fractional  tracts,  subject  to  annexation  to 
basic  tracts  as  operators  need  to  expand.  These  fractional  tracts 
should  not  be  made  too  large  and  should  not  fail  to  be  numerous.  If 
such  fractional  tracts  are  not  provided  by  the  government  plan,  no 
restriction  should  be  put  in  the  way  of  breaking  standard  units  up  as 
need  arises. 

2.  Ownership  of  the  land  must  not  be  made  a  condition  of  opera- 
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tion.  Otherwise  the  length  of  the  step  between  the  apprentice  status 
of  farm  hand  and  the  status  of  more  or  less  retired  resource  assumed 
by  landowners  will  become  so  wide  that  the  economic  stimulus  of  the 
agricultural  ladder  will  be  lost.  Unless  land  leasing  is  permitted  and 
unless  administrative  officials  are  as  efficient  as  private  landlords  in 
adjusting  lease  relations,  it  will  be  hard  to  justify  the  government 
project. 

S.  A  government  land-settlement  scheme  should  avoid  any  effort  to 
standardize  the  careers  of  farmers  either  by  fixing  rigid  time  sched- 
ules of  achievement  or  by  restricting  the  goal  of  income  or  of  accum- 
ulation. The  advantages  of  economic  freedom  in  moving  to  preferred 
opportunities,  taking  risks  on  preferred  policies,  etc.,  must  not  be  lost. 

4.  Regardless  of  the  extent  to  which  government  land-settlement 
projects  are  undertaken,  more  decided  steps  should  be  taken  through- 
out the  country  to  help  landlords  and  tenants  to  understand  the  eco- 
nomic functions  incumbent  upon  them  and  to  perfect  their  relations. 
Perhaps  our  county  farm  bureaus  can  do  this  by  conferences  on  land- 
lord-tenant relations,  by  helping  with  the  construction  and  the  typing 
of  leases,  and  by  promoting  arbitration  out  of  court  in  cases  of  dis- 
pute where  the  adjustment  involves  an  agricultural  result. 

W.  J.  Spillman. — Professor  Ely  refers  to  the  fact  that  young  men 
starting  out  with  little  capital  frequently  find  it  financially  desirable 
to  be  tenants  rather  than  owners  because  of  the  larger  business  they 
can  conduct  on  their  limited  capital.  I  wish  merely  to  confirm  this 
statement  by  referring  to  data  collected  in  our  farm  management  sur- 
veys while  I  was  connected  with  the  Office  of  Farm  Management.  In 
all  of  our  more  recent  surveys  we  made  groupings  of  men  according 
to  total  capital  owned.  All  those  with  capital  of  less  than  $1000  con- 
stituted one  group,  those  with  from  $1000  to  $2000  another  group, 
and  so  on.  Each  of  these  groups  was  divided  into  subgroups  based  on 
tenure.  In  nearly  all  cases  the  lowest  groups,  that  is,  those  with  the 
lowest  capital,  contained  only  tenants.  As  the  amount  of  capital  owned 
increased  the  proportion  of  owners  increased,  and,  generally  speaking, 
when  the  average  farm  income  of  a  group  of  owners  had  risen  to  the 
point  that  permitted  a  satisfactory  standard  of  living,  practically  all 
of  the  men  passed  from  the  tenant  into  the  owner  class.  This  in 
spite  of  the  fact  that  a  tenant  with  a  given  amount  of  owned  capital, 
in  practically  all  cases  where  considerable  numbers  were  averaged, 
had  a  farm  income  approximately  three  times  as  great  as  owners  with 
the  same  amount  of  capital. 
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These  figures  indicate  that  the  tenant,  by  passing  from  tenancy  to 
ownership,  sacrifices  about  two  thirds  of  his  net  cash  income.  The 
very  fact  that  in  all  cases  practically  the  entire  number  of  tenants  be- 
came owners  as  soon  as  practicable,  sacrificing  two  thirds  of  their 
income  in  order  to  do  so,  indicates  that  there  are  compelling  reasons 
for  his  doing  so.  I  am  not  sure  that  I  know  all  these  reasons.  One 
of  them,  however,  is  the  desire  to  own  a  home;  another  is  the  desire  for 
economic  independence  which  the  owner  enjoys  in  a  much  greater  de- 
gree than  the  tenant.  I  think  too  that  in  many  cases  the  prospective 
rise  in  future  values  of  farm  land  make  the  investment  attractive. 

I  think  it  is  very  fortunate  that  tenants  do  strongly  desire  to  be- 
come owners  and  do  so  at  the  first  opportunity,  for  a  farming  com- 
munity made  up  entirely  of  tenants  seldom  maintains  itself  at  as  high 
a  level  of  rural  welfare  as  is  the  case  with  a  similar  community  made 
up  of  farm  owners. 

B.  H.  Hibbard.— It  may  be  well  to  call  attention  to  a  few  points  in 
the  paper  on  single  tax  in  spite  of  the  well-known  and  well-worn  char- 
acter of  single  tax  argument.  The  agility  with  which  the  transition 
is  made  from  one  type  of  property  in  land  to  an  altogether  different 
type  is  always  amazing.  The  reader  of  the  above  paper  is  no  excep- 
tion. In  one  paragraph  he  discusses  ordinary  farm  land  which  is 
held  in  small  tracts,  and  farmed  under  highly  competitive  conditions. 
If  the  ownership  of  such  land  is  a  monopoly  then  surely  the  word  must 
be  defined  anew.  In  the  next  paragraph  he  discusses,  in  the  same 
tone,  such  things  as  coal  mines  and  forests.  These  have  long  been 
recognized  as  monopolies,  and  at  least  something  has  been  done  to- 
ward their  control.  All  single  taxers  are  discretely  vague  on  the  vital 
question  of  farm  land  held  out  of  use. 

The  single  taxer  is  distressed  because  land  which  at  one  time  was 
acquired  at  little  expense  rises  to  high  values.  He  wants  the  govern- 
ment to  squeeze  the  value  out.  It  may  be  suggested  that  one  purpose 
of  accumulating  property  is  security  in  old  age,  the  desire  to  leave 
property  to  one's  children,  and  the  like.  Should  all  land  be  national- 
ized, it  would  be  necessary  for  a  farmer,  in  order  to  accumulate  any- 
thing beyond  chattels,  to  invest  his  savings  in  something  outisde  the 
farm,  thus  dividing  his  interest.  At  the  same  time,  should  the  state 
collect  the  full  economic  rent,  it  does  not  appear  that  land  would  be 
any  more  accessible  than  at  present,  since  any  tenant  is  able  now  to 
get  land  on  payment  of  its  competitive  rental  value. 

The  case  of  a  bridge  from  which  driftwood  may  be  caught  is  cited 
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to  illustrate  the  absurdity  of  the  payment  of  rent  to  a  private  land- 
owner. If  the  bridge  is  replaceable  at  will,  and  there  is  plenty  of 
wood  to  be  had,  the  illustration  fails,  since  it  is  plain  that  the  builder 
of  the  bridge  is  paid  for  a  real  service.  If  the  bridge  is  not  replace- 
able, it  fails,  because  it  is  not  analogous  to  farm  land.  It  is  a  mo- 
nopoly and  should  be  dealt  with  as  such. 

Another  habit  of  the  single  tazer  which  is  difficult  of  comprehension 
is  his  assumption  that  almost  no  property  other  than  land  yields  a 
surplus.  Why  not  look  into  these  other  sources  of  unearned  increm- 
ent, instead  of  begging  the  question  by  explaining  all  such  advantages 
as  dependent  on  lando wnership  ? 

Some  of  us  are  unable  to  comprehend  the  views  of  the  single  taxer, 
but  he  has  the  privilege,  which  he  is  frequently  ready  to  exercise,  of 
telling  us,  as  Browning  told  certain  of  his  readers,  that  he  could  not 
furnish  the  brains  for  writing  the  poems  and  at  the  same  time  for  un- 
derstanding them. 


SOME  PURPOSES  AND  RESULTS  OF  PRICE  FIXING 
By  G.  F.  Wakeen 
Cornell  University 

It  will  be  some  years  before  a  full  and  careful  analysis  can  be 
made  of  the  effects  of  price  fixing  in  the  various  countries.  Even 
given  a  long  time  for  the  study,  the  problem  will  be  exceedingly 
complicated  because  in  many  cases  the  fixed  prices  have  been  ig- 
nored in  actual  transactions ;  therefore  the  records  may  not  show 
the  facts.  In  other  cases,  prices  have  been  definitely  fixed  without 
any  official  evidence.  In  this  country  there  has  been  a  considerable 
amount  of  price  fixing  by  indirect  means,  in  cases  where  no  laws 
gave  the  power  to  fix  prices. 

The  term  price  fixing  is  used  in  this  paper  to  cover  all  cases 
where  government  agents  have  determined  the  price  at  which  com- 
modities were  sold. 

In  some  cases  prices  have  been  fixed  by  request  or  suggestion, 
but  often  the  punishment  for  failing  to  accept  the  suggestion 
would  have  been  more  severe  than  for  failure  to  obey  a  law. 

Another  form  of  price  fixing  has  been  the  fixing  of  prices  at 
which  stored  products  such  as  butter  and  eggs  could  be  sold. 
The  fact  that  consideration  was  given  to  costs  may  have  helped  in 
determining  what  the  price  should  be,  but  the  result  was  none  the 
less  a  fixed  price. 

In  this  very  limited  paper  the  writer  will  state  only  a  few  of 
the  results  of  price  fixing.  The  principles  involved  have  long  been 
known  to  economists,  but  the  general  public  does  not  know  either 
the  facts  or  the  principles,  and  herein  lies  the  danger.  The  princi- 
ples involved  are  general,  but  illustrations  will  be  taken  from  the 
field  of  agriculture  because  the  writer  is  working  in  this  field.  It 
is  also  probable  that  in  the  various  countries  more  price  fixing  has 
been  done  for  agricultural  than  for  other  products. 

Reasons  for  Price.  Fixing 

There  are  three  conditions  under  which  price  fixing  is  generally 
recognized  to  be  essential:  (1)  when  the  government  is  to  take 
all  or  nearly  all  of  a  given  product,  as  in  the  case  of  wool  in 
1918;  (2)  when  a  monopoly  exists;  (8)  when  a  city  is  besieged. 

These  are  simple  cases.  The  besieged  city  should  take  over  all 
of  the  food  supplies  and  ration  the  population.    Since  no  food  is 
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produced,  fixed  prices  will  not  stop  production.  A  monopoly  must 
be  controlled.  The  government  must  have  power  to  take  private 
property  for  public  use. 

Aside  from  the  three  reasons  for  price  fixing  that  are  enumer- 
ated above,  there  are  many  other  motives,  some  of  which  occasion- 
ally justify  price  fixing,  but  most  of  which  are  fallacious  and  re- 
sult in  public  as  well  as  private  injury. 

Prices  may  be  fixed  to  try  to  overcome  the  effects  of  inflation. 
They  may  be  fixed  to  avoid  the  necessity  for  economy.  They  may 
be  fixed  to  benefit  some  class  in  the  population.  The  reasons  for 
wishing  to  benefit  such  a  class  may  be  because  this  class  is  in  con- 
trol of  the  government,  or  because  the  government  is  afraid  of  it, 
or  because  votes  are  desired,  or  because  of  a  desire  to  compel  some 
one  class  to  help  the  poor. 

When  governments  assume  the  role  of  middleman  in  international 
trade,  prices  become  an  international  question  and  may  be  fixed  for 
corresponding  reasons.  There  are  many  other  motives,  such  as  a 
desire  to  hold  down  prices  of  food  so  that  wages  will  not  rise,  thus 
indirectly  reducing  the  amount  that  a  government  must  borrow. 

Some  Objections  to  Price  Fixing 

The  popular  demand  for  price  fixing  comes  very  largely  from  a 
desire  to  avoid  the  necessity  of  economy.  The  ordinary  consumer 
believes  that  if  prices  are  fixed  he  can  have  more  of  the  product, 
not  realizing  that,  whatever  the  price,  we  can  eat  only  as  much 
as  there  is,  and  that  a  reduced  price  reduces  the  production  of 
the  product  that  was  already  short. 

In  times  of  a  short  crop  or  unusual  demand  the  desire  for  price 
fixing  is  increased,  but  in  times  of  a  short  crop  the  producers  look 
for  good  prices  to  offset  in  part  the  low  yield.  The  short  crop  of 
wheat  in  1917  resulted  in  a  fixed  price.  The  total  returns  from 
winter  wheat  per  acre  planted  divided  by  the  index  numbers  for 
wholesale  prices  of  all  commodities  give  the  next  to  the  lowest  re- 
turns for  any  one  of  the  last  twelve  years  (Table  7).  Producers 
were  disappointed  with  the  low  returns.  High  prices  or  compul- 
sion are  necessary  if  a  short  supply  is  to  be  made  to  last  uniformly 
throughout  the  year.  In  1917,  the  wheat  crop  was  consumed 
much  too  rapidly  early  in  the  year  (Table  8). 

The  high  cost  of  living  in  each  generation  promises  to  become  a 
more  difficult  question.  A  correct  understanding  of  the  problem  is, 
therefore,  of  more  than  passing  importance.    We  have,  doubtless, 
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passed  the  point  of  maximum  food  production  per  hour  of  human 
labor.  New  inventions  help,  but  in  spite  of  them,  every  additional 
bushel  is  now  a  more  expensive  bushel.  A  machine  that  saves  labor 
on  the  farm  does  not  save  as  much  human  time  as  is  often  assumed, 
for  someone  must  make  the  machine.  Food  is  becoming  fundamen- 
tally more  expensive  to  produce  in  terms  of  human  effort,  because 
poorer  land  must  be  used  and  because,  on  the  good  land,  produc- 
tion has  reached  the  point  of  diminishing  returns.  If  it  were  not 
necessary  to  increase  the  amount  of  food,  inventions  would  reduce 
the  amount  of  human  effort  required  in  food  production.  But  the 
demand  for  more  food  calls  for  the  use  of  land  that  must  be  re- 
claimed at  great  expense,  and  calls  for  more  intensive  methods  on 
land  now  in  use.  It  is  of  course  possible,  and  perhaps  probable, 
that  improvements  in  manufacturing  will  take  place  so  fast  as  to 
more  than  offset  the  increasing  cost  of  food  so  that  general  well- 
being  may  continue  to  be  improved.  But  food  is  almost  certain  to 
continue  to  call  for  a  larger  share  of  the  workers'  income,  if  the 
population  of  the  world  continues  to  increase  as  it  has  done  in 
the  past  fifty  years.  There  are  no  more  Iowas  waiting  for  the 
plow,  •" ;  *$>  .^ 


One  of  the  great  underlying  factors  in  the  present  world  con- 
flicts is  the  effort  to  place  the  blame  for  the  pressure  of  popula- 
tion on  food  supply.  We  can  no  longer  obtain  the  former  supply 
of  food  with  the  same  effort.  Not  knowing  that  this  is  due  to  the 
ratio  of  population  to  natural  resources,  each  class  believes  that  it 
is  not  receiving  just  treatment.  The  industrially  minded  believe 
that  farmers  are  at  fault,  labor  blames  capital,  farmers  blame 
middlemen,  consumers  blame  prices,  nations  blame  each  other. 

A  fundamental  objection  to  price  fixing  is  that  for  every  product 
there  are  more  consumers  than  producers.  Majority  opinion  on 
prices  is  therefore  in  grave  danger  of  strangling  any  industry 
to  which  a  price-fixing  policy  is  applied.  When  discussing  the  de- 
sirability of  increasing  freight  rates,  a  popular  argument  was  that 
only  a  few  persons  would  be  benefited,  whereas  a  great  number  of 
shippers  and  consumers  would  suffer.  This  point  of  view  is  practi- 
cally always  presented  in  price-fixing  discussions.  Publishers  and 
educators  usually  have  the  consumer's*  point  of  view — except,  of 
course,  on  their  own  wares.  The  cotton  grower  believes  in  a 
fixed  price  on  wheat,  but  not  on  cotton.  The  newspaper  believes 
m  a  fixed  price  on  paper,  but  not  on  newspapers.  Most  price 
fixing  is  essentially  class  favoritism.  If  it  continues  long  enough, 
first  one  class  and  then  another  may  gain  the  ascendancy. 
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The  food-control  and  price-fixing  campaigns  have  magnified 
both  the  importance  of  food  control  and  the  injustices  that  exist. 
At  the  same  time,  the  protecting  power  of  the  government  has 
been  magnified.  In  popular  opinion  the  government  is  coming  to 
have  many  of  the  attributes  of  the  Deity.  The  government  can 
raise  wages,  make  products  abundant  and  cheap  to  the  consumer, 
and  at  the  same  time  give  the  producer  cost  plus.  Since  each  class 
shares  these  hopes,  each  in  turn  will  call  on  the  government  for  help. 

Unfortunately  the  publicity  campaigns  in  connection  with  price 
control  have  featured  instances  of  injustice  and  have  led  the 
public  still  further  in  its  mistaken  idea  that  high  prices  and  food 
shortage  are  in  general  due  to  the  fact  that  the  public  is  being 
"held  up."  This  leaves  a  bad  state  of  mind  for  meeting  the  real 
problem.  These  misleading  campaigns,  exaggerating  both  the 
evils  of  the  present  system  and  the  beneficial  effects  of  food  control, 
have  led  a  large  proportion  of  the  population  to  believe  that  the 
producers  and  dealers  in  food  are  their  natural  enemies,  that  they 
are  profiteers,  and  must  be  curbed  by  governmental  action,  or  by 
more  violent  means  if  necessary. 

An  opposite  and  favorable  effect  has  also  resulted.  The  intense 
desire  of  the  government  to  reduce  food  prices  has  led  the  con- 
sumers to  have  great  confidence  in  government  price  control.  In 
some  instances,  this  has  led  to  the  willing  acceptances  of  just 
prices  that  might  otherwise  have  been  considered  unjust,  and  has 
been  a  benefit. 

One  of  the  effects  of  price  fixing  is  the  impetus  that  it  has 
given  to  the  organization  of  farmers.  Formerly  farmers  have,  in 
general,  sold  the  results  of  their  labor  according  to  the  law  of  sup- 
ply and  demand.  They  have,  therefore,  not  been  organized.  It 
may  be  good  public  policy  to  have  farmers  organized,  but  certain- 
ly it  would  be  better  if  such  organization  could  have  a  normal 
growth  rather  than  a  forced  growth. 

Fixed  prices  stimulated  the  movement  from  farms  to  cities.  In 
the  year  ending  February  1,  1918,  as  shown  by  the  State  Census 
in  New  York,  21,430  persons  left  the  farms  to  work  in  other  in- 
dustries. This  was  a  larger  number  than  went  for  military  service. 
Nor  did  they  all  go  to  war  industries.  The  number  who  returned 
to  farms  during  the  year  was  13,894.  It  is,  of  course,  impossible 
to  tell  how  much  of  this  unfavorable  balance  was  due  to  fixed  prices, 
but  a  very  large  part  of  it  is  certainly  a  result  of  price  fixing. 

The  movement  to  and  from  farms  is  always  going  on.    A  State 
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Census  in  New  York  in  1917  indicated  that  46,367  sons  of  the 
present  farm  operators  were  working  at  some  industry  other  than 
farming.  There  may  soon  come  a  time  when  the  net  movement  will 
be  to  farms.  Price  fixing  increased  the  movement  to  cities,  delayed 
the  turn  of  the  tide,  accentuated  the  maladjustment,  and  may  make 
the  return  movement  too  violent  when  it  does  come. 


Price  Fixing  to  Overcome  the  Effects  of  Inflated  Currency 

Most  of  the  arguments  for  price  fixing  of  foods  in  this  country 
were  based  on  a  desire  to  overcome  the  effect  of  inflation,  or  to  keep 
prices  of  food  from  going  up  along  with  general  prices. 

If  the  dollar  were  stabilized,  most  of  the  clamor  for  price  fixing 
in  this  country  could  have  been  avoided.  Most  of  the  popular  ar- 
guments for  price  fixing  were  efforts  to  bring  everything  back  to 
the  old  dollar. 

Food  prices  and  general  commodity  prices  have  on  the  average 
followed  bank  deposits,  as  is  shown  in  Table  1. 


Table  1. — Index  Numbkbi 

for  Bank  Deposits  and 

Prices 

Bank 

Wholesale 

Wholesale 

Average  farm 

Year 

deposits* 

prices* 

prices  of 
foods 

prices  30  farm 
products* 

Average  1910-1914 

100 

100 

100 

100 

191*4 

110 

101 

103 

99 

1915 

118 

109 

106 

101 

1916 

147 

195 

198 

191 

1917 

174 

178 

180 

185 

1918  (pre- 

9012 

1965 

1835 

1986 

liminary) 

1E.  W.  Kemmerer,  American  Economic  Review,  June  1918,  p.  955. 

*  Report  of  Committee  on  War  Finance  of  the  American  Economic  A$$o- 
ciation,  Dec.  1918,  p.  98.  Recalculated  to  the  five-year  base.  The  figures  are 
an  average  for  Mar.  4,  May  10,  and  June  99. 

*  Recalculated  from  Reports  of  the  U.  S.  Bureau  of  Labor. 

4  Calculated  from  prices  reported  by  the  U.  S.  Department  of  Agriculture. 
8  Average  for  Mar.,  May,  June,  July,  1918. 

In  1917,  the  index  figure  for  gold  and  gold  certificates  compared 
with  1910-14  stood  at  185,  bank  deposits  at  174,  and  food  stood 
at  180.  Bank  deposits  increased  before  the  commodity  prices 
increased. 

The  index  numbers  for  wholesale  prices  are  much  the  same  as 
they  were  during  the  Civil  War  as  is  shown  by  Table  S. 
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Table  2. — Index  Numbers  of  Wholesale  Prices  Civil  War  and  World  War1 


Year 

Index  number 

Year 

Index  number 

1856-1860 

100 

1909-1913 

100 

1861 

95 

1914 

102 

1862 

112 

1915 

103 

1863 

141 

1916 

127 

1864 

181 

1917 

180 

1865 

205 

1918  July 

204 

1866 

181 

1867 

163 

1868 

152 

1869 

145 

1870 

135 

1871 

129 

1872 

132 

1873  . 

130 

1874 

126 

1875 

121 

1876 

112 

1877 

105 

1878 

96 

1879 

92 

1880 

101 

On  June  21,  1917,  speaking  before  the  Senate  Committee  on 
Agriculture,  Mr.  Hoover  stated,  "Altogether  we  face  the  amazing 
situation  of  the  country  producing  a  surplus  of  foodstuffs  and 
paying  the  highest  prices  known  to  its  history."2 

According  to  the  index  numbers  of  the  United  States  Depart- 
ment of  Labor,  wholesale  prices  of  food  in  June,  1917,  stood  at 
2  per  cent  above  the  index  price  for  all  commodities.8 

Speaking  at  Harvard  University,  Mr.  Hoover  stated,  "By  our 
entry  into  the  war  we  arrive  at  two  issues:  first,  the  issue  we 
must  have  partially  fronted  in  any  event — the  control  of  our 
food  so  as  to  ameliorate  prices,  for  unless  we  can  do  so,  we  must 
meet  a  raise  of  wages  with  all  its  vicious  circle  of  social  disruption 
at  a  time  when  maximum  efficiency  is  vital  to  our  safety;  second, 
that  we  may  also  meet  the  increased  demands  of  our  allies  that 
they  may  remain  constant  in  the  war."4 

An  Associated  Press  report  dated  December  S,  1917,  is  as  fol- 
lows :  "As  to  the  regulation  of  prices  of  all  commodities  by  the 
government,  Mr.  Hoover  said  that  either  prices  must  be  regu- 
lated or  there  must  be  a  continuous  wage  increase,  and  added : 

i  Recalculated  from  Reports  of  the  U.  S.  Department  of  Labor. 
2U.  S.  Food  Administration  Bulletin  2,  p.  9. 

a  U.  S.  Department  of  Labor,  Monthly  Labor  Review,  Vol.  VII,  No.  3,  p. 
109. 
4  U.  S.  Food  Administration  Bulletin  2,  p.  13. 


Some  Purposes  and  Results  of  Price  Fixing  289 

"In  other  words,  wages  must  ascend  according  to  the  prices  of 
the  necessities  of  life.  I  mean  by  that  that  the  high  cost  of  living 
must  stop  or  we  must  have  a  continuous  ascending  wage  scale.  A 
continuous  increase  in  wages  usually  undermines  national  effi- 
ciency, and,  of  the  two  evils,  it  is  evident  that  we  must  make  an 
effort  to  regulate  prices." 

In  December,  wholesale  prices  of  foods  stood  at  2  per  cent  above 
the  general  price  level  of  all  commodities. 

Presumably  these  statements  represent  the  general  point  of 
view  of  the  food-price-control  policy  in  the  United  States.  An- 
other motive,  not  so  widely  published  but  often  referred  to  in 
private,  was  the  fear  of  the  foreign  element  in  cities. 

Attempting  to  hold  down  food  prices  so  as  to  prevent  labor,  or 
any  other  prices,  from  rising  when  the  circulating  medium  is  con- 
stantly being  increased  may,  at  times,  be  expedient  but  is  funda- 
mentally unsound.  It  is  an  attempt  to  place  the  entire  burden  of 
inflation  on  one  set  of  commodities. 

Some  Effects  of  Price  Fixing 

Fixed  prices  may  be  the  same  as  the  competitive  price  would 
be,  or  may  be  higher  or  lower  than  the  competitive  price.  They 
have  the  corresponding  effects,  modified  by  the  general  psycho- 
logical effects  that  fixed  prices  have  on  producers  and  consumers. 

If  prices  are  fixed  at  what  the  competitive  price  would  be,  the 
supply  of  the  product  will  ordinarily  be  sufficient  to  meet  the 
demand. 

If  prices  are  fixed  higher  than  the  competitive  price,  produc- 
tion will  ordinarily  be  unduly  stimulated  and  consumption  re- 
duced, with  a  consequent  surplus.  The  government  must  then  find 
a  means  of  forcing  consumption  or  accept  a  loss.  No  example 
of  this  has  so  far  occurred  in  the  field  of  agriculture.  If  the 
weather  should  be  favorable  and  if  the  currency  is  not  further 
inflated,  it  is  probable  that  this  may  occur  with  wheat  in  1919. 

If  prices  are  fixed  below  the  competitive  price,  consumption  of 
the  product  must  be  limited  or  the  supply  will  not  meet  the  de- 
mand.    The  experience  with  wheat  illustrates  this  law. 

Some  Effects  of  Price  Fixing  as  Illustrated  by  Wheat 
In  the  fall  of  1917  the  average  farm  price  of  wheat  was  reduced 
from  $2.29  to  $2.01.5     Had  prices  not  been  fixed,  it  is  probable 

»  U.  S.  Department  of  Agriculture  Monthly  Crop  Report,  Dec.,  1917,  p.  134. 
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that  the  price  would  have  gone  to  $8.  Press  statements  have 
been  made  that  wheat  would  have  been  $5  and  flour  $80  if  prices 
had  not  been  fixed.  A  comparison  of  the  prices  of  competing  food 
products  over  a  series  of  years  shows  no  reason  for  expecting 
such  prices. 

When  the  price  was  reduced  a  portion  of  the  public  was  pre- 
vented from  eating  wheat  by  patriotic  appeal,  but  another  por- 
tion began  to  eat  wheat  at  an  abnormal  rate,  so  that  the  total 
consumption  in  the  first  part  of  the  year  was  slightly  more  than  in 
1916-17,  when  wheat  was  relatively  higher  compared  with  the 
prices  of  other  foods.  An  unduly  large  proportion  of  the  year's 
crop  was  consumed  by  February,  and  the  year's  exports  were 
low  (Tables  3  and  4).  It  then  became  necessary  to  compel  the 
use  of  wheat  substitutes. 

Table  3. — PmoDucnox  akd  Bxpobt  of  Wheat  Floue* 


July  1,  1916 

to 
Feb.  1,  1917 

July  1,  1917 

to 
Feb.  1,  1918 

Production,  barrels    

41,264^81 
8,495,100 

39,769,881 

43,481,067 
9,640,400 

33,840,657 

Exports,  barrels   

Difference,  barrels 

•  U.  S.  Food  Administration  Bulletin  769,  p.  7,  and  Bulletin  741,  p.  6. 
Table  4. — Exports  op  Wheat  and  Wheat  Floue  iw  Teems  of  Wheat* 

July  1,  1916  to  June  30,  1917 
July  1,  1917  to  June  30,  1918 
Decrease   

|               203,707,598  bushels 
i               127,743,687  bushels 
.  1                     37  per  cent 

*  U.  S.  Food  Administration  Bulletin  1375,  p.  6. 

During  the  fall  of  1917  urgent  appeals  were  made  to  farmers 
to  market  their  wheat  more  rapidly.  Many  newspapers  contained 
sharp  editorials  condemning  farmers  for  hoarding.  The  public 
was  assured  that  Americans  would  not  be  rationed.  The  govern- 
ment report  on  March  1  indicated  that  only  17  per  cent  of  the 
crop  was  on  farms  and  the  amount  in  elevators  was  extremely 
low.*  It  then  became  apparent  that  the  crop  had  been  marketed 
and  consumed  too  rapidly.    Consumers  then  turned  to  rye.    The 

The  highest  price  after  the  new  crop  was  harvested  was  $2.29  on  Aug.  1.    The 
price  was  $2.01  on  Dec  1,  after  prices  were  fully  under  control    The  com- 
monly quoted  $2.20  price  is  for  a  particular  grade  of  wheat  in  particular 
markets.    It  is  not  the  price  that  farmers  received. 
«  U.  S.  Department  of  Agriculture  Monthly  Crop  Report,  March,  1918,  p.  21. 
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farm  price  of  rye  jumped  from  $1.75T  in  February  to  $2.85T  in 

April.    Rules  were  made  requiring  the  substitution  of  other  flours 

in  place  of  rye  and  wheat  and  in  June  the  farm  price  of  rye 

dropped  back  to  $1.88/ 

When  the  price  of  wheat  was  fixed  the  first  effect  was  to  widen 

the  spread  between  the  farm  price  of  wheat  and  the  New  York 

wholesale  price  of  "Minnesota  Patent"  flour.     Later  the  spread 

was  reduced  to  about  the  same  as  it  was  in  1916  (Table  5).    To 

determine  the  effect  that  this  had  on  millers'  profits  the  price  of 

bran  and  middlings  would  also  have  to  be  considered,  as  would 

the  closeness  of  milling. 

Tabu   5. — Diffzeexce   Between   Fabm   Puce   of   Wheat  ajstd  New   York 

Price  op  Flour* 


Amount  by  which  wholesale  price  of  a  barrel 
of  flour  in  New  York  exceeds  farm  price  of 

Year 

4.5  bushels  of  wheat 

1915 

91.73 

1916 

1.86 

Jan.^July  1917 

£.85 

Aug.  ....  1917 

3.00 

Sept  ....  1917 

3.81 

Oct    ....  1917 

3.22 

Nov 1917 

2.50 

Dec   ....  1917 

2.46 

JaiL-May  1918 

1.85 

*  Prices  of  flour  are  from  Bradstreet's.  Price  of  wheat  from  reports  of 
the  U.  S.  Department  of  Agriculture. 

The  price  of  bran  was  fixed  in  the  spring  of  1918.  The  fixed 
price  was  ineffective  in  many  cases.  By  combination  sales  and  by 
mixing  with  other  feeds,  a  price  higher  than  the  supposed  price 
has  often  been  charged.  The  distribution  in  different  regions  was 
also  changed  as  a  result  of  the  fixed  price.  The  actual  cost  to 
farmers  was  made  very  high  in  the  East,  but  was  slightly  lowered 
in  the  Middle  West.  For  the  six  New  England  States  the  average 
price  paid  by  farmers  on  September  15,  1917,  was  $39.48.  On 
September  15,  1918,  when  the  price  was  supposed  to  be  fixed, 
the  prices  paid  averaged  $48.58.*  At  the  same  time  the  prices 
in  many  of  the  Middle  Western  states  were  lowered.  The  actual 
operation  of  the  fixed  price  made  it  impossible  for  many  farmers 
to  obtain  bran,  and  acted  to  the  particular  injury  of  New  England. 

The  fixed  price  of  wheat  when  currency  was  constantly  being 

i  U.  S.  Department  of  Agriculture  Monthly  Crop  Report,  July,  1918,  p.  83. 
» Ibid.,  October,  1918,  p.  181. 


242 


American  Economic  Association 


inflated  and  when  the  prices  of  other  commodities  were  constantly 
rising  resulted  in  a  constantly  decreasing  purchasing  power.  The 
index  number  of  purchasing  power  for  the  farm  price  of  wheat 
was  1S2  in  September,  1917,  and  116  in  June,  1918.  A  fixed 
price  when  general  prices  are  rising  not  only  results  in  a  loss  in 
purchasing  power  by  holding  wheat,  but  the  shrinkage  is  also  lost. 
Under  such  circumstances  a  fixed  price  may  be  expected  to  result 
in  dumping  the  product  on  the  market  as  soon  as  possible  after 
harvest. 

The  wheat  movement  in  1917  was  rapid,  but  by  no  means  as 
rapid  as  it  would  have  been  had  farmers  been  sure  that  the  price 
was  really  to  remain  fixed.  Many  farmers  believed  that  by  some 
means  a  higher  price  would  later  be  obtained.  By  the  fall  of 
1918  the  fact  that  the  price  was  to  remain  fixed  was  understood, 
and  the  wheat  movement  from  July  1  to  December  14  was  greater 
than  ever  before  occurred  in  the  same  period.  The  marketing 
would  have  been  much  faster,  but  in  many  cases  the  movement 
from  farms  was  stopped  either  by  refusal  to  furnish  cars  or  by 
the  refusal  of  the  elevators  to  buy. 

Table  6. — Wheat  Movement  July  to  December,  1918* 
(Million  Bushels) 


Year 

Produced 

Movement  July  to  December 

1910 

635 

151 

1911 

621 

155 

1912 

730 

233 

1913 

763 

206 

191'4 

891 

301 

1915 

1,026 

288 

1916 

636 

236 

1917 

651 

123 

1918 

917 

324 

♦The  dates  in  December  vary  from  11  to  17  in  different  years.  Figures 
for  production  are  from  the  U.  S.  Department  of  Agriculture.  The  wheat 
movement  is  from  Bradstreet's. 

The  Weekly  News  Letter  of  the  U.  S.  Department  of  Agriculture,  Jan.  8, 
1919,  p.  3,  states  that  up  to  Nov.  29,  the  total  amount  sold  from  farms  was 
588  million  bushels,  but  much  of  this  apparently  had  not  reached  the  chan- 
nels from  which  Bradstreet's  reports  are  made. 

When  the  price  received  is  compared  with  the  index  numbers 
for  wholesale  prices,  the  fixed  price  of  wheat  in  1917  resulted  in 
paying  farmers  less  per  acre  of  winter  wheat  planted  than  had 
been  paid  for  any  crop  since  1906,  except  for  the  crop  of  1912 
(Table  7).    The  fixed  price  gave  the  average  acre  of  winter  wheat 
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planted  for  the  1917  crop  a  purchasing  power  of  only  88  per  cent 

of  the  five-year  average  before  the  war. 

Table  7. — Prices  and  Index  Numbers  op  the  Purchasing  Power 
op  Winter  Wheat* 


Price  Dec.  1 

Purchasing  power 

Crop  year 

Per  acre 

Per  acre 

Per  bushel 

harvested 

planted 

1910-1914 

87.7  cents 

100 

100 

100 

1913 

82.9 

92 

94 

98 

1914 

98.6 

111 

130 

140 

1915 

94.7 

101 

101 

110 

1916 

162.7 

125 

106 

104 

1917 

202.9 

125 

117 

88 

1918 

206.7 

111 

104 

100 

*  In  preparing  this  table  the  value  of  the  crop  produced  was  divided  by 
the  acres  planted  to  determine  the  value  produced  per  acre  planted.  The 
resulting  figures  were  divided  by  the  index  number  for  wholesale  prices  of 
all  commodities  to  get  the  purchasing  power  per  acre  planted.  Other  results 
were  similarly  calculated.  For  1918  the  index  number  for  all  commodities 
was  taken  for  Sept  1,  as  the  Dec  1  figure  is  not  available.  It  is  not  possible 
to  make  a  similar  table  for  spring  wheat  because  the  area  abandoned  is  not 
reported. 

The  actual  price,  the  purchasing  power  per  acre  planted,  and 
the  purchasing  power  per  acre  harvested  all  influence  later  plant- 
ing. But,  in  general,  the  returns  per  acre  planted  are  most  signi- 
ficant. The  good  returns  in  1914  resulted  in  a  great  increase  in 
acreage.  The  yield  per  acre  was  also  high.  The  price  was  there- 
fore disappointing  and  the  acreage  dropped  back  nearer  to  the 
normal.  The  crop  of  1916  sold  for  a  higher  price  but  the  yield 
was  poor  so  that  the  acreage  planted  for  1917  increased  but  did 
not  reach  the  record  acreage  of  1915.  The  acreage  for  1918  was 
influenced  by  two  factors.  The  returns  were  not  so  good  as  for- 
merly but  a  patriotic  appeal  for  planting  47  million  acres  was 
made.  The  actual  planting  was  42  million  acres,  about  the  same 
as  in  1914.  The  better  production  in  1918  made  the  fixed  price  a 
much  better  price  per  acre  planted  than  the  same  price  was  in 
1917.  The  crop  of  1918  had  a  purchasing  power  per  acre  planted 
as  good  as  the  five-year  average  before  the  war,  and  gave  a  little 
better  than  average  returns  per  acre  harvested.  This  might  have 
been  expected  to  result  in  an  increase  in  planting  over  the  area 
planted  for  1918.  Two  other  factors  contributed  to  the  increased 
acreage  for  1919.  Many  persons  believed  that  the  war  would 
stop  and  that  the  prices  of  other  grains  would  drop.    A  patriotic 
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appeal  was  made  for  planting  45  to  47  million  acres.  The  result 
was  a  planting  of  49  million  acres. 

The  net  result  seems  to  have  been  about  as  follows.  The  fixed 
price  resulted  in  a  very  poor  net  return  to  farmers  for  the  effort 
expended  in  raising  winter  wheat  in  1917,  a  smaller  acreage  in 
1918  than  would  have  been  raised  had  prices  not  been  fixed,  and  a 
greatly  increased  acreage  for  the  crop  of  1919. 

Apparently  the  fixed  prices  reduced  the  amount  that  farmers 
received  in  1917  by  800  to  500  millions  of  dollars.  If  the  weather 
is  normal  or  better,  it  is  possible  that  the  federal  treasury  or  the 
consumers  will  be  called  on  to  return  this  in  1919.  The  fixed 
price  also  resulted  in  the  consumption  of  wheat  in  the  first  part 
of  the  year,  and  the  eating  of  its  substitutes  in  the  last  part  of 
the  year.  In  every  way  the  fixed  price  has  resulted  as  would 
have  been  expected. 

Fixed  Prices  for  Storage  Eggs 

The  fixed  price  at  which  cold-storage  eggs  could  be  sold  pre- 
vented fresh  eggs  from  rising  in  price  in  the  winter  of  1917-18 
as  much  as  they  would  have  done  in  keeping  pace  with  currency 
inflation,  and  with  the  advance  of  the  season. 

The  purchasing  power  of  eggs  compared  with  the  four-year 
average  for  the  same  months  before  the  war  stood  at  101  in  June, 
1917.  In  December  it  dropped  to  78.  At  the  same  time  feeds  were 
high.  The  purchasing  power  of  corn  stood  at  122.  The  result  was 
an  excessive  marketing  of  hens.  The  effect  in  New  York  State 
was  shown  by  the  State  Census.  Hens  decreased  from  10,738,960 
on  April  21, 1917,  to  8,907,644  on  February  1, 1918. 

To  stop  the  slaughter  of  hens,  the  Food  Administration  made 
a  rule  prohibiting  their  sale.  However,  such  a  rule  could  not 
compel  the  raising  of  chickens.  It  seems  probable  that  the  price 
of  eggs  to  consumers  in  the  winter  of  1918-19  and  1919-20  may 
more  than  offset  the  saving  in  1917-18.  Such  violent  fluctuations 
in  profits  are  often  followed  by  equally  violent  reactions.  It  is 
possible  that  the  next  effect  will  be  the  raising  of  too  many 
chickens  in  1919  and  consequent'  over-production  of  eggs  in  the 
spring  of  1920. 

Other  Farm  Products 
Space  forbids  discussion  of  other  farm  products.    The  point  at 
which  prices  were  fixed  was  largely  a  matter  of  accident  as  to  who 
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was  on  the  committee  that  fixed  prices.  The  fixed  price  of  wool 
(July,  1918)  still  left  it  the  highest  priced  farm  product.  Com- 
pared with  the  four-year  average  before  the  war  it  had  a  purchas- 
ing power  of  165.  Wheat  (December,  1917)  had  a  purchasing 
power  of  181,  but  owing  to  the  poor  yield  this  price  had  a  low 
purchasing  power  per  acre  planted.  Iron  (December,  1917)  had 
a  purchasing  power  of  121,  copper  89,  eggs  78,  butter  80.  The 
prices  of  cotton  with  a  purchasing  power  of  127  and  cottonseed 
170  (December,  1917)  were  not  fixed. 

Agriculture,  as  well  as  the  city,  has  cases  of  fixed  income  and 
increasing  costs.  For  example,  horses  are  raised  on  high-priced 
feed  and  sold  at  prices  actually  lower  than  before  the  war.  In 
general,  the  producers  of  products  that  have  a  purchasing  power 
much  below  100  have  not  been  well  enough  satisfied  to  maintain 
their  normal  production.  The  farm  values  of  the  following  pro- 
ducts were  among  those  that  had  a  purchasing  power  of  less  than 
before  the  war:  beef  cattle,  veal  calves,  milk,  butter,  chickens, 
eggs,  potatoes,  and  onions.  Among  the  products  with  a  purchasing 
power  higher  than  before  the  war  were  wool,  sheep,  cotton,  grains, 
and  hogs.  Monthly  prices  for  thirty  products  were  shown  by 
curves  but  there  is  not  room  to  reproduce  these.  It  is  expected 
that  they  will  be  published  elsewhere. 


THE  POSSIBILITIES  OF  PRICE  FIXING  IN  TIME  OF 

PEACE 

By  T.  N.  Carver 
Harvard  University 

I 

Parallel  with  the  path  of  progress  from  autocracy  to  democ- 
racy lies  another  path  which  leads  from  authority  to  liberty, 
from  coercion  to  persuasion,  from  getting  things  done  by  appeal- 
ing to  fear  to  getting  them  done  by  appealing  to  hope,  from  a 
condition  under  which  every  one  does  what  he  is  commanded  to 
do  by  some  one  in  authority  to  a  condition  under  which  he  does 
what  he  is  persuaded  voluntarily  to  do  by  some  free  citizen  with 
no  more  authority  than  himself. 

A  state  of  war  puts  us  back  several  stages  in  both  paths  of 
progress.  Democracy  must  temporarily  give  way  to  something 
closely  resembling  autocracy.  Macaulay  said  long  ago  that  an 
army  might  succeed  under  a  rather  poor  general,  but  that  no  army 
ever  succeeded  under  a  debating  society.  In  the  civil  government 
as  well  as  in  the  army,  discussion  and  legislation  are  suspended  or 
become  more  or  less  perfunctory,  while  administration  becomes 
more  active  and  more  peremptory.  Similarly,  and  for  the  same 
reasons,  we  are  set  back  in  the  other  path  of  progress.  Volun- 
tary agreement  largely  gives  way  to  authoritative  control;  men 
do  less  what  they  agree  to  do  and  more  what  they  are  told  to  do ; 
they  have  less  room  to  consider  what  line  of  action  will  bring  them 
the  largest  rewards  and  are  compelled  to  consider  more  and  more 
what  lines  of  action  will  keep  them  free  from  the  danger  of  pun- 
ishment; they  make  their  enconomic  adjustments  less  and  less  on 
the  basis  of  voluntary  agreement  with  other  free  citizens;  they 
find  these  adjustments  made  for  them  more  and  more  by  some  one 
who  is  in  a  position  of  authority  over  them  and  who  has  power 
to  inflict  punishment  upon  them  if  they  do  not  submit. 

These  two  paths  lie  so  closely  parallel  as  sometimes  to  deceive 
us  into  thinking  that  they  are  one  and  the  same.  They  are  quite 
different,  however,  as  shown  by  the  fact  that  it  is  quite  possible 
to  have  liberty  without  democracy,  and  democracy  without  liberty. 
In  the  Canal  Zone  under  Colonel  Goethals,  there  was  a  great  deal 
of  liberty  without  any  democracy  whatever,  though  some  have 
made  the  mistake  of  thinking  that  because  his  rule  was  so  mild  it 
was  therefore  very  democratic.  In  Russia  today,  there  is  a  great 
deal  of  democracy  with  very  little  liberty,   though  some  have 
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thought  that,  because  there  is  so  little  liberty,  there  can  not, 
therefore,  be  very  much  democracy.  Nothing  is  more  democratic 
than  a  lynching  bee,  where  nothing  impedes  the  will  of  the  major- 
ity, but  there  is  very  little  liberty  for  the  individual.  Its  method 
is  compulsion  rather  than  persuasion;  it  appeals  to  fear  rather 
than  to  hope;  it  inaugurates  a  regime  of  illiberalism  rather  than 
of  liberalism,  and  yet  it  is  as  democratic  as  anything  can  well  be. 

Even  under  a  permanent  government  the  same  distinction  holds 
good.  A  democracy  way  be  illiberal  as  well  as  liberal,  and  an 
autocracy  may  be  liberal  as  well  as  illiberal,  though,  as  a  general 
rule,  one  expects  to  find  autocracy  and  illiberalism  linked  together 
and  democracy  and  liberalism  progressing  side  by  side. 

A  general  policy  of  price  fixing,  however  democratic  the  gov- 
ernment that  adopts  it,  is  an  illiberal  rather  than  a  liberal  policy. 
It  involves  an  extension  of  the  field  of  authority  and  compulsion, 
and  a  restriction  of  the  field  of  persuasion  and  voluntary  agree- 
ment. 

For  centuries  before  1776,  mediaeval  governments  were  trying 
to  fix  prices.  Much  of  the  economic  discussion  among  the  pre- 
cursors of  Adam  Smith  was  concerned  with  the  question  of 
jus  turn  pretium  or  just  price.  What  is  a  just  price  and  how  can 
it  be  determined?  was  a  great  economic  problem  of  those  times 
when  governments  were  directing  everybody  in  all  the  affairs  of  life. 

The  great  liberal  movement  of  the  latter  part  of  the  eighteenth 
century  and  the  early  nineteenth  century  swept  all  these  errors 
away,  and  aroused  trust  in  the  people  so  that  they  began  to  ar- 
range these  matters  for  themselves  in  the  free  atmosphere  of  the 
open  market.  This  liberating  of  enterprise  and  industry  from  the 
hampering  influence  of  groups  of  office  holders,  anxious  to  enlarge 
their  authority,  was  followed  by  the  greatest  burst  of  prosperity 
that  the  world  has  ever  known.  If  we  adopt  a  general,  undiscrim- 
inating  policy  of  price  fixing  as  a  part  of  a  permanent  peace  pro- 
gram, we  shall  be  going  backward  rather  than  forward ;  we  shall 
be  returning  to  a  regime  of  authority  and  compulsion  rather  than 
going  forward  toward  a  regime  of  voluntary  agreement  among 
free  citizens. 

II 

Lest  the  foregoing  be  interpreted  as  a  general,  undiscriminating 
advocacy  of  a  laissez-faire  policy,  I  hasten  to  disclaim  any 
such  intention.  Competition  is  only  one  among  a  number  of  methods 
of  holding  the  individual  to  some  kind  of  standard  of  perform- 
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ance,  but  among  all  those  methods  it  is,  in  a  certain  class  of  cases, 
the  most  satisfactory  and  efficient.  No  individual  is  good  enough, 
wise  enough,  industrious  enough,  or  public-spirited  enough,  to  be 
left  entirely  to  himself  to  decide  how  much  service  or  how  good 
service  he  shall  render,  and  how  much  service  or  how  high  a  price 
he  shall  exact  in  return.  The  man  who  imagines  that  he  is  respon- 
sible only  to  God  is  pretty  certain  to  be  the  servant  of  the  devil. 
How  to  enforce  responsibility  to  his  fellow  men  is  the  largest  ques- 
tion in  the  whole  field  of  social  control.  The  question  of  price  fix- 
ing by  government  authority  as  against  price  determination  by 
voluntary  adjustment  on  the  open  market,  needs  to  be  discussed, 
not  as  though  it  stood  alone,  but  as  a  part  of  the  larger  problem 
of  enforcing  individual  responsibility,  of  exacting  a  good  service 
from  him  for  others,  and  for  him  from  others. 

The  two  recognized  agencies  for  holding  the  individual  to  a 
standard  of  performance  in  production  or  service  are  his  competi- 
tors and  his  government.  His  competitors  are  all  those  who  offer 
a  product  or  a  service  which  is  an  equivalent  of,  or  an  effective 
substitute  for,  his  own.  His  government,  if  it  is  not  a  mere  ab- 
straction, consists  of  men  or  women  who  have  been  elected  or  ap- 
pointed to  office.  Whether  the  individual  can  be  held  more  effec- 
tively to  a  proper  standard  of  performance  for  a  proper  reward  by 
his  competitors  or  by  the  office  holders  who  are  elected  or  ap- 
pointed over  him,  is  the  real  question.  The  answer  will  depend 
upon  the  circumstances  of  time  and  place. 

If  there  are  real  competitors  present  to  hold  him  in  check,  that 
is,  if  those  to  whom  he  offers  his  product  or  his  service  have  the 
alternative  of  accepting  it  or  another  of  the  same  kind  offered  by 
some  one  else,  there  is  a  very  effective  check  upon  his  rapacity. 
Where  there  is  no  competitor  handy,  that  is,  where  those  to  whom 
he  makes  the  offer  have  no  alternative  but  to  accept  his  terms  or 
do  without  the  product  or  the  service  which  he  offers,  there  is  no 
very  effective  check  upon  his  rapacity,  and  it  may  be  necessary 
to  fall  back  upon  the  office  holder.  Where  there  are  competitors 
handy,  they  provide  a  rather  more  effective  check,  and  at  a 
lower  cost,  than  office  holders  could  provide. 

The  mere  matter  of  cost,  while  not  the  most  important  consid- 
eration, is  one  of  sufficient  importance  to  be  a  decisive  factor  in 
some  cases.  Instead  of  maintaining  a  gang  of  office  holders  to 
hold  the  individual  in  check,  to  enforce  a  high  standard  of  service 
on  his  part,  and  to  limit  the  price  which  he  can  charge,  it  would 
sometimes  be  better  to  set  those  office  holders  to  work  competing 
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with  him.  This  would  compel  him  to  give  good  service  at  moderate 
cost,  and  would,  besides,  add  to  the  total  amount  of  service  ren- 
dered. In  case,  however,  there  is  no  possibility  of  setting  them  or 
any  others  to  work  competing  with  the  rapacious  individual,  this 
remedy  is  not  available,  and  it  may  be  better  to  elect  or  appoint 
them  to  some  office  where  they  can  regulate  him. 

Even  in  the  case  of  a  monopoly,  if  it  supplies  a  luxury  rather 
than  a  necessary,  the  case  of  the  consumer  is  not  so  very  desperate. 
It  is  true  that  his  only  alternative  is  to  take  the  luxury  at  the 
price  offered  or  to  leave  it,  still  his  is  not  a  very  severe  alterna- 
tive. He  ought  not  to  buy  the  luxury  anyway.  If  the  rapacious 
monopolist,  rather  than  the  moral  leader,  is  the  means  of  getting 
the  consumer  to  do  what  he  ought  to  do,  that  is,  to  refrain  from 
consuming  that  which  he  ought  not  to  consume,  I  do  not  know 
that  we  need  to  support  a  lot  of  government  officials  to  suppress 
the  monopolist  in  order  to  enable  the  consumer  to  consume  at  a 
low  price  that  which  he  ought  not  to  consume  at  all.  fcWe  may 
agree  that  the  monopolist  ought  not  to  get  a  high  price  for  some- 
thing which  the  consumer  ought  not  to  buy,  but  price  fixing  does 
not  seem  to  be  the  obvious  or  the  natural  remedy.  Something  at 
least  could  be  said  for  the  prohibition  of  the  luxury  as  against  fix- 
ing its  price. 

Luxuries,  however,  shade  off  into  necessaries.  In  the  case  of 
an  article  which  is  of  the  nature  of  a  necessary,  but  one  whose 
absence  would  make  very  little  difference  to  us,  a  very  delicate 
question  in  the  balance  of  nature  is  presented.  If  the  price  is  too 
high,  we  can  refuse  to  purchase  it,  with  some  inconvenience  but 
with  no  great  hardship,  either  because  there  are  many  good  sub- 
stitutes, or  because  we  do  not  care  much  for  it  anyway.  In  such 
a  case,  the  price  which  even  a  monopoly  could  charge  would  not  be 
very  much  above  a  just  price.  Let  us  grant  that  there  would  be 
an  element  of  monopoly  profit  in  the  price,  and  that  monopoly 
profit  in  any  form  is  unjust  and  odious.  Nevertheless,  we  would 
have  to  consider  as  rational  beings  whether  it  would  cost  more  to 
pay  the  extra  price  than  to  support  a  group  of  office  holders  to 
repress  the  monopoly  or  fix  the  prices  of  its  product.  A  large 
number  or  office  holders  interfering  with  us  and  exercising  author- 
ity over  us  is  also  undesirable,  not  to  say  odious.  It  is  a  question 
of  the  choice  of  two  evils. 

There  are  cases,  however,  where  the  articles  or  the  services 
offered  for  sale  are  such  obvious  necessaries  that  we  are  almost 
compelled  to  buy  them.    If  they  are  offered  for  sale  by  a  monopoly, 
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and  our  only  alternative  is  to  take  them  at  the  price  offered  or  to 
leave  them,  this  alternative  does  not  provide  us  with  a  real  remedy. 
Monopoly  price  in  such  a  case  becomes  a  means  of  extortion.  One 
of  two  remedies  must  be  provided:  (1)  give  the  buyer  a  real  alter- 
native, that  is,  give  him  an  opportunity  to  buy  the  same  or  an 
equivalent  article  or  service  of  some  one  else — in  other  words, 
introduce  competition;  or  (2)  delegate  to  some  office  holder  the 
authority  to  use  force,  or  threaten  to  use  force,  to  compel  the 
monopolist  to  sell  at'  a  fair  price. 

The  latter  is  an  expensive  remedy  but  it  may  be  the  only  one.  It 
is  expensive  because  the  office  holder  and  his  staff  are  withdrawn 
from  some  form  of  production.  The  total  production  of  the  na- 
tion is  reduced  by  the  amount  which  would  have  been  produced  if 
the  office  holders  had  remained  at  work.  Again,  the  fact  that  office 
holders  have  the  power  to  fix  prices  and  rates  introduces  a  new 
question  into  politics.  This  sets  a  certain  number  of  men  to  talking 
politics  who  would  otherwise  have  been  doing  other  kinds  of  useful 
work.  More  of  the  national  energy  is  withdrawn  from  production 
and  used  up  in  political  campaigns  than  would  otherwise  have  been 
necessary.  So  much  might  conceivably  be  thus  used  up,  and  the 
national  production  so  much  reduced,  as  to  leave  the  people  less 
able  to  pay  the  reduced  price  than  they  would  have  been  to  pay 
the  higher  price.  This,  however,  is  a  chance  which  we  must  take, 
or  a  cost  which  we  must  bear.  It  is  merely  another  illustration  of 
the  well-known  rule  that  everything  we  get  has  to  be  paid  for. 
We  must  always  compare  the  value  of  a  service,  even  when  per- 
formed by  an  office  holder,  with  the  cost  of  having  it  performed. 

Ill 

The  ideally  just  price  is  one  which  will  secure  a  balance  between 
production  and  consumption.  It  should  be  high  enough  to  induce 
producers  to  produce  as  much  as  consumers  are  willing  to  buy  at 
that  price.  Stated  otherwise,  it  should  be  low  enough  to  induce 
consumers  to  buy  as  much  as  producers  are  willing  to  produce  at 
that  price.  To  fix  a  price  higher  than  this  is  to  induce  produc- 
ers to  produce  more  than  consumers  are  willing  to  buy,  leaving  un- 
sold and  unused  a  part  of  the  produce  of  industry.  To  fix  a  price 
lower  than  the  equilibrium  price  is  to  induce  consumers  to  try 
to  buy  more  than  is  produced,  leaving  some  of  them  with  none 
at  all,  or  offering  a  price  for  something  which  they  can  not  get  at 
any  price.  An  equilibrium  price  is  the  price  which  a  price-fixing 
board  would  be  compelled  to  seek.    To  fix  any  other  price  would 
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either  leave  some  producers  with  a  product  on  their  hands  which 
they  could  not  sell,  or  prevent  some  consumers  from  getting  some- 
thing for  which  they  were  perfectly  willing  and  able  to  pay.  To 
prevent  the  first  result,  the  board  would  have  to  be  prepared  to 
buy  the  surplus  product  of  the  producers.  To  prevent  the  second, 
it  would  have  to  be  prepared  to  ration  the  consumers. 

This  equilibrium  price  which  balances  marginal  utilities  and 
marginal  costs  is  the  ideally  just  price  because  it  is  the  price 
which  secures  for  the  whole  community,  made  Up  alike  of  producers 
and  consumers,  the  maximum  surplus  of  utility  over  the  disutility 
or  cost.  Any  other  price  would  perceptibly  reduce  this  surplus,  as 
could  be  easily  illustrated  by  the  use  of  the  well-known  utility 
and  cost  curves  if  such  illustration  were  needed.  This  equilibrium 
price  is  precisely  the  price  which  competition  on  a  free  and  open 
market  tends  to  establish.  If  the  price  is  so  high  that  consumers 
will  not  buy  the  whole  product,  those  producers  who  are  in  danger 
of  having  their  products  left  on  their  hands  will  cut  the  price. 
If  it  is  so  low  that  consumers  will  try  to  buy  more  than  there  is 
to  be  had,  some  of  them  are  certain  to  bid  higher.  An  equilibrium 
price  is  not  only  the  theoretically  just  price;  it  is  the  price  which 
tends  to  establish  itself  on  the  free  and  open  market. 

A  price-fixing  board  must  either  fix  the  same  price  as  would  be 
established  by  the  forces  of  the  market,  in  which  case  its  work 
would  be  superfluous,  or  it  must  fix  a  different  price.  If  it  fixes 
a  different  price  it  will  be  wrong  unless  it  can  show  that  the  market 
is  not  free  and  open  and  that  therefore  the  equilibrium  price  could 
not  be  established  without  its  intervention.  To  the  objection  that 
markets  are  seldom  perfectly  adjusted,  the  reply  may  be  made 
that  price-fixing  boards  are  seldom  omniscient,  and  those  that  are 
omniscient  are  seldom  perfectly  free  from  bias,  prejudice,  or  sel- 
fishness. Unless  it  can  be  shown  that  the  competitive  processes  are 
interfered  with  so  as  to  prevent  individuals  from  producing  a 
given  commodity  and  seeking  the  price  which  is  offered  for  it,  we 
must  assume  that  the  price  will  tend  toward  the  just  level.  That 
is,  if  it  is  temporarily  too  high,  or  higher  than  necessary  to  induce 
a  sufficient  production,  it  will  attract  other  producers,  increase 
the  supply  and  force  the  price  downward.  If  it  is  not  high 
enough,  it  will  discourage  production,  reduce  the  supply,  and 
force  the  price  upward.  No  price-fixing  board,  even  if  endowed 
with  omniscience,  could  possibly  improve  upon  this  as  a  method  of 
price  fixing.  There  is  danger  that  it  may  think  that  it  can,  in 
which  case  it  is  absolutely  certain  to  make  a  nuisance  of  itself. 


PRICE-FIXING  POLICIES  OF  THE  FOOD  ADMINISTRA- 
TION 
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The  short  career  of  the  Food  Administration  has  resulted  in 
revolutionizing,  at  least  temporarily,  the  methods  of  marketing 
food  products  in  the  United  States.  Perhaps  few  economists  who 
have  not  followed  the  bewildering  succession  of  regulations,  rul- 
ings, amendments,  and  substitutions  which  have  succeeded  one  an- 
other from  day  to  day,  realize  what  a  profound  transformation 
has  been  worked  in  the  nation's  methods  of  carrying  on  the  great 
business  of  food  distribution.  The  price-fixing  policies  of  the 
Food  Administration  have  constituted  striking  experiments  in  a 
field  heretofore  confined  largely  to  theory.1 

At  the  outset  it  is  important  to  make  a  distinction  between 
basic  price  fixing  and  the  regulation  of  prices  by  the  control  of 
margins.  By  the  former  is  meant  the  actual  fixing  of  price  at 
any  point  in  the  line  of  distribution.  Such  a  policy  has  a  funda- 
mental influence  on  the  prices  for  which  the  commodity  will  be 
bought  and  sold  at  the  various  steps  both  preceding  and  succeed- 
ing the  point  at  which  price  control  is  exercised.  It  is  also  clear 
that  it  tends  to  suspend  to  a  considerable  degree  the  influence  of 
supply  and  demand  on  price,  though  not  suspending  the  influence 
of  price  on  supply  and  demand — a  suspension  that  will  be  abso- 
lute at  the  point  of  price  fixation,  becoming  less  influential  as  the 
transaction  is  farther  removed  in  the  line  of  distribution  from 
that  point. 

It  is  clear  that  merely  fixing  maximum  margins  for  the  several 
dealers  who  engage  in  the  work  of  distribution  may  exercise  some 
influence  on  the  prices  at  which  the  product  will  be  sold  at  the 
several  stages  of  its  movement;  but  the  effect  of  this  influence  in 
restricting  supply  and  demand  ordinarily  will  be  less  weighty  than 
that  of  basic  price  fixing. 

Only  in  regard  to  a  few  classes  of  commodities  has  the  Food 
Administration  attempted  to  fix  basic  prices  which  suspend  the 

iThe  writer  has  had  considerable  opportunity  to  follow  the  development  of 
the  price-fixing  policies  of  the  Food  Administration  and,  locally,  at  least,  to 
observe  some  of  their  consequences.  He  has  been  Chairman  of  the  Price-In- 
terpreting Board  for  the  city  of  Nashville  and  has  had  charge  of  this  work 
for  Tennessee. 
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direct  influence  of  supply  and  demand  on  prices.  Although  the 
last  mentioned  kind  of  policy  may  be  regarded  as  exceptional, 
rather  than  characteristic,  in  relation  to  the  general  aims  of  the 
Food  Administration,  it  has  attracted  more  attention  and  is  bet- 
ter understood  by  the  public  than  the  more  generally  employed, 
though  less  radical,  policy  of  controlling  margins.  Therefore, 
with  the  exception  of  a  brief  summary  of  the  policy  of  basic  price 
fixing,  the  greater  part  of  the  descriptive  portion  of  this  paper  is 
devoted  to  the  policies  regulating  margins. 

Basic  Price  Fixing 

Wheat  is  the  only  commodity  of  which  the  basic  price  has  been 
determined  absolutely  and  arbitrarily  by  government  authority, 
although  in  several  other  instances,  hereafter  considered,  basic 
prices  have  been  established  by  agreements  effected  by  the  Food 
Administration  with  various  agencies  of  production. 

This  exceptional  policy  with  regard  to  wheat  was  especially 
provided  for  by  Congress  in  the  Food  Control  Act,  the  require- 
ments of  which  are  sufficiently  familiar.  In  accordance  with  this 
enactment,  the  President,  acting  on  the  recommendation  of  the 
Food  Administration,  proclaimed  a  minimum  price  of  $2.20  for 
number  one  northern  wheat,  Chicago  basis.  On  this  basic  price  a 
series  of  differentials  was  worked  out  for  the  various  classes  and 
grades  and  for  the  different  primary  and  distributive  centers  of 
the  United  States.  These  prices  have  been  extended  to  local  mar- 
kets by  the  subtraction  or  addition  of  the  cost  of  shipment  to  or 
from  the  nearest  large  center,  according  to  whether  the  locality 
is  a  surplus  market  or  a  deficit  market  for  wheat.2 

One  important  aspect  of  the  policy  has  been  that  although  de- 
signed originally  to  establish  only  a  minimum  price,  it  has  actu- 
ally resulted  in  the  establishment  of  both  a  minimum  and  a  maxi- 
mum price,  which  are  the  same — that  is,  a  practically  invariable 
price.  The  necessity  for  this  has  arisen  partly  from  the  determi- 
nation to  prevent  profiteering  and  partly  from  the  fact  that  the 
complicated  series  of  regulations  with  respect  to  the  prices  of 
wheat  and  the  products  thereof  throughout  the  various  stages  of 
progress  from  producer  to  consumer  made  changes  in  the  basic 
price  difficult.  For,  not  only  has  the  Food  Administration  speci- 
fied the  exact  margins  that  may  be  received  by  millers  and  dealers 

s  The  basic  price  was  subsequently  changed  to  $9.96  on  account  of  increase  of 
freight  rates,  but  in  spite  of  continual  political  pressure,  no  further  increase 
has  been  conceded. 
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for  every  important  service  in  the  manufacture  and  distribution 
of  the  several  wheat  products  under  various  circumstances,  but 
in  the  application  of  these  regulations  it  has  been  the  policy  of 
the  Administration  to  work  out  fair  price  schedules  for  each  milL 

This  price  stability  has  been  accomplished  in  several  ways — 
partly  by  the  judicial  exercise  of  the  enormous  purchasing 
power  of  the  Grain  Corporation ;  partly  by  requesting  the  millers 
not  to  pay  more  than  the  minimum  price  for  grain,  at  the  same 
time  agreeing  to  rebuy  from  the  millers  at  a  fair  price  all  grain 
held  by  them  in  the  event  that  the  market  was  flooded  by  imports 
after  the  close  of  the  waj.8 

As  already  noted,  the  policy  of  basic  price  fixing  has  been  ex- 
'  tended  beyond  the  specific  authorization  by  Congress — but  un- 
doubtedly in  conformity  with  the  spirit  of  the  Food  Control  Act — 
by  the  policy  of  agreements  effected  by  the  Food  Administration 
with  producers. 

In  the  case  of  sugar,  the  government  had  little  power  to  fix 
prices  to  the  producer  of  the  raw  commodity,  for  a  large  part  of 
the  domestic  supply  is  obtained  by  importation,  and  prices  for 
the  domestic  product  are  largely  based  on  the  price  of  the  portion 
of  the  supply  which  is  imported.4  However,  although  the  ar- 
rangements with  the  beet  sugar  factories,  the  Cuban  and  Louisi- 
ana sugar  factories,  and  the  sugar  refiners  have  been  made  mat- 
ters of  agreement,  the  Food  Administration  has  the  power  to  regu- 
late the  margin  received  for  manufacture  except  in  the  case  of 
the  foreign  establishments. 

These  agreements  have  resulted  approximately  in  fixing  the 
farm  prices,  for  the  prices  paid  farmers  for  sugar  beets  and  for 
sugar  cane  are  largely  dependent  on  the  mill  price  of  raw  sugar, 
although  the  relation  is  more  direct  in  the  case  of  sugar  cane, 
so  far  as  American  producers  are  concerned.5 

After  the  base  prices  for  the  raw  product  were  determined,  the 
Administration  was  free  to  control  the  prices  asked  by  refiners  and 
subsequent  dealers  by  virtue  of  the  authority  to  prevent  excessive 

8  "America's  Grain  Trade,"  address  delivered  by  Herbert  Hoover  at  the 
conference  of  representatives  of  the  grain  trade  of  the  United  States  with  the 
Food  Administration  Grain  Corporation,  New  York,  April  30  to  May  1,  1918. 

*  The  details  of  the  agreements  concerning  sugar  were  so  fully  set  forth  by 
Professor  Roy  G.  Blakey  in  a  recent  article  that  the  present  writer  considers 
it  unnecessary  to  repeat  them.   See  Quarterly  Journal  of  Economies,  Aug.,  1018. 

e  On  account  of  the  fact  that  contracts  for  the  purchase  of  cane  are  based 
on  a  sliding  scale  varying  directly  with  the  price  of  sugar. 
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margins  of  profit.  The  result  of  the  exercise  of  these  powers  has 
been  the  same  as  in  the  case  of  wheat.  Practically  unvarying 
prices  have  been  established  with  differentials  for  costs  of  trans- 
portation from  refinery  or  import  centers  to  different  centers  of 
distribution,  and  fixed  margins  of  profits  for  the  various  dealers 
in  the  trade.  These  prices  have  been  changed  only  under  authori- 
zation of  the  Food  Administration.  In  consequence  the  retail 
price  of  sugar  throughout  the  United  States  during  the  past  year 
has  been  established  at  about  9  to  10  cents  a  pound,  a  price  that 
has  not  been  seriously  affected  by  the  extreme  variations  in  supply 
that  have  occurred  during  that  period. 

A  further  extension  of  the  policy  of  price-fixing  by  agreement 
has  recently  been  made  in  respect  to  certain  packing-house  pro- 
ducts. On  August  16,  1918,  the  Food  Administration  held  a  con- 
ference with  some  forty  packers  who  receive  allotments  of  gov- 
ernment export  business.  A  schedule  of  prices  for  hams,  bacon, 
and  lard  was  agreed  upon.  Since  the  important  packers  of  the 
country  are  included  in  the  agreement,  it  is  certain  that  the  agreed 
prices  will  at  least  constitute  a  maximum  which  may  not  be  ex- 
ceeded by  other  packers.0 

The  effect  of  these  agreements  for  the  fixing  of  prices  on  manu- 
factured food  products  is  indirectly  and  within  broad  limits  to 
determine  prices  paid  to  farmers — as,  for  instance,  the  prices  of 
sugar  beets  and  hogs.  In  the  case  of  rice,  however,  the  Adminis- 
tration has  gone  one  step  farther  and  effected  an  agreement  as  to 
the  prices  to  be  paid  by  rice  mills  to  farmers.  A  less  extreme 
proceeding  is  the  agreements  concerning  the  prices  of  prunes  and 
raisins  effected  with  the  growers'  organizations. 

The  Control  of  Dealers9  Margins 
The  regulation  of  dealers'  margins  is  based  on  the  clause  in 
section  four  of  the  Food  Control  Act  whereby  it  is  declared  un- 
lawful to  "make  any  unjust  or  unreasonable  rate  or  charge." 
The  Food  Administration  has  amplified  this  dictum  by  forbid- 
ding licensees  to  impose  any  "unjust,  exorbitant,  unreasonable, 

•  Circular  letter  6-H-816,  August  23,  1918.  This  arrangement  has  been  re- 
voked since  the  present  paper  was  prepared. 

Temporary  agreements  have  also  been  effected  with  large  dealers  in  cold 
storage  eggs  and  poultry.  Such  an  agreement  effective  in  the  large  centers 
of  distribution  was  arranged  to  continue  until  the  spring  of  1918.  W.  F.  Gep- 
hart,  "Perishable  Produce  under  Food  Regulation,"  Quarterly  Journal  of  Eco- 
nomics, Aug.,  1918,  p.  625. 
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discriminatory,  or  unfair  commission,  profit,  or  storage  charge."7 

A  considerable  body  of  rules,  both  general  and  specific,  for 
the  definition  of  fair  margin  has  been  developed.  These  rules  are 
unique  both  in  their  character  and  effect* 

The  general  principle  first  adopted  was  that  a  margin  is  limited 
to  a  "reasonable  advance  over  the  actual  purchase  price  of  the 
particular  goods  sold  without  regard  to  market  or  replacement 
value."8  This  rule  was  subsequently  modified  so  that  "purchase 
price9'  read  "average  purchase  price  of  all  lots  of  the  same  grade 
and  size  of  the  same  commodity  in  his  possession  or  invoiced  to 
him,  not  contracted  to  be  sold."9  This  modification  has  to  do 
with  the  determination  of  the  basic  price  to  which  the  "reasonable 
margin  is  to  be  added." 

Considerable  progress  has  been  made  in  determining  the  mean- 
ing of  the  "average  purchase  price."  "Purchase  price"  is  not 
used  in  the  literal  sense  of  the  net  invoice  price  of  the  goods,  but 
includes  freight  to  the  public  railway  terminal  in  the  dealer's  own 
town.  When  the  dealer  operates  several  branches,  the  "purchase 
price"  must  be  figured  separately  for  each  branch.10  For  butter, 
eggs,  and  poultry,  when  placed  in  cold  storage,  the  "purchase 
price,"  or  cost,  includes  original  buying  price,  transportation 
charges,  storage  charges,  insurance  charges,  interest  on  the  money 
invested  at  the  current  rates,  during  the  period  of  storage,  and 
actual  cost  of  printing  when  butter  is  put  in  print  form  from 
tubs  or  cubes.11 

Since  it  is  clearly  impossible  for  the  dealer  to  calculate  sepa- 
rately the  purchase  price  of  each  particular  lot  of  goods  added 
to  his  stock  and  keep  the  same  distinct  as  a  basis  of  determining 
fair  prices,  he  is  allowed  the  alternative  of  averaging  the  "pur- 
chase price"  of  all  goods  of  the  same  kind  and  grade.  In  the  case 
of  cold  storage  commodities  only  the  goods  placed  in  storage 
during  a  period  of  one  month  may  be  averaged.  It  is  left  op- 
tional with  the  dealer  whether  he  shall  average  the  "purchase 
price"  of  different  brands  that  are  of  the  same  grade  and  size.12 

7  General  License  Regulations,  I-A-5. 

^  Maximum  Margins  on  Sales  by  Wholesalers  to  (1)  Retailers,  (9)  Importers 
of  Beans  and  Peas,  (3)  Merchandise  Brokers,  April  6,  1018. 

•  Special  License  Regulations,  XI-A-S. 

io  Special  License  Regulations,  XI-A-5-Note,  and  XI-A-5  a. 

ii  Special  Rules  and  Regulations  Governing  Dealers  in  Cold  Storage  Eggs 
and  Frozen  Poultry,  effective  March  t,  1918;  Special  Regulations  Governing 
Manufacturers,  Dealers,  Brokers,  and  Commission  Merchants  in  Butter,  July 
10,  1918. 

it  Special  License  Regulations,  XI-A-5-and  note 
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In  effecting  the  average,  the  "purchase  price"  of  each  lot  bought 
is  weighted  according  to  the  quantity,  and  the  average  purchase 
price  of  all  goods  on  hand,  weighted  according  to  the  quantity, 
is  averaged  with  the  purchase  price  of  new  lots  similarly  weighted. 

It  will  be  obvious  that  so  long  as  the  average  is  honestly  ef- 
fected it  can  not  be  used  to  increase  the  dealer's  margin  of  profit 
provided  the  dealer  observes  the  rules  respecting*  the  margin  of 
profit.  If,  for  instance,  his  margin  per  barrel  is  50  cents,  he 
would  make  the  same  gross  profit  whether  he  averaged  or  did  not 
average  the  several  lots.  However,  averaging  will  affect  the  level 
of  price  at  which  he  sells,  and  his  decision  to  average  or  not  to 
average  is  likely  to  be  determined  by  the  state  of  the  market  and 
the  policy  of  his  competitors.  However,  in  the  case  of  butter, 
eggs,  and  poultry  placed  in  cold  storage,  if  the  dealer  averages 
any  of  the  commodity  put  in  cold  storage  during  a  given  month, 
he  must  average  all  of  the  commodity  placed  in  storage  during 
that  month.1* 

When  no  specific  margin  has  been  laid  down  by  the  Food  Ad- 
ministration, the  standard  of  reasonableness  is  the  profit  which 
the  "dealer  customarily  enjoyed  on  the  same  commodity  in  the 
prewar  period  on  an  even  market  under  freely  competitive  condi- 
tions."14 Indeed,  in  theory  this  standard  is  applicable  even  when 
the  maximum  is  specified.  It  was  expressly  stated  that  even  the 
maximum  margins  specified  by  the  Food  Administration  should  be 
regarded  as  "guides  only,"  and  should  not  be  considered  to  limit 
the  general  principle  that  the  advance  must  be  reasonable  in  re- 
lation to  the  customary  prewar  profit  of  the  individual.  In  the 
very  next  sentence,  however,  it  is  asserted  that  "high  margins, 
even  if  customary  during  prewar  period,  are  not  justifiable  now."15 

The  confusion  is  evident.  If  the  reasonable  margin  is  the  cus- 
tomary margin  enjoyed  by  the  particular  individual  in  the  pre- 
war period,  but  an  unreasonable  margin  in  the  prewar  period  may 
not  be  taken  as  a  point  of  departure,  we  are  thrown  back  on  the 
problem  of  determining  what  was  reasonable  in  the  prewar  period. 
In  the  next  paragraph  of  the  same  document  from  which  the 
above  excerpts  are  quoted,  an  attempt  is  made  to  meet  this  diffi- 
culty by  the  assertion  that  "the  reasonable  margin  for  any  par- 
ticular dealer  depends  upon  his  cost  of  operation."    Cost  of  oper- 

**  Special  License  Regulations,  XX;  Special  Regulations  Governing  Whole- 
salers, Retailer;  and  All  Other  Dealer  $  in  Cold  Storage  Eggs,  July  93,  1918. 

n  Maximum  Margins  on  Sales  by  Wholesalers  to  Retailers,  etc.,  April  6,  1918. 

"/frit*. 
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ation  refers  not  to  the  general  cost  of  operation  but  to  the  costs 
assignable  to  the  sale  of  the  particular  class  of  commodity. 
Moreover,  it  undoubtedly  indicates  present  cost,  and  not  cost 
in  the  prewar  period. 

It  will  be  clear  that  only  a  little  progress  has  been  made  in  de- 
termining what  is  a  reasonable  margin,  for,  assuming  that  the 
costs  of  operation  have  been  properly  allocated  to  the  particular 
class  of  commodity  under  consideration — a  difficult  accounting 
problem  and  one  which  the  Food  Administration  has  frankly  re- 
frained from  undertaking16 — no  criterion  has  been  furnished  by 
which  to  determine  how  much  net  profit  the  dealer  should  be  al- 
lowed on  the  particular  commodity. 

There  are  evidences  that  it  was  intended  to  use  the  total  net 
profit  of  the  business  in  relation  to  the  net  profit  for  the  prewar 
business  as  a  means  of  deciding  the  question  of  "reasonable  ad- 
vances." In  fact,  the  monthly  reports  which  licensees  were  re- 
quired to  make  until  May  1,  1918,  included  the  data  necessary  to 
determine  the  actual  net  profit  of  the  business  as  a  whole,  as  well 
as  the  margins  on  specific  lots  of  commodities  sold.  It  is  appar- 
ent, however,  that  this  would  be  a  difficult  standard  to  apply,  and 
it  is  certain  that  little  effort  was  made  to  apply  it.  So  far  as  the 
writer  knows,  the  expression  "prewar  period"  has  not  been  specifi- 
cally interpreted.  We  do  not  know  whether  it  refers  to  a  single 
year  or  a  group  of  years.  If  a  business  was  operated  at  a  loss  in 
the  prewar  period,  there  is  no  reason  why  its  losses  should  be 
perpetuated.  On  the  other  hand,  as  we  have  noted,  the  Food  Ad- 
ministration has  specifically  declared  that  "high  margins,  even  if 
customary  during  the  prewar  period,  are  not  justifiable  now." 

The  preceding  analysis  of  the  theoretical  standards  of  fair 
price  developed  by  the  Food  Administration  may  suggest  a  vacil- 
lating and  confused  mode  of  application.  As  a  matter  of  fact, 
however,  this  has  not  been  true.  The  accuracy  of  definition  and 
definiteness  of  formulation  requisite  for  rate  regulation  in  peace 
times  under  the  constant  tests  of  the  courts  have  not  been  neces- 

i«  "Neither,  the  Food  Administration  nor  any  other  branch  of  the  govern- 
ment has  prescribed  uniform  cost  accounting  systems  for  either  wholesale  or 
retail  food  distributors.  The  government  has  not,  therefore,  indicated  how  the 
licensee,  in  dealing  with  a  commodity  covered  by  the  reasonable  profit  rule, 
shall  dispose  of  cartage,  interest,  or  other  special  charges;  but  it  does  ex- 
pressly forbid  the  employment  of  such  charges  with  the  purpose,  or  with  the 
effect,  of  increasing  the  licensee's  profit  above  his  own  reasonable  prewar 
level."    Special  License  Regulation*,  XI-A-5-Note. 


Price-Fixing  Policies  of  the  Food  Administration        269 

sary  daring  the  present  emergency.  On  the  one  hand,  there  has 
been  little  disposition  on  the  part  of  dealers  to  dispute  the  poli- 
cies and  decisions  of  the  Administration ;  on  the  other  hand,  the 
Administration  has  been  liberal  in  the  enforcement  of  its  policies. 
In  general,  it  has  been  found  impossible  to  deal  with  each  indi- 
vidual on  the  basis  of  the  status  of  his  present  business  in  rela- 
tion to  the  prewar  business.  As  a  matter  of  fact,  it  appears  that 
the  Washington  authorities  were  swamped  with  the  monthly  re- 
ports, and  found  it  impossible  to  give  them  all  the  minute  exami- 
nation that  was  requisite  to  apply  closely  the  theoretical  standard 
of  fair  profit,  not  to  mention  the  even  greater  difficulty  of  de- 
termining the  prewar  status  of  the  business.  Indeed,  the  con- 
gestion became  so  great  that  after  May  1,  1918,  the  Administra- 
tion abandoned  the  policy  of  requiring  the  detailed  monthly  re- 
ports from  licensees.17 

As  a  matter  of  fact,  the  Food  Administration  has  developed 
specific  maximum  margins  for  the  majority  of  the  licensed  com- 
'modities.  These  margins  are  determined  largely  according  to  the 
prewar  standards  customary  in  the  trade.  Little  effort  appears 
to  have  been  made  to  compel  the  individual  dealer  to  sell  at  a 
margin  less  than  the  maximum  specific  margin,  irrespective  of  the 
relation  of  his  present  profits  to  his  prewar  profits.  In  general, 
only  failure  to  abide  by  this  maximum  has  been  considered  as 
"prima  facie  evidence"  of  a  violation  of  the  regulation  governing 
fair  profits.  Consequently  the  regulations,  as  enforced,  are  not 
based  on  the  net  profit  of  the  sale  of  a  particular  class  of  goods 
by  the  individual  dealer,  and  they  have  an  even  more  remote  re- 
lationship to  the  net  profit  of  the  individual  business  as  a  whole. 

With  a  few  exceptions,  specific  margins  for  each  class  of  whole- 
sale dealer  have  been  developed  for  wholesale  dealers  in  practically 
all  kinds  of  food  commodities.  Among  the  exceptions  are  fresh 
vegetables  and  fruits,  live  poultry,  fresh  meats,  and  fresh  eggs. 
Margins  have  been  fixed  for  dressed  poultry,  eggs,  and  butter,  in 
cold  storage,  and,  by  a  recent  ruling,  for  fresh  butter.  Manufac- 
turers9 margins  also  have  been  fixed  in  the  case  of  a  number  of 
important  commodities,  including  the  principal  mill  products  and 
sugar.  Cold  storage  warehousemen  are  required  to  report  their 
rates  for  storage  to  the  Food  Administration,  and  changes  can 
be  made  only  by  obtaining  the  consent  of  the  authorities. 

The  Food  Administration  looks  askance  at  discrimination  in 

it  Circular  letter,  6-H-612,  June  13,  1918. 
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price  as  between  individual  customers.  Usually,  when  maximum 
margins  are  specified,  no  distinction  is  made  between  credit  and 
cash  sales.  Even  when  the  reason  for  discrimination  is  due  to 
the  size  of  the  order,  discrimination  is  likely  to  be  regarded  as 
unreasonable.  However,  such  discrimination  is  permitted  in  the 
case  of  some  commodities.  Thus,  on  mill  products  the  margin 
varies  according  to  whether  the  sale  is  in  car  lots,  ton  lots  but 
less  than  car  lots,  or  less  than  ton  lots.  It  is  probable  that  this 
makes  possible  considerable  evasion  through  breaking  up  large 
orders  into  small  units.  For  non-perishable  groceries  there  is 
usually  no  variation  in  margin  according  to  the  amount  sold,  ex- 
cept that  when  original  packages  are  broken  the  licensee  is  al- 
lowed the  actual  cost  of  repacking,  not  exceeding  5  per  cent.18 

The  fixing  of  maximum  margins  would  be  of  no  effect  as  a  regu- 
lative measure  if  dealers  were  left  free  to  buy  and  sell  the  same 
commodity  as  many  times  as  they  pleased,  for  it  would  be  easy  to 
gain  the  speculative  advantages  of  a  rising  market  by  selling  to 
a  colleague  or  confederate,  or  by  selling  and  repurchasing  at  the 
selling  price  for  subsequent  resale.  The  Food  Administration  has 
attempted  to  prevent  this  evasion  of  its  maximum  margins  by  a 
series  of  regulations  based  on  the  cardinal  principle  that  com- 
modities must  be  kept  "moving  to  the  consumer  in  as  direct  a  line 
as  practicable  and  without  unreasonable  delay."19 

However,  there  are  a  number  of  circumstances  under  which  it  is 
necessary  for  one  distributor  to  resell  to  another  dealer  of  the 
same  rank  in  the  line  of  distribution.  The  main  principles  in- 
volved in  this  aspect  of  food  control  may  be  illustrated  by  the 
general  rules  governing  resales  of  non-perishable  groceries.20  The 
Food  Administration  recognizes  several  kinds  of  transactions  in 
which  a  resale  may  result  in  a  total  margin  of  profit  for  both 
sales  exceeding  the  maximum  allowed  for  one  sale.  For  example, 
a  wholesaler  who  buys  in  carload  lots  may  distribute  the  same 
among  other  wholesalers  who  for  some  good  reason  are  unable  to 
buy  direct  from  the  source  of  supply  or  who  can  not  purchase  in 
carload  lots.  The  same  privilege  is  granted  a  wholesaler  who  en- 
joys special  or  exclusive  privileges  of  cold-storage  warehousing. 
Likewise,  a  wholesaler  may  sell  surplus  stocks  of  goods  bought 
in  good  faith  for  the  service  of  his  trade,  which  he  has  been  un- 

18  Special  Regulations,  XI-A-5,  Note. 

*•  Special  License  Regulations,  XI-A-5,  Note. 

20  Excluding  sugar  and  mill  products. 
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able  to  dispose  of,  the  fact  that  he  has  warehoused  the  goods  be- 
ing an  evidence  of  good  faith.  In  all  the  above  cases  the  first 
seller  is  permitted  not  more  than  one-half  the  maximum  margin 
allowed  for  a  single  sale  direct  to  retailers,  while  the  second  seller 
can  add  only  the  lowest  of  the  margins  allowed  for  that  particu- 
lar commodity.  Only  one  such  resale  is  permitted.  The  second 
seller  must  dispose  of  his  goods  to  the  retailer  or  consumers.  Ac- 
commodation sales  among  dealers,  known  in  the  trade  as  "pick- 
ups," are  permitted  provided  the  two  parties  divide  the  usual 
margin  allowed  for  a  single  sale.21 

Likewise,  regulations  have  been  developed  to  prevent  the  taking 
of  excessive  margins  by  short-circuiting  in  the  regular  line  of  dis- 
tribution while  retaining  the  regular  margins  allowed,  or  by  com- 
bination sales — that  is,  selling  two  or  more  commodities  at  a  lump 
price.21 

Control  of  Retail  Prices 

In  November,  1917,  the  Food  Administration  inaugurated  the 
policy  of  establishing  "price-interpreting  boards"  in  the  principal 
centers  of  population.  In  May,  1918,  the  plan  was  enlarged  with 
the  view  of  establishing  a  price-interpreting  board  in  each  county 
of  the  United  States.  The  boards  are  composed  of  representa- 
tives from  wholesalers,  retailers,  and  consumers.28  In  some  states 
the  organization  is  much  more  complete  than  in  others. 

The  list  of  fair  maximum  prices  thus  determined  is  published 
weekly  in  local  papers.  It  is  also  reported  to  Washington  and 
to  state  headquarters.  It  is  customary  to  quote  prices  that  re- 
tailers must  pay  to  wholesalers,  as  well  as  the  prices  to  consumers. 
Because  of  the  rapid  spread  of  "cash  and  carry"  stores,  it  is 
generally  necessary  to  publish  two  sets  of  retail  prices. 

The  Food  Administration  has  sent  to  the  chairman  of  local 
boards  a  list  of  retail  price  margins.  These  margins,  however, 
serve  merely  as  a  guide  for  the  local  board.  The  latter  is  in- 
structed not  to  exceed  the  maximum  margin  except  when  the  cir- 
cumstances are  unusual,  and  not  at  all  in  the  case  of  bread,  butter, 
flour,  sugar,  and  eggs. 

**  Special  License  Regulations,  XI-A-5-Note,  continued,  (2). 

a  Special  Rules  and  Regulations  Governing  Dealers  in  Cold  Storage  and 
Frozen  Poultry,  effective  March  9,  1918. 

General  License  Regulations,  l-A-33  (a).  Exception  is  made  for  combina- 
tion sales  of  substitutes  for  wheat  flour. 

23  Circular  Letter  6-H-539,  May  17,  1918. 
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Legally  the  price-interpreting  boards  have  no  power  to  fix 
prices,  for,  with  exception  of  those  commodities  for  which  basic 
prices  have  been  determined  by  law  or  by  agreement,  the  Food 
Administration's  power  over  prices  does  not  extend  beyond  the 
determination  and  interpretation  of  reasonable  margins  of  profit 
for  food  manufacturers  and  dealers.  If  price-interpreting  boards 
could  fix  retail  prices,  this  would  substantially  amount  to  the 
fixing  of  wholesale  prices,  and,  within  narrower  limits,  would 
largely  control  the  prices  of  farm  products  used  for  food.  At 
most,  the  price-interpreting  boards  merely  determine  what  prices 
are  to  be  regarded  as  fair  under  existing  local  conditions.  If 
a  dealer  exceeds  the  prices  so  determined,  this  may  constitute  a 
presumption  of  unfairness  which  will  justify  investigation. 

As  a  matter  of  fact,  the  determination  of  prices  by  price-in- 
terpreting boards  has  had  the  approximate  effect  of  fixing  max- 
imum prices,  for  local  food  administrators  frequently  regard  the, 
infraction  of  the  published  prices  as  evidence  of  unfairness. 

Results  and  Conclusions 

It  is  perhaps  too  early  to  attempt  a  conclusive  statement  of 
the  results  of  the  price-fixing  policies  outlined  above.  However, 
some  of  the  results  of  the  policy  are  now  apparent,  and  the  writer 
ventures  to  combine  these  facts  with  certain  a  priori  observations. 

In  the  first  place,  the  experience  of  the  Food  Administration 
appears  to  indicate  that  effective  government  control  of  com- 
petitive prices  of  products  of  wide  consumption  is  not  only  en- 
tirely possible,  but  subject  to  difficulties  less  formidable  than  econ- 
omists have  generally  believed. 

The  surprising  facility  in  enforcement  of  these  policies  may  be 
attributable  in  part  to  a  united  sentiment  of  patriotism,  further 
strengthened  in  its  effect  by  a  universal  public  condemnation  of 
"profiteering."  However,  the  real  success  has  been  due  to  the  ex- 
ceptional powers  bestowed  on  the  Food  Administration.  The 
power  to  license  food  manufacturers  and  distributors  has  con- 
ferred practically  autocratic  authority  within  the  purposes  of 
the  law.  As  principal  agency  for  coordinating  purchases  of  food 
for  government  use  and  for  exportation,  the  Administration  has 
occupied  so  preponderant  a  position  in  the  markets  of  the  country 
that  through  its  buying  power  alone  it  has  been  able  to  regulate 
prices,  partly  through  purchases  and  sales  and  partly  through 
using  its  power  of  purchase  to  induce  dealers  to  conform  to  its 
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policies.  Finally,  as  in  its  negotiations  with  Cuban  sugar  pro- 
ducers, the  Administration  has  been  able  to  rely  on  the  interna- 
tional prestige  of  the  government  which  it  represents. 

One  of  the  most  obvious  effects  of  the  policy  of  regulating 
dealers'  margins  is  that  it  suspends  the  tendency  toward  a  single 
price  within  the  market.  It  is  true  that  in  ordinary  times  this 
is  only  a  tendency,  and  from  ignorance,  inertia,  and  other  condi- 
tions, the  prevalence  of  a  single  price,  even  in  wholesale  transac- 
tions, has  not  been  so  general  as  sometimes  may  be  indicated  by 
discussions  of  value  theory. 

Whatever  the  prevalence  of  the  one-price  tendency  in  normal 
times,  it  is  certain  that  the  result  of  the  margining  policy  de- 
scribed above  has  been  to  produce  many  different  prices  for  the 
same  commodity  in  the  same  market.  Suppose  that  dealer  "A" 
bought  rice  at  8  cents  a  pound,  "B"  purchased  at  9  cents,  "C" 
at  7%  cents,  and  so  on;  ordinarily,  if  the  demand  is  strong 
enough  to  require  the  entire  supply,  the  price  will  tend  to  be  high 
enough  to  enable  "B"  to  sell  at  a  profit,  the  other  more  fortunate 
dealers  making  a  still  larger  conjunctural  profit.  If  the  market  is 
not  immediately  strong  enough  to  justify  so  high  a  price,  "C"  will 
hold  his  fortunate  purchase  until  the  market  advances.  On  the 
contrary,  if  the  market  weakens  the  price  may  be  determined  ac- 
cording to  "CV  buying  price,  while  his  unfortunate  competitors 
must  suffer  a  speculative  loss.  However,  when  dealers  are  limited 
to  a  maximum  margin,  "C"  can  gain  no  more  than  his  fixed  mar- 
gin by  waiting,  while,  on  the  contrary,  he  risks  a  possible  decline 
on  the  market.  Consequently,  he  will  be  inclined  to  sell  for 
enough  to  enable  him  to  obtain  his  maximum  margin.  His  less 
fortunate  competitors  have  the  option  of  selling  at  less  than  the 
margin — possibly  even  at  less  than  cost — or  of  waiting  until  the 
low-price  supply  is  exhausted,  on  the  chance  that  the  market  may 
go  higher. 

It  is  quite  possible  that  the  market  may  decline  still  further, 
in  which  case  the  high-cost  dealers  will  be  even  more  out  of  pocket, 
besides  incurring  the  trouble  and  delay  of  holding.  However, 
during  the  present  emergency  the  general  tendency  of  prices  has 
been  upward.  Consequently  the  normal  situation  in  the  market 
has  been  that  the  fortunate  dealers  who  have  on  hand  a  supply 
purchased  at  a  low  cost  occupy  the  center  of  the  stage  until  the 
supply  is  exhausted,  while  their  competitors  calmly  wait  until  the 
time  when  their  high-cost  supply  may  be  sold  at  a  fair  margin  of 
profit. 
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In  the  fixing  of  retail  prices,  however,  there  is  necessarily  a  re- 
turn to  the  one-price  policy.  Obviously  a  retail  price-interpreting 
board,  confronted  with  a  considerable  variety  of  whosesale  prices 
in  the  same  market,  may  be  puzzled  to  know  what  price  may  be 
regarded  as  the  normal  basis  of  retail  prices.  In  Tennessee  the 
state  food  administration  has  determined  that  the  lowest  cost 
that  will  supply  the  market  for  the  time  being  shall  be  the  basis 
on  which  retail  prices  shall  be  determined.  When  the  low-cost 
supply  is  exhausted,  then  the  price  may  be  increased  to  the  point 
that  will  make  possible  the  sale  of  an  adequate  supply. 

However,  when  the  policy  of  regulating  margins  is  supple- 
mented by  a  policy  of  basic  price  fixing,  the  lack  of  uniformity  in 
wholesale  and  retail  prices  is  considerably  reduced,  for  a  start  is 
made  from  a  uniform  base,  and  a  base  that  fluctuates  at  infrequent 
intervals.    This  has  been  true  of  sugar  and  flour. 

One  result  of  the  margining  policy  is  to  eliminate  the  motive 
for  speculation.  A  dealer  can  gain  no  more  than  his  maximum 
margin  when  the  market  advances,  while  he  must  suffer  a  heavy 
loss  when  the  market  declines.  It  is  doubtful  if  the  Food  Admin- 
istration could  have  maintained  this  policy  of  unlimited  loss  and 
limited  gains  except  in  a  time  like  the  present  when  the  normal 
movement  of  prices  is  upward. 

One  of  the  indirect  consequences  of  the  policy  of  controlling 
margins  is  the  stimulation  of  independence  and  discrimination  in 
buying,  especially  on  the  part  of  retailers.  Since  there  may  be 
many  prices  in  the  market  instead  of  a  uniform  price,  the  dealer 
finds  it  no  longer  profitable  to  buy  always  from  one  or  two  deal- 
ers. The  retailer  who,  on  account  of  poor  credit  or  for  other 
reasons,  must  buy  largely  from  one  jobber  is  indeed  in  a  sorry 
plight.  From  another  standpoint,  however,  it  has  been  true  that 
during  the  present  emergency  there  has  been  less  necessity  for 
care  in  buying.  The  continuous  advance  in  prices  has  assured  the 
dealer  that  sooner  or  later  he  may  expect  to  obtain  the  margin 
allowed  by  the  Food  Administration. 

A  fundamental  problem  of  price  fixing  is  to  determine  the  price 
that  is  just  high  enough  to  call  forth  sufficient  supply  to  meet  de- 
mand. When  a  uniform  price  is  established,  the  price  must  be 
high  enough  to  induce  the  marginal  producer  to  furnish  his  por- 
tion of  the  supply.  Such  a  price  bestows  a  surplus  return  upon 
the  producers  whose  expenses  are  lower  than  the  expenses  of  the 
marginal  producer.    However,  this  merely  results  in  giving  legal 
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sanction  to  surplus  incomes  which  would  normally  exist  under  or- 
dinary conditions  of  competition. 

In  the  determination  of  basic  prices  the  Food  Administration 
has  followed  the  above-mentioned  principle,  striving  to  make  the 
price  high  enough  so  that  production  might  be  in  no  way  dis- 
couraged, even  erring,  if  necessary,  on  the  side  of  liberality.24 
For  instance,  the  prices  of  beet  sugar  and  of  cane  sugar  were  de- 
liberately established  at  the  level  that  would  cover  the  expenses  of 
the  least  efficient  producers,  although  in  the  former  case  the  range 
of  cost  was  from  $4  to  $7  per  ton.2* 

For  regulating  prices  charged  by  wholesale  distributors  of  food 
commodities  the  Food  Administration  seized  the  other  horn  of 
the  dilemma  by  abandoning  the  policy  of  uniform  price,  substi- 
tuting the  regulation  of  dealers'  margins,  as  described  above,  in 
order  to  eliminate  excessive  profits.  Even  in  the  regulation  of 
margins,  however,  it  has  been  necessary  to  make  specific  margins 
high  enough  to  cover  the  expenses  of  the  least  efficient  distributors 
— those  with  small  turnover  and  high  operating  expense — besides 
a  fair  amount  over  for  safety.  Consequently  the  writer  has  found 
it  to  be  the  general  opinion  among  dealers  of  his  acquaintance 
that  the  margins  fixed  by  the  Food  Administration  are  very  gen- 
erous. Moreover,  in  the  interpretation  of  retail  prices  the  efficient 
retailer  is  enabled  to  earn  a  considerable  surplus  in  order  that  the 
inefficient  retailer  may  not  be  forced  out  of  business. 

Recently  another  mode  of  escaping  entirely  from  the  well-known 
dilemma  described  above  has  been  employed.  A  Sugar  Equaliza- 
tion Board  has  been  formed  with  a  capital  of  $5,000,000  with  the 
purpose  to  "absorb  the  high  peaks  of  cost  in  sugar  production  and 
to  make  a  small  margin  on  the  low  cost  of  certain  foreign  sugars 
which  may  be  purchased  and  thus  secure  an  equalization  of  the 
price  to  the  public  on  a  lower  level  than  will  otherwise  be  pos- 
sible."26 In  other  words,  the  government  acts  as  an  equalizing 
agency  whereby  price  is  made  uniform,  while  producers,  regard- 
s' However,  the  Food  Administration  has  from  the  first  repudiated  the  idea 
of  high  price  as  an  incentive  to  economy  in  consumption.  See  Thomas  H. 
Dickinson,  "A  Year  of  Food  Administration,"  North  American  Review,  July, 
19ia 

**  Sec  Roy  G.  Blakey,  "Sugar  Prices  and  Distribution  under  Foo4  Control," 
toe,  eit, 
nibid. 
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less  of  relative  efficiency,  are  paid  merely  on  the  basis  of  cost  plus 
fair  profit.27 

As  a  form  of  governmental  control  of  competitive  prices  this 
method  appears  to  offer  a  means  of  avoiding  the  disadvantages  of 
other  methods  of  price  control  by  making  possible  uniform 
prices  at  lower  levels  than  would  obtain  under  freely  competitive 
conditions.  The  method  is  clearly  impossible  as  a  means  of  con- 
trolling the  price  of  wheat  and  other  farm  staples,  because  it 
would  be  necessary  to  ascertain  the  individual  costs  of  hundreds 
of  thousands  of  producers.  However,  even  for  such  commodities 
the  method  might  be  used  to  equalize  regional  differential  sur- 
pluses. 

We  now  may  venture  to  consider  dispassionately  the  advantages 
and  disadvantages  of  price  control  as  a  permanent  policy,  in  the 
light  of  our  new  experience. 

One  of  the  immediate  effects  of  price  fixing  in  the  case  of  wheat 
was  to  suspend  speculation  in  futures  on  the  boards  of  trade  at 
the  same  time  that  the  usefulness  of  such  speculation  was  de- 
stroyed. The  principal  economic  functions  of  such  speculation 
have  been  to  provide  a  means  of  hedging  and  to  eliminate  extremes 
of  fluctuation  by  discounting  future  changes  in  conditions.11  The 
stabilization  of  prices  obviously  renders  these  functions  unneces- 
sary. 

It  has  long  been  a  problem  of  deep  concern  how  speculation 
might  be  eliminated  without  losing  its  economic  advantages.  There 
can  be  no  doubt  that  the  general  sentiment  of  the  country  is  over- 
whelmingly against  organized  speculation.  The  average  citizen 
understands  little  of  its  advantages,  and  it  is  not  easy  to  make 
him  comprehend  them.  The  consuming  classes  are  inclined  to 
attribute  a  large  part  of  the  cost  of  living  to  speculation  on  the 
organized  exchanges,  while  the  farmer  is  firmly  convinced  that 
they  absorb  a  large  part  of  his  profit.    Therefore,  the  elimination 

«t  President  Van  Hise  recently  suggested  this  method  for  the  regulation  of 
coal  prices.  Conservation  and  Regulation  in  the  United  States  during  the 
World  War,  prepared  for  the  United  States  Food  Administration.  Coal  prices 
are  now  based  on  individual  mine  costs  plus  a  fair  profit,  without  attempting 
to  maintain  uniform  price. 

*s  It  is  not  conclusively  established  that  the  effect  of  organised  speculation  is 
to  reduce  the  magnitude  of  temporal  price  variations.  Certain  other  advant- 
ages incidentally  facilitated  by  organized  speculation— namely,  elimination  of 
unnatural  price  differentials  between  localities  and  the  creation  of  a  wide, 
sensitive,  and  continuous  market — may  conceivably  be  effected  by  spot  transac- 
tions without  the  aid  of  futures. 
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of  the  more  important  advantages  of  speculation  by  price  stabiliz- 
ation is  justified,  at  least  in  part,  by  the  very  positive  advantage 
of  allaying  this  long-established  source  of  popular  suspicion  and 
discontent. 

Price  stabilization  undoubtedly  involves  another  positive  eco- 
nomic advantage.  It  is  undoubtedly  true  that  farming  is  an  ex- 
ceedingly precarious  industry,  combining  the  uncertainties  both 
of  the  weather  and  of  prices.  This  precariousness  becomes  more 
apparent  to  the  degree  that  the  industry  develops  from  self-suffi- 
ciency into  commercial  and  capitalistic  farming.  The  elimination 
of  fluctuations  in  price  after  the  crop  is  produced  and  the  guar- 
anty of  price  in  advance  of  the  crop  season  would  reduce  greatly 
the  uncertainties  of  agricultural  production  and  remove  an  im- 
portant source  of  rural  discontent.  To  some  extent,  also,  a 
greater  degree  of  certainty  may  be  introduced  into  the  business 
of  manufacturing  food  products — now  partially  effected  by  hedg- 
ing— as  well  as  in  the  processes  of  distribution. 

The  disadvantages  and  difficulties  of  price  control  appear  ex- 
ceedingly formidable  in  statement,  especially  when  basic  price 
fixing  is  involved.  It  may  be  worth  while  to  estimate  their  relative 
importance. 

One  of  the  most  apparent  is  the  impossibility  of  controlling 
prices — especially  of  farm  products — without  the  process  becom- 
ing a  bone  of  political  contention.  The  recent  tremendous  pres- 
sure for  increasing  wheat  prices  is  a  very  convincing  reminder  of 
this  danger — a  danger  which,  to  the  writer's  mind,  constitutes  the 
greatest  objection  to  a  policy  of  price  fixing.  However,  the  dan- 
ger might  be  somewhat  reduced  by  a  definitely  announced  policy 
of  balancing  in  the  long  run  government  losses  and  gains  in  the 
process  of  equalization. 

Theoretically,  it  would  be  exceedingly  difficult  for  government 
authorities  to  calculate  a  year  and  a  half  ahead  what  price  will 
maintain  the  existing  acreage  and  also  insure  the  full  consumption 
of  a  crop  of  very  uncertain  quantity.  However,  there  are  several 
mitigations  of  this  difficulty.  If  the  price  is  fixed  too  high,  the 
government  will  find  it  impossible  to  dispose  of  the  entire  amount 
in  domestic  consumption.  It  would  be  possible  to  pay  the  farmer 
the  guaranteed  price  and  to  lower  the  price  to  consumers,  the 
government  bearing  the  loss  temporarily  in  the  hope  of  making  it 
up  when  conditions  are  more  favorable.  However,  at  the  time  the 
farmers  begin  selling  their  crops  it  is  not  always  clear  that  the 
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reduction  of  price  will  be  necessary.  It  is  true,  it  would  be  diffi- 
cult to  lower  prices  after  a  part  of  the  product  has  passed  into  the 
hands  of  manufacturers  and  distributors,  without  serious  compli- 
cations. In  any  case,  the  government  can  export  the  surplus, 
even  though  it  may  be  necessary  to  do  so  at  a  loss.  If  the  price 
is  fixed  too  low,  it  may  have  the  effect  of  discouraging  produc- 
tion. This  may  or  may  not  result  in  a  crop  too  small  to  meet  the 
normal  consumption  of  the  country,  depending  on  weather  con- 
ditions and  other  physical  factors.  If  the  crop  should  prove  in- 
adequate, authorities  may  resort  to  imports,  although  at  a  pos- 
sible loss.  It  should  not  be  forgotten,  too,  that  difficulties  men- 
tioned above  are  considerably  reduced  by  the  reserve  carried  for- 
ward from  one  crop  season  to  the  next.  This  may  be  employed 
as  a  shock  absorber.  Supplemented  by  an  intelligent  control  of 
imports  and  exports,  it  may  be  used  to  modify  the  effects  of  tem- 
porary or  seasonal  fluctuations  in  demand  and  supply. 

Another  difficulty  is  the  effect  of  price  fixing  on  the  inter-rela- 
tions of  different  commodities.  Some  farm  commodities  are  used 
in  the  production  of  others.  Certain  products  are  substitutes  for 
others,  either  in  production  or  in  final  consumption.  Even  when 
prices  are  determined  by  competition  these  relationships  are  con- 
tinually disturbed  by  frequent  price  variations.  It  is  this  fact, 
for  instance,  that  makes  the  business  of  fattening  beef  cattle  one 
of  extreme  risk.  Fixed  prices  would  make  the  conditions  of  pro- 
ductive use  and  substitution  stable  for  a  considerable  period  of 
time  so  that  the  producer  could  know  what  to  count  upon,  and 
govern  his  action  accordingly. 

It  appears  that  the  principal  advantage  of  leaving  these  re- 
lationships to  be  affected  by  competition  is  that,  in  case  the  nor- 
mal relationship  is  seriously  impaired  by  price  changes,  variations 
will  occur  in  demand  which  will  exert  a  more  or  less  powerful  in- 
fluence toward  restoring  prices  to  the  usual  relationship.  Thus,  if 
corn  rises  in  price  so  much  that  farmers  cannot  afford  to  feed  it 
to  cattle,  the  demand  for  corn  for  this  purpose  will  decline.  The 
reduction  in  demand  may  aid  in  lowering  the  price  to  the  point 
that  will  enable  feeders  to  resume  its  use.  However,  the  use  of 
corn  for  beef  cattle  constitutes  only  one  of  many  sources  of  de- 
mand, which  may  prove  so  inelastic  in  other  directions  that  the 
restoration  of  usual  conditions  will  not  be  effected.  In  fact,  under 
competition  prices  vary  more  largely  on  account  of  substantial 
alterations  in  supply  due  to  weather,  insects,  and  crop  diseases. 
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both  at  home  and  abroad,  than  to  any  nice  adjustment  to  relative 
food  values  or  interdependent  cost  relationships. 

The  establishment  of  accurate  price  differentials  between  lo- 
calities is  a  problem  of  great,  though  not  insuperable,  difficulty. 
There  are  large  areas  which  are  practically  always  surplus  areas 
tributary  to  a  particular  primary  market.  Prices  merely  reflect 
prices  in  the  primary  market  less  the  expense  of  shipment.  Other 
large  areas  are  always  consuming  markets,  whose  prices  reflect 
closely  the  changes  in  a  particular  distributing  market.  Regions 
characterized  by  the  above-mentioned  conditions  offer  no  peculiar 
difficulty  in  the  determination  of  price  differentials. 

In  many  localities,  however,  the  problems  of  establishing  differ- 
entials according  to  location  are  not  so  simple.  There  are  tome 
regions  which  have  a  surplus  in  one  year  and  a  deficit  in  other 
years,  according  to  the  success  of  the  crop.  Again,  there  are 
regions  which  have  a  surplus  in  one  season  and  a  deficit  at  an- 
other season  of  the  year.  Barring  miscalculations,  however,  this 
need  occur  only  for  products  that  cannot  be  stored.  There  are 
producing  regions  which  do  not  always  ship  to  the  same  primary 
market,  the  direction  of  shipment  depending  on  variations  of  prices 
in  different  local  markets.  Such  regions  are  located  on  the  di- 
vides separating  different  market  watersheds.  Finally,  there  are 
consuming  regions  which  do  not  draw  supplies  continuously  from 
the  same  distribution  market. 

In  statement  the  above  variations  sound  exceedingly  formidable. 
For  the  determination  of  prices,  however,  it  is  clear  that  the  diffi- 
culty arises  in  connection  with  the  attempt  to  maintain  a  uniform 
price  level  everywhere  with  necessary  adjustments  for  local  dif- 
ferences in  supply  as  dependent  on  costs  of  shipment.  Conse- 
quently, in  a  policy  of  price  fixing  involving  a  uniform  price  level 
to  farmers  followed  by  the  regulation  of  dealers9  margins,  the 
necessity  of  regulating  local  differentials  arises  only  at  the  stage 
when  the  uniform  level  is  maintained — that  is,  the  paying  price  to 
the  farmers.  After  the  commodity  leaves  the  farmers'  hands, 
price-fixing  responsibility  requires  only  the  regulation  of  dealers* 
margins,  leaving  to  the  play  of  competition  the  adjustment  of 
supply  and  demand  between  localities. 

There  has  been  much  discussion  of  late  concerning  costs  as  a 
basis  for  the  determination  of  agricultural  prices — a  discussion 
that  has  been  brought  to  a  head  by  the  milk  wars  in  New  York 
and  Chicago.    The  controversy  has  centered  about  the  difficulties 
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of  determining  costs,  especially  the  question  whether  products 
such  as  grain  and  hay  used  for  feeding  dairy  cattle  shall  be 
counted  in  the  final  costs  at  their  market  value  or  at  their  actual 
cost  of  production.29  As  a  problem  of  accounting,  the  question 
has  but  one  answer:  the  accurate  determination  of  the  costs  of  a 
final  result  are  possible  only  if  intermediate  processes  are  rated 
at  their  actual  costs,  and  not  at  their  values  at  the  time  of  use. 

Such  an  answer,  however,  does  not  settle  the  problem  of  public 
policy  in  price  fixing,  for  such  a  policy  is  one  of  valuation — a 
question  of  fairness,  not  a  question  of  methods  of  accounting.  That 
materials  produced  by  a  business  enterprise  and  used  in  the  pro- 
duction of  a  subsequent  commodity  by  the  same  enterprise  should 
be  reckoned  at  cost  of  production,  and  not  at  market  value,  is  no 
proof  that  the  resulting  sum  of  costs  is  a  fair  basis  of  valuation, 
and  assuredly  it  does  not  establish  it  as  an  expedient  basis. 

In  the  view  of  the  present  writer,  a  policy  of  agricultural  price 
fixing  should  be  opportunist  and  eclectic.  As  in  the  problem  of 
determining  railway  rates,  no  single  formula  is  adequate.  The 
very  difficulties  of  exact  cost  accounting  are  a  proof  of  its  inade- 
quacy, especially  in  view  of  the  fact  that  the  costs  of  different 
producers  vary  widely.  It  is  doubtful  if  any  arrangement  could 
be  devised  that  would  serve  to  determine  in  practice  the  location 
of  marginal  cost,  even  if  conditions  were  static.  Since  the  margin 
is  constantly  varying  with  changes  in  the  volume  of  demand  and 
the  length  of  time  under  consideration,  as  well  as  because  of  alter- 
ations in  methods  of  production  and  changes  in  the  values  of  the 
various  factors  of  production,  it  seems  probable  that  cost  would 
be  even  more  remotely  influential  in  agricultural  price  fixing  than 
in  railway  rate-making. 

It  appears  that  an  agricultural  price  must  be  high  enough  to 
induce  producers  to  plant  the  acreage  or  keep  the  number  of  cows 
that  experience  has  shown  will  furnish  a  certain  quantity  of  the 
commodity  under  average  seasonal  conditions.  The  primary 
question  must  be  what  quantity  is  required.  Obviously,  the  aim 
is  not  to  satisfy  demand,  for  demand  varies  with  price.  The 
problem  is  one  of  deeiding  what  quantity  will  meet  the  normal 
needs  of  the  country  or  region  to  be  supplied.     The  second  prob- 

30  Cf.  especially  H,  C,  Taylor,  "Price-Fixing  and  the  Cost  of  Farm  Pro- 
ducts," Bulletin  £9$$  Agricultural  Experiment  Station  of  the  University  of 
Wisconsin;  C  S.  Duncan,  |4The  Chicago  Milk  Inquiry,"  Journal  of  Political 
Economy,  XXVI,  Apr,,  1918. 
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lem  is  to  ascertain  what  price  will  cause  the  requisite  acreage  to 
be  planted.  Whether  this  price  equals,  exceeds,  or  falls  short  of 
the  expense  of  production  to  so-called  marginal  producers,  will  be 
indicated  by  the  result.  It  is  doubtful  if  estimates  of  cost  would 
serve  as  anything  more  than  a  general  guide,  indicating  the  gen- 
eral limits  of  policy.  For  particular  years  many  producers  may 
be  sub-marginal  or,  conceivably,  all  may  be  super-marginal,  ac- 
cording to  the  product  per  acre  as  determined  by  seasonal  fluctu- 
ations, and  it  is  not  always  the  largest  crop  nor  the  highest  price 
that  brings  the  farmer  the  largest  returns. 

The  writer  is  not  convinced  of  the  immediate  desirability  of 
permanent  governmental  control  of  the  prices  of  staple  foods,  but 
he  believes  that  our  present  experiences  have  demonstrated  that 
the  policy  is  not  so  absurd  and  impossible  as  many  economists  have 
been  wont  to  believe.  At  any  rate,  the  desirability  of  such  con- 
trol must  be  considered  separately  for  each  particular  commodity, 
for  the  special  merits  of  the  policy  will  vary  in  each  case,  and  the 
special  difficulties  will  not  be  the  same  for  all  commodities. 


PRICE  FIXING— DISCUSSION 


£.  G.  Nour8e. — My  attention  was  challenged  by  the  following  sen- 
tence, which  occurs  in  the  version  of  Professor  Warren's  paper  which 
was  submitted  in  advance  of  this  meeting: 

"If  the  dollar  were  stabilized  most  of  the  clamor  for  price  fixing  in 
this  country  could  have  been  avoided." 

I  did  not  catch  these  exact  words  in  his  address  this  afternoon, 
but  throughout  a  considerable  part  of  his  discussion  there  is  manifest 
the  same  tendency  to  assign  "inflation"  as  the  principal  cause  of  price- 
fixing  sentiment  and  endeavor.  It  seems  to  me  that  this  idea  is  hardly 
consistent  with  the  facts,  nor,  indeed,  with  other  parts  of  Professor 
Warren's  own  paper.  The  price-fixing  movement  in  this  country  has 
derived  its  chief  and  permanent  emphasis  from  the  desire  to  lower  the 
urban  cost  of  living,  and  this  in  turn  has  been,  more  than  anything  else, 
an  effort  to  counteract  the  rise  in  the  values  of  farm  products.  Even 
if  the  dollar  could  be  stabilized,  we  should  not  thereby  have  solved 
this  problem — a  fact  which  is  readily  demonstrated  by  a  graph  of  the 
prices  of  farm  products  stated  in  terms  of  a  theoretically  stabilized 
dollar.  We  all  know  that  the  average  price  of  the  principal  farm 
products,  as  given  by  the  United  States  Bureau  of  Labor,  is  now 
nearly  twice  what  it  was  in  1890.  If,  however,  the  dollar  be  given 
the  same  purchasing  power  throughout  the  period  from  1890  to  1917, 
we  shall  get  some  idea  of  the  actual  increase  in  the  cost  of  living. 

/JO 
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On  the  accompanying  chart  the  index  of  all  commodity  prices  is  re- 
duced to  100,  and  farm  prices  are  all  plotted  upon  that  straight-line 
base.  The  relative  price  of  farm  products  is  thus  seen  to  have  been 
tolerably  stable  during  the  90's,  slightly  advancing  during  the  next 
decade,  but  markedly  and  persistently  rising  during  the  past  ten  or 
twelve  years.  The  chart  shows  a  natural  division  into  three  periods: 
the  first,  1890  to  1900  inclusive,  in  which  the  average  index  is  102 
(the  dotted  line  on  the  chart)  and  the  extremes  are  only  5  above  and 
6  below  this  level;  the  second,  1901  to  1908  inclusive,  in  which  the 
average  level  stands  at  a  trifle  less  than  109,  with  maximum  variations 
at  4  points  higher  and  4  points  lower  than  this  average;  and  the 
third,  1909  to  1917  inclusive,  averaging  121,  varying  from  116  to 
127,  and  apparently  showing  an  upward  trend  in  its  later  years. 

Here,  to  my  mind,  is  to  be  found  the  central  cause  and  purpose  of 
the  price-fixing  movement  in  America  and  clear  evidence  of  the  fact 
that  it  is  much  more  than  a  war-time  issue.  We  have  really  been  un- 
der the  shadow  of  this  problem  since  1908-09,  when  the  exchange 
ratio  of  farm  products  (not  their  mere  gold  price)  jumped  from  110 
to  118,  a  point  below  which  it  has  since  receded  in  only  a  single  year, 
1911.  This  means  nothing  more  nor  less  than  that  the  exchange  ra- 
tio between  the  indispensable  food  and  textile  products  of  the  farm 
on  the  one  side,  and  non-agricultural  goods  and  services  on  the  other, 
has  moved  in  a  direction  counter  to  the  desires  of  town  and  city  con- 
sumers of  these  farm  products.  Among  this  large  portion  of  our  popu- 
lation there  arose,  about  1909  and  has  continued  since,  a  tremendous 
desire  to  release  themselves  from  the  less  favorable  situation  in  which 
they  were  placed  as  a  result  of  this  readjustment  of  values.  This 
motive  had  grown  strong  in  the  years  before  we  became  involved  in 
war,  but  it  had  not  become  specifically  a  demand  for  price  fixing, 
owing  probably  to  our  unfamiliarity  with  such  a  practice.  Our  en- 
tering into  the  war,  however,  brought  this  tool  within  reach  of  those 
who  clamored  for  relief  and  had  demanded  vaguely  that  "something 
must  be  done."  Such  persons  gladly  acclaimed  the  simple,  direct,  and 
militaristic  expedient  of  price  fixing,  and  conceived  an  exaggerated 
notion  of  its  efficacy  and  benefits.  They  did  not  stop  to  examine 
what  were  the  fundamental  causes  which  had  brought  about  this 
altered  market  ratio  of  farm  products  to  other  goods.  Professor 
Warren  has  referred  to  these  underlying  causes  as  pressure  of  the 
population  on  our  food  supply.  I  should  prefer  a  different  phrase, 
but  there  is  no  question  of  the  fact  that,  with  the  passing  of  our 
virgin  lands,  an  irremediable  factor  becomes  operative  toward  the  en- 
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hancement  of  the  exchange  value  of  our  food  supply.  What  the  pub- 
lic should  be  brought  to  realize  is  that  the  ratio  which  maintained 
in  the  80's  and  90's  was  abnormal  and  ephemeral,  whereas  that  of  the 
present  approximates  much  more  closely  the  normal  and  permanent 
adjustment  with  which  we  must  deal  in  the  future.  On  the  other 
hand,  this  does  not  mean  that  we  must  go  from  high  to  higher  prices, 
and  thence  to  famine  prices  and  the  retardation  of  our  civilization. 
A  suitably  organized  agriculture  can  secure  such  a  measure  of  techni- 
cal efficiency  as  to  assure  moderate  prices  of  farm  products  throughout 
the  longest  discernible  future. 

Here,  I  believe,  is  the  heart  of  the  whole  matter.  Price-fixing 
propaganda  has  taken  no  account  of  the  true  situation  and  needs  of 
agricultural  producers  and  of  the  long-time  effects  of  price-fixing 
policies.  Mere  pounding  down  of  prices,  while  giving  temporary  re- 
lief, is  in  danger  ultimately  of  enhancing  prices  by  impairing  the 
productive  efficiency  of  our  farmers.  I  am  not  unmindful  of  the  good 
counsel  given  us  last  night  by  Professor  Fisher,  wherein  he  warned  us 
against  class  bias  in  our  economic  thought  and  action.  He  mentioned 
specifically  that  the  agricultural  college  teacher  is  in  danger  of  be- 
coming a  partisan  economist  of  and  for  the  farming  class.  I  have  no 
desire  to  appear  as  the  apologist  for  any  class  interest  as  snch.  But,  on 
the  other  hand,  to  ignore  the  fact  that  there  is  an  inevitable  diverg- 
ence of  interest,  of  which  the  price-fixing  agitation  is  a  tangible  ex- 
pression, and  hence  to  fail  to  meet  the  issue  frankly  and  helpfully  in 
its  early  stages,  is  to  force  it  to  come  sooner  or  later  to  an  open  con- 
flict between  antagonized  economic  classes.  Therefore,  a  word  of 
honest  caution  may  not  be  out  of  place. 

Price-fixing  agencies  have  shown  too  little  understanding  of  the 
business  of  farming,  too  little  desire  to  go  to  the  bottom  of  the  mat- 
ter, too  cavalier  an  assumption  that  the  interests  of  city  populations 
in  lower  prices  must  be  met  willy-nilly  by  the  paring  down  of  pro- 
ducers' returns.  Such  methods  are  not  calculated  to  avoid  class  an- 
tagonism, but  to  make  it  inevitable.  And  furthermore,  the  very  at- 
tempt to  set  the  interest  of  urban  consuming  population  above  that  of 
the  rural  producer  is  in  danger  of  defeating  itself.  To  be  sure,  "there 
are  no  more  Iowas  waiting  for  the  plow."  But  new  types  of  indus- 
trial efficiency  in  agriculture  await  the  development  of  a  farmer  class 
who  are  adequately  trained,  suitably  organized,  and  well  equipped 
with  the  capital  goods  needed  for  the  practice  of  scientific  agriculture. 
The  low  prices  of  farm  products  in  the  later  part  of  the  last  century 
did  not  permit  of  this  progressive  condition  being  brought  about  as 
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rapidly  as  could  have  been  desired.  Recent  prosperity  of  the  farmer 
has  made  possible  a  considerable  development  in  this  direction,  but 
price  fixing  which  will  force  prices  back  to  those  lower  levels — that  is, 
the  exchange  ratio  rather  than  the  mere  dollar  price — would  defeat 
its  own  end  by  impairing  the  efficiency  of  agriculture  and  precluding 
the  reduction  in  cost  of  production  which  would  otherwise  be  possible. 
Such  price-fixing  notions  as  the  public  at  large  entertain  are  penny 
wise  and  pound  foolish  even  from  the  standpoint  of  the  consumer's 
best  interests. 

Professor  Warren  appears  to  entertain  a  low  opinion  of  the  power 
of  price  regulating  agencies.  I  wish  that  I  could  share  this  belief  in 
their  impotence;.  If,  in  truth,  price-fixing  projects  were  powerless  to 
depress  prices  whenever  any  natural  force  was  inclining  toward  their 
enhancement,  I  should  be  a  good  deal  less  concerned  about  our  future. 
But  the  war  period  has  to  my  mind  demonstrated  a  considerable  effi- 
cacy on  the  part  of  these  agencies,  and  the  older  period  of  agricultural 
unprosperity  has  shown  a  disquieting  tendency  on  the  part  of  our 
agricultural  population  to  stay  with  the  industry  even  when  it  is  being 
crowded  down  to  a  position  of  unprofitableness,  inefficiency,  and  a  low 
standard  of  living. 

If  it  be  part  of  the  economist's  true  function  to  furnish  that  sound 
counsel  by  which  class  interests  may  be  kept  from  developing  into 
divisive  antagonisms  and  economic  warfare,  then  it  is  to  be  hoped  that 
our  influence  will  be  thrown  against  ambitious  programs  of  price  fixing 
as  part  of  our  after-war  economic  arrangements.  While  I  believe  that 
many  of  the  activities  of  the  Food  Administration  which  have  looked 
to  the  regulation  of  trade  practices  have  had  a  beneficial  effect,  the 
net  result  of  regulation  as  a  whole  has  been  to  bring  into  clearer  con- 
trast the  interests  of  the  consumer  and  the  producer  of  farm  products. 
The  Food  Administration,  by  limiting  traders'  margins  and  regulating 
their  methods,  has,  so  to  speak,  publicly  exhibited  the  middleman  in 
a  strait- jacket,  and,  in  effect,  has  relieved  him  of  the  responsibility 
with  which  he  was  formerly  charged,  by  both  producers  and  consumers, 
for  the  high  cost  of  living.  This  tends  to  draw  the  issue  more  clearly 
than  ever  between  the  farm  producer  and  the  city  consumer.  If  their 
price  relationships  are  left  to  be  adjusted  to  the  process  of  market 
bargaining,  both  parties  will  bow  to  the  inexorable  force  of  underly- 
ing economic  influences.  But  if  the  arbitrary  power  to  name  prices 
be  given  to  any  executive  or  tribunal,  and  particularly  if  its  person- 
nel fall  a  little  short  of  ommiscient  wisdom  and  a  quality  of  justness 
above  the  reproach  even  of  injured  parties,  its  exercise  is  bound  to 
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engender  open  antagonisms,  mutual  recriminations,  and,  as  already 
indicated,  in  all  probability  such  short-sighted  efforts  to  lower  prices 
as  to  put  in  jeopardy  the  efficiency  of  our  agricultural  industry  and  in 
the  end  increase  both  the  market  and  particularly  the  social  cost  of 
our  food  supply. 

W.  F.  Gephart. — Any  plan  of  price  fixing  by  the  government, 
whether  in  times  of  peace  or  war,  should  keep  in  mind  the  interests  of 
producers  as  well  as  of  consumers.  Since  the  demand  for  price  regu- 
lation has  usually  come  from  consumers,  it  has  been  the  interests  of 
this  group  which  have  usually  been  uppermost  in  the  minds  of  those 
enacting  price  regulation.  Certainly  in  this  country,  up  to  the  time 
of  the  recent  war,  it  was  the  consumer  who  had  been  primarily  held  in 
mind  in  our  price  legislation  and  regulation.  There  is  some  indica- 
tion, however,  that  the  necessity  of  taking  account  of  production  cost 
in  any  price  regulations  is  being  more  clearly  realized. 

It  is  true  that  under  any  price-fixing  system  consumers  can  not  be 
classified  and  a  price  established  for  each  class,  notwithstanding  that 
the  buying  ability  of  consumers  differs  more  widely  and  more  greatly 
than  the  production  cost  of  producers.  Under  free  competitive  con- 
ditions there  is  more  or  less  classifying  of  buyers,  and  both  goods  and 
prices  on  them  are  made  with  this  understanding  in  mind. 

Price  fixing  by  governmental  authority  involves  standardization  of 
price  and  hence  of  producers.  There  is  undoubtedly  in  this  respect  a 
marked  loss  in  that  the  product  upon  which  the  price  is  fixed  represents 
to  different  classes  of  consumers  varying  acquisition  costs. 

Since,  therefore,  price  fixing  can  concern  itself  primarily  only  with 
producers,  the  first  problem  which  arises  is  to  adopt  some  standard  if 
the  unit  price  system  is  decided  upon  as  compared  to  a  multiple  price 
system.  Let  us  examine  some  of  the  difficulties  to  be  encountered  in 
each  system,  both  in  times  of  peace  and  war. 

The  multiple  price  system  would  need  to  be  applied,  if  adopted,  to 
all  commodities  except  those  produced  under  monopolistic  conditions. 
These  latter  conditions  are  so  rare  that  they  may  be  disregarded.  The 
multiple  price  system  involves  first  an  analysis  of  costs  in  the  various 
plants  of  the  producers  as  well  as  of  distributors,  middlemen,  and  re- 
tailers. This  at  once  suggests  the  impracticability  of  the  system. 
There  are  so  many  different  producers  and  distributors  of  almost  every 
important  commodity,  scattered y throughout  different  sections  of  the 
country,  that  an  army  of  investigators  and  accountants  would  be 
needed  to  arrive  at  the  cost  of  production  in  each  plant.    Even  if  such 
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a  figure  of  cost  could  be  secured,  there  are  so  many  fluctuations  of 
individual  items  in  cost,  as  well  as  so  many  joint  costs,  that  a  fair 
result  arrived  at  at  any  one  time  would  soon  be  incorrect  because  of 
these  changes. 

It  may  be  urged  that  producers  and  distributors  could  be  grouped 
by  sections,  but  the  difference  in  costs  of  individuals  in  any  one  group 
would  probably  be  as  great  as  that  of  different  producers  in  different 
sections.  The  whole  plan  of  arriving  at  multiple  costs  is  practically 
impossible  and  unworkable,  whatever  may  seem  to  be  its  theoretical 
fairness  to  producers  and  consumers. 

We  therefore  come  to  a  consideration  of  unit  price,  either  for  the 
product  as  a  whole  or  for  it  in  certain  established  groups  or  regions. 
The  questions  which  arise  are:  Which  producer  should  be  taken 
as  a  basis  or  standard?  Shall  it  be  the  most  efficient  producer  or  the 
marginal  producer? 

In  this  connection  there  arises  a  leading  principle  of  price  fixing 
during  conditions  of  war  as  contrasted  with  conditions  of  peace.  Dur- 
ing war  times,  especially  in  our  recent  war,  a  prime  result  to  be  se- 
cured was  the  keeping  up  and  stimulating  of  production.  In  order  to 
do  this  a  price  should  be  fixed  which  would  encourage  increased  pro- 
duction on  the  part  of  the  more  efficient,  but  it  also  should  be  such  as 
to  keep  in  the  market  the  supplies  of  the  less  efficient.  It  will,  there- 
fore, be  found  upon  a  careful  examination  of  price  and  margin  fixing 
during  the  recent  war,  that  the  margins  established,  or  the  actual  price 
fixed,  was  so  liberal  as  measured  by  the  cost  of  production  of  the  most 
efficient,  that  the  result  desired — namely,  increased  production — has 
been  secured. 

It  may  be  inquired  whether  this  result  has  been  achieved  at  the  ex- 
pense of  the  consumer.  Without  being  able  to  answer  this  question 
completely,  it  may  be  pointed  out  that  there  has  been  at  least  one  un- 
doubted gain  for  the  consumer.  This  is  that  the  price  has  been  stabil- 
ised, and  many  consumers,  in  different  sections  of  the  country,  where 
from  time  to  time  supplies  have  been  short,  have  been  protected  from 
what  otherwise  might  have  been  a  quasi-monopolistic  price. 

A  stabilized  price  is  a  kind  of  insurance,  reducing  risk  both  for 
producers  and  consumers.  The  fixing  of  the  liberal  price — a  marginal 
producer's  price — in  war  times  gives  a  feeling  of  security  and  assur- 
ance to  producers  that  is  distinctly  advantageous.  They  have  only 
to  think  of  the  element  of  cost;  that  is,  how  to  organize  and  carry  on 
production  so  as  to  bring  it  as  far  as  possible  below  this  fixed  price. 

Likewise,  from  the  viewpoint  of  the  consumer,  there  is  this  kind  of 
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assurance  daring  war  times  when  uncertainty  is  greatest  both  for  con- 
sumers and  producers.  The  fixation  of  the  price  discounts  speculation 
by  consumers,  who  are  the  most  inefficient  of  all  risk  takers. 

Furthermore,  there  is  the  psychological  consideration  that  consum- 
ers will  tolerate  fixed  prices  and  an  empty  market  in  war  times,  where- 
as they  would  rebel  against  unregulated  high  prices.  In  short,  price 
fixing  on  the  basis  of  marginal  cost  reduces  risk  both  to  producer  and 
consumer  in  war  times,  and  prevents  unintelligent  speculation  on  the 
part  of  each  class. 

It  is  true  that  in  fixing  a  price  or  margin  primarily  on  the  basis  of 
the  less  efficient  producer,  a  wide  margin  of  profit  has  undoubtedly 
been  secured  by  the  more  efficient  in  a  number  of  cases.  However,  if 
a  war  taxation  system  had  been  devised  adequate  to  the  situation,  this 
result  could  have  been  counteracted  by  means  of  the  tax  collected  by 
the  government. 

Price  fixing  on  the  above  described  principle  has  met  surprisingly 
little  objection  from  the  trades  themselves.  This  is  due  not  only  to  the 
fact  that  satisfactory  margins  have  been  allowed,  but  also  to  the  fol- 
lowing important  fact:  in  many  of  the  businesses  where  price  has  been 
regulated,  as,  for  example,  in  the  food-distributing  business,  excessive 
competition  has  been  the  rule  and  price-cutting  of  all  descriptions  a 
generally  followed  practice.  If,  therefore,  a  disinterested  party,  such 
as  the  government,  stepped  in  and  proposed  a  fixed  price,  though  this 
may  not  have  been  entirely  satisfactory  to  all  members  of  the  trade, 
they  were  at  least  assured  of  stability  and  fair  dealing  because  an 
established  price  or  margin  was  enforced  upon  all  groups  of  the  trade. 
No  commonly  so-called  unfair  advantages  could  be  taken.  It  was  for 
each  one  to  devise  improved  methods  of  conducting  the  business  if  he 
desired  a  larger  measure  of  profit. 

In  this  connection  the  question  may  arise  whether  a  system  of  price 
fixing  tends  to  discount  improvements  in  methods  of  conducting  busi- 
ness, due  to  the  fact  that  in  a  certain  sense  guaranteed  profits  are 
assured.  It  is  safe  to  say  that  such  are  not  the  results,  for  with  any 
given  fixed  price  the  inducements  to  improve  business  organisations 
are  quite  as  great  in  order  that  the  production  and  selling  cost  may 
be  as  far  under  the  fixed  price  as  possible. 

The  results  achieved  in  price  fixing  during  the  past  war  undoubtedly 
are  far  beyond  the  expectations  of  accomplishment  of  many  econo- 
mists in  the  prewar  period.  Nevertheless,  we  should  not  delude  our- 
selves into  believing  that  obstacles  would  not  arise  in  peace  times  which 
are  not  met  in  times  of  war. 
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One  of  the  most  important  factors  in  making  any  price-fixing  sys- 
tem successful  is  such  a  system  of  inspection  as  will  assure  observance 
of  this  price.  During  war  times  there  has  been  devised  not  only  an 
extensive  machinery  of  the  government  itself/ to  see  to  it  that  these 
fixed  prices  were  observed,  but  there  has  also  been  that  even  larger 
army  of  volunteer  inspectors  on  the  part  of  the  purchasing  public  and 
members  of  the  trade.  It  is  safe  to  say  that  in  times  of  peace  no 
such  reliance  could  be  placed  upon  such  volunteer  inspections.  The 
government  itself  would  have  to  organize  a  very  large  force  to  super- 
vise the  observance  of  these  prices ;  and  under  competitive  conditions, 
unless  these  could  be  absolutely  guaranteed,  there  would  be  every  in- 
ducement on  the  part  of  competing  concerns  to  violate  the  regulations 
as  to  prices  and  margins. 

Then  too  it  must  be  realized  that  motives  of  patriotism  actuate  both 
the  producing  and  consuming  public,  which  are  not  in  operation  in 
peace  times. 

It  should  also  be  observed  that  information  as  to  costs  can  be  se- 
cured and  agreements  made  more  easily  in  war  times  than  in  peace. 
Any  governmentally  constituted  body,  made  up  of  anything  short  of 
supermen,  would  find  it  an  almost  impossible  task  to  determine  at  any 
one  time  the  fair  price  of  many  articles  upon  which  prices  have  been 
fixed. 

It  should  be  further  realized  that  fixing  the  price  of  cotton,  steel, 
and  food  commodities  is  much  more  complicated  than  that  of  arriving 
at  a  fair  rate  for  public  utilities,  in  which  there  are  so  many  more 
static  elements  of  cost.  Food  commodities  are  subject  to  many  con- 
ditions of  cost  determined  by  seasonal  factors,  and  the  complexity 
confronting  the  government  in  determining  the  price  of  many  of  these 
articles  would  be  overwhelming.  The  price  that  is  determined  by  the 
normal  competitive  conditions  of  the  market  may  be  more  safely  trusted 
to  be  just  for  both  producers  and  consumers  than  one  arrived  at  by  the 
activities  of  a  governmentally  constituted  body  of  mere  men. 

Under  competitive  conditions,  the  activity  of  the  producer,  and  the 
risk-takers,  will  more  likely  insure  to  the  consumer  the  lowest  possible 
price  and  the  greatest  amount  of  stability.  Government  insurance  of 
a  fair  competitive  price  in  peace  times  is  a  supererogation,  for  nor- 
mal prices  have  already  distributed  the  risk  in  an  equitable  manner. 


ECONOMIC  THEORY  IN  AN  ERA  OF  SOCIAL 
READJUSTMENT 

By  J.  M.  Claek 
The  University  of  Chicago 

I.     Introduction 

The  place  of  economic  theory  in  the  coming  generation  will  de- 
pend on  what  kind  of  theory  is  developed.  Economic  theory,  like 
many  another  thing,  will  have  whatever  place  it  can  make  and  hold 
for  itself.  There  are  two  main  ideals  to  be  achieved.  Economic 
theory  should  be  actively  relevant  to  the  issues  of  its  time  and  it 
should  be  based  on  a  foundation  of  terms,  conceptions,  standards 
of  measurement,  and  assumptions  which  is  sufficiently  realistic, 
comprehensive,  and  unbiassed  to  furnish  a  common  meeting  ground 
for  argument  between  advocates  of  all  shades  of  conviction  on 
practical  issues.  This  is  not  an  ideal  of  scholarly  detachment,  for 
that  may  lead  to  studies  that  are  inconsequential  or  irrelevant  to 
the  issues  of  the  day.  It  is  an  ideal  of  scientific  impartiality, 
which  is  a  very  different  thing. 

In  a  sense,  all  economic  thought  is  "theory,"  but  I  shall  assume 
that  we  are  talking  of  a  central  body  of  thought,  different  from 
the  multitude  of  special  studies  into  which  we  are  constantly  reach- 
ing out,  and  giving  a  general  view  of  underlying  forces  at  work 
in  the  economic  system  as  a  whole.  It  may  lay  down  principles 
to  be  applied  in  the  special  fields  of  study,  furnish  tools  of  thought 
or  methods  to  be  used  in  them,  or  an  orienting  interpretation  of 
the  world  in  its  economic  aspects  which  puts  these  special  studies 
in  their  place  and  helps  to  show  their  relation  to  each  other. 
Surely  there  is  place  and  need  for  such  a  central  body  of  thought 
if  economics  is  to  have  any  organic  unity,  and  to  be  in  any  sense 
an  organized  force. 

By  comparison  with  this  outline  of  the  place  of  theory,  what 
do  we  find?  In  the  more  general  treatises  we  find  two  bodies  of 
principle,  in  more  or  less  thought-tight  compartments,  and  dis- 
tinguished in  various  ways.  On  the  one  side  stands  a  body  of 
thought  marked  off  as  a  deductive  system,  dealing  with  the  mech- 
anism of  free  exchange  in  a  perfect  market  and  accepting  the 
valuations  made  by  individuals  in  such  a  market  as  its  final  meas- 
ure of  economic  quantities.  It  searches  for  laws  governing  levels 
of  equilibrium  in  such  markets,  and  in  this  broad  sense  is  static. 
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In  its  view  of  human  nature  and  of  social-economic  institutions 
it  either  assumes  them  to  be  static  or  tries  to  frame  its  static  state- 
ments so  as  to  admit,  passively,  the  existence  of  dynamic  facts  but 
make  no  further  changes  in  the  static  statements  and  hence  make 
no  active  analysis  of  dynamic  forces  and  changes  in  human  nature 
and  institutions.  This  has  much  the  same  effect  as  assuming  them 
to  be  static. 

I  include  here  the  type  of  theory  which  takes  human  choices  as  it 
finds  them  in  the  market,  without  asking  if  they  are  rational,  im- 
pulsive, or  what  not.  Some  dynamic  elements  enter  in;  for  in- 
stance, the  idea  of  a  progressive  standard  of  living,  and  some 
cumulative  forces  are  recognized,  such  as  the  fact  that  poverty 
breeds  poverty  and  that  high  wages  may  perpetuate  themselves 
through  increased  efficiency.  This  body  of  thought  centers  around 
the  theory  of  value  and  distribution  and  it  may  be  broadly  char- 
acterized as  "value  economics"  or  "price  economics."  Its  ulti- 
mate measure  of  wealth  is  utility  as  reported  by  some  purchaser 
in  making  a  purchase. 

Alongside  this  body  of  thought  is  another  of  a  different  char- 
acter. Sidgwick  distinguishes  it  as  the  "art"  of  Political  Econ- 
omy and  sets  it  apart  from  the  "science,"  though  he  regards  both 
as  parts  of  economic  theory.  Here  belongs  John  Stuart  Mill's 
discussion  of  property  and  communism,  of  land  tenures  and  of  the 
sphere  of  government,  and  also  the  Essay  on  Liberty.  Adam 
Smith's  treatment  of  public  expenditures  falls  in  this  division,  also 
a  large  part  of  J.  B.  Clark's  Philosophy  of  Wealth,  and  the  writ- 
ings of  Veblen  and  Hobson.  Here  belongs  also  the  discussion  of 
practical  problems  which  commonly  fills  the  last  half  of  our  text- 
books, so  far  as  it  embodies  principles  not  developed  in  the  first 
half.  This  second  division  of  thought  I  shall  call  "social  eco- 
nomics." 

Both  types  of  study  have  their  strong  and  weak  points.  So- 
cial economics  has  often  been  treated  unscientifically,  but  the  sub- 
ject-matter is  capable  of  scientific  treatment.  The  very  caution 
that  led  Sidgwick  (in  order  to  keep  clear  of  controversy,  be  it 
noted),  to  speak  of  it  as  "art"  rather  than  as  "science"  also  led 
him  to  treat  it  in  a  way  that  is  unmistakably  scientific.  Social 
economics  lacks  quantitative  definiteness  and  coherence,  largely  be- 
cause there  is  no  yardstick  of  social  value.  On  the  other  hand, 
price  economics  has  only  a  limited  bearing  on  current  issues,  just 
because  it  does  accept  the  yardstick  of  the  market,  hedged  and 
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conditioned  as  this  yardstick  is  by  the  very  institutions  which 
economic  theory  is  expected  to  interpret  to  a  critical  and  icono- 
clastic world.  The  materials  of  price  economics  are  selected,  not 
with  reference  to  furnishing  a  rounded  interpretation  of  the  busi- 
ness system  with  reference  to  the  movements  that  are  afoot  in  the 
coming  era  of  reconstruction,  but  with  reference  to  their  capacity 
for  fitting  into  a  quantitative,  deductive  scheme  of  thought — a 
logical  "closed  system."  Its  chief  bearing  on  the  problems  of  the 
day  is  to  serve  to  show  reformers  what  they  cannot  do,  and  even 
here  it  speaks  with  less  uncompromising  boldness  than  formerly. 

The  center  of  theoretical  interest  at  present  is  in  price  econom- 
ics. If  theory  is  to  take  its  proper  place,  the  center  of  interest 
must  be  shifted  and  price  economics  must  become  a  subordinate 
part  of  social  economics. 

II.     Why  Truth  is  Relative  in  Economic  Theory 

The  place  of  economic  generalization  lies  in  the  realm  of  things 
useful,  somewhere  between  a  futility  and  an  impossibility.  It  is 
impossible  to  tell  the  whole  truth  about  the  world  and  if  we  in- 
sist on  summing  it  up  under  a  simple  formula,  the  only  ones  that 
can  be  one  hundred  per  cent  true  are  in  the  form :  "Whatever  is, 
is,"  a  proposition  whose  futility  may  be  camouflaged  but  not 
cured.  For  example,  our  old  friend,  the  "economic  man,"  is  be- 
coming very  self-conscious  and  bafflingly  noncommittal.  Instead 
(of  introducing  himself  to  his  readers  with  his  old-time  freedom  and 
confidence,  he  says:  "I  may  behave  one  way  and  I  may  behave 
another,  but  what  is  that  to  you?  You  must  take  my  choices  as 
you  find  them:  I  choose  as  I  choose  and  that  is  all  you  really  need 
to  know."  The  poor  thing  has  been  told  that  his  psychology  is  all 
wrong,  and  he  is  gamely  trying  to  get  on  without  any  and  still 
perform  as  many  as  possible  of  his  accustomed  tasks.  On  the 
other  hand,  human  behavior  in  economic  life  is  so  many-sided  that  a 
letter-perfect  description  of  it,  beside  being  unattainable,  would  be 
just  as  unwieldy  as  the  uninterpreted  world  itself. 

Somewhere  between  this  futility  and  this  impossibility  lie  the 
really  useful  statements  of  principle,  those  which  are  significantly 
true.  Most  generalizations  are  true,  in  some  degree:  likewise  their 
opposites  are  true  in  some  degree.  But  some  are  trivial,  and 
some,  depending  on  the  state  of  the  popular  mind,  involve  no 
doubtful  issues. 

Among  those  that  are  really  significant,  some  are  significant 
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for  one  purpose,  some  for  another.  A  careful  thinker  always 
wants  to  know  for  what  purpose  a  definition  is  to  be  used  before 
he  will  admit  it  in  an  argument.  Marshall,  for  instance,  admits 
that  price  does  not  measure  marginal  utility  because  some  are 
rich  and  some  are  poor,  but  says  there  are  many  problems  for 
which  this  makes  no  difference,  because  these  problems  do  not  in- 
volve a  redistribution  of  wealth.  On  the  other  hand,  I  know  a 
jurist  who  seems  to  think  that  the  way  to  settle  the  question  of 
public  utility  valuations  is  to  get  the  economists  to  define  "value" 
in  the  abstract,  and  then  let  the  courts  make  what  use  they  will 
of  this  definition.  Perhaps  tomorrow — mailana  or  in  the  millen- 
ium — we  shall  be  able  to  frame  abstract  definitions  and  generaliza- 
tions that  shall  be  proof  against  misuse,  but  in  the  past  they  have 
mostly  been  framed  with  reference  to  particular  errors  or  evils 
which  they  might  serve  to  combat.  This  is  obviously  true  of  the 
myths  and  slogans  that  animate  fighting  parties,  but  it  is  no  less 
true  of  the  most  carefully  qualified  abstractions.  The  qualifications 
recognize  passively  the  existence  of  facts  and  forces  which  the 
abstraction  does  not  actively  interpret.  For  that  reason  new 
issues  must  bring  forth  new  selections  of  significant  material  em- 
bodied in  new  myths,  new  fighting  slogans,  and  new  abstractions. 
It  is  this  which  determines  the  range  of  study  in  the  "social  sci- 
ence of  business." 

Indeed,  the  most  one-sided  parts  of  economic  theory  are  not  the 
parts  that  deal  consciously  with  the  question  whether  private  en- 
terprise is  better  than  public  enterprise  in  any  given  case,  but 
rather  the  parts  where  they  feel  themselves  to  be  abstractly  and 
impartially  describing  the  economic  system  "as  it  is."  For  here 
they  are  not  on  their  guard  as  to  the  use  or  abuse  that  may  be 
made  of  their  doctrines.  One  of  the  best  examples  of  this  uncon- 
scious attitude  may  be  found  in  Smart's  "Second  Thoughts  of  an 
Economist"  where  he  says  :l 

"What  I,  for  my  part,  found  in  Political  Economy  was  a  science 
whose  main  object  was  not  defence  of  any  particular  system,  but  ex- 
planation of  how  men,  consciously  and  unconsciously,  work  into  one  an- 
other's hands,  and  get  and  give  each  his  daily  bread.  I  saw  it  analys- 
ing what  we  do  in  the  every-day  life  of  making  an  income  and  spend- 
ing it;  gathering  up  facts  into  categories  and  generalisations;  drawing 
deductions  of  what  men  in  general  will  do  in  the  future  from  observa- 
tion of  what  they  have  done  in  the  past.  All  this  seemed  to  me  as  im- 
personal as  anatomy,  as  the  writing  of  history,  as  the  observation  of  the 
tides — and  as  necessary." 

iPage  5. 
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In  other  words,  political  economy  does  not  defend  the  existing 
system  but  it  selects  for  explanation  the  elements  of  cooperation  in 
it,  which  are  the  elements  that  everybody  approves  of.  The  Aus- 
trian theory,  which  Smart  presents,  is  relevant  to  these  good  ele- 
ments in  the  existing  system,  and  it  is  not  positively  and  construct- 
ively relevant  to  any  other  side  of  the  case.  It  is  this  highly  se- 
lective and  highly  partial  theory  which  Smart  seems  to  have  found 
as  impersonal  as  anatomy  and  it  does  credit  to  his  saving  sense  of 
relevance  to  the  needs  of  humanity  that  he  felt  something  lacking 
in  this  theory  and  was  moved  to  step  outside  of  its  limitations  in 
his  last  book.  On  the  other  hand,  a  writer  like  Veblen,  who  also 
thinks  that  his  analysis  of  the  facts  of  the  existing  system  is  as 
impersonal  as  anatomy,  concentrates  his  attention  on  a  different 
set  of  aspects  and  forces  in  the  industrial  world,  and  gets  a  result 
of  a  very  different  color. 

Each  generation  of  economists  succeeds  to  a  new  assortment  of 
practical  problems  to  which  its  doctrines  are  to  be  applied.  Let 
a  man  start  with  early  mediaeval  ideas  of  trade  (to  which  one 
sometimes  sees  a  certain  tendency  to  revert)  holding  that  one 
man's  gain  is  prima  facie  another's  loss ;  that  the  exaction  of  the 
best  possible  bargain  (even  though  it  be  the  equating  point  of 
supply  and  demand)  is  obviously  evil,  and  that  whatever  benefit 
can  come  of  private  business  must  be  sought,  not  because  of  men's 
freedom  to  seek  their  own  interests  but  in  spite  of  it,  through 
the  direct  and  omnipresent  intervention  of  church,  government,  or 
gild.  Let  him  also  feel  the  hampering  effects  and  see  the  abuses 
of  such  a  system  of  control. 

Now  let  such  a  person  become  aware  for  the  first  time  of  the 
wonder  of  tolerable,  though  unintentional  cooperation  in  which 
the  frankest  selfishness  yields  surprisingly  decent  results  through 
the  efficient  but  unplanned  organization  that  the  exchange  sys- 
tem carries  with  it.  Let  him  note  the  genuine  service  rendered 
by  the  price  that  equates  supply  and  demand,  by  noting  its  superi- 
ority to  those  crude  attempts  at  regulation  which  are  the  only 
ones  he  knows.  Let  him  grasp  the  element  of  mutual  aid  running 
through  exchange  and  see  its  organizing  possibilities.  Let  him 
contrast  these  with  the  crippling  effects  of  those  crude  attempts 
at  interference  which  will  inevitably  furnish  his  standard  of  com- 
parison and  therefore,  unconsciously,  will  represent  the  zero  point 
from  which  he  measures  the  plus  and  minus  quantities  of  social 
benefit  and  social  cost. 
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Let  him  be  gifted  with  a  mind  of  interpretative  force,  and  in 
what  terms  will  he  frame  his  interpretation?  What  will  be  the 
dominant  abstractions  of  his  system?  Obviously,  those  which  em- 
body the  facts  that  he  has  to  present  to  an  unseeing  world.  The 
validity  of  price  as  an  economic  organizing  force  is  his  contribu- 
tion, not  its  imperfections.  The  Wealth  of  Nations  was  such  a 
study.  The  worst  abuses  of  the  time  were  those  of  local  and  na- 
tional regulation  of  industry,  and  the  powers  of  individualism 
were  tugging  at  the  leash  with  no  chance  to  show  what  they  would 
do  or  how  far  they  would  go  when  they  were  set  free.  Adam 
Smith's  entire  philosophy  was  relevant  to  this  situation  in  that  it 
promoted  individualism  more  strongly  than  any  economist  would 
do  at  the  present  day,  when  individualism  has  shown  us  what  it 
will  do  for  good  and  for  harm  and  where  it  needs  to  be  supple- 
mented and  where  it  needs  to  be  restrained. 

The  old-fashioned  economic  man  is  one  of  the  abstractions 
which  express  this  particular  side  of  the  truth,  though  with  an 
absoluteness  not  found  in  real  life.  It  is  a  true  conception  as 
over  against  the  errors  of  the  Mercantilist  theory,  and  it  is  equal- 
ly true  (in  that  it  contains  truth)  as  over  against  present-day 
criticisms  of  the  purely  negative  sort  that  would  sweep  away  all 
the  standing  body  of  theory  and  put  in  its  place  no  equivalent, 
merely  because  the  psychological  basis  of  utility  theory  is  at  fault. 
The  statement  that  value  has  nothing  to  do  with  utility  is  an  er- 
ror, and  the  arguments  in  support  of  it,  drawn  from  the  high 
value  of  diamonds  and  the  low  value  of  coal  and  water,  are  falla- 
cious. As  over  against  such  a  doctrine  the  conception  of  marginal 
utility,  as  the  key  to  the  relation  between  prices  and  wants,  em- 
bodies a  vital  and  important  truth.  But  it  does  not  embody  all 
we  need  to  know  of  the  relation  of  wants  to  prices.  Taken  as  a 
statement  of  the  way  in  which  consumption  is  guided,  it  is  inade- 
quate, and  therefore  any  doctrine  which  takes  it  as  the  ultimate 
and  absolute  law  of  consumption  is  false,  as  over  against  more 
constructive  statements  based  on  a  better  attested  view  of  human 
nature,  amending  the  general  case  for  free  exchange  in  definite 
directions  and  furnishing  a  basis  for  needed  and  practical  meas- 
ures of  constructive  reform. 

But  such  a  conception  as  the  economic  man  becomes  more  for- 
malized and  crystallized  with  the  passage  of  time,  and  structures 
of  deduction  are  increased  upon  it,  becoming  more  elaborate  and 
more  brittle,  long  after  its  chief  active  purpose  has  been  attained 
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in  the  freeing  of  trade  from  mercantilist  shackles,  and  it  has  sub- 
sided into  the  more  passive  role  of  furnishing  a  prima  facie  case 
in  favor  of  the  competitive  order  as  over  against  projects  of  revo- 
lution or  fundamental  reform.  Meanwhile  the  new  generations  are 
arising. 

What  is  their  vision?  The  marvel  of  spontaneous  cooperation 
is  no  marvel  to  them.  Their  textbooks  have  presented  them  with 
its  concentrated  essence  in  a  purity  more  or  less  frankly  unreal. 
This  furnishes  their  intellectual  point  of  departure.  The  direction 
in  which  the  world  about  them  departs  from  this  formula  is  toward 
apparent  variations  from  type,  which  fail  to  produce  the  ex- 
pected efficiency  and  instead  cause  waste  and  social  loss  rather 
than  pure  mutual  gain  in  the  process  of  free  exchange.  The  older 
student  was  interested  primarily  in  the  fact  that  prices  do  reach 
an  approximate  equilibrium.  The  newer  is  interested  in  the  bad 
quality  of  housing  accommodations  as  a  disastrous  and  unneces- 
sary phase  of  laissez  faire;  in  the  effects  of  seasonal  fluctuations 
of  industry  as  an  imperfectly  compensated  cost  of  production ;  in 
the  wastes  of  competition  and  in  methods  of  diminishing  them. 

The  older  theorist  had  written  down  as  his  "balance  carried 
forward"  a  theory  of  the  pernicious  effects  of  free  enterprise,  and 
such  tolerably  good  tendencies  as  he  discovered  were  clear  gain. 
The  modern  theorist  carries  forward  a  theory  of  one  hundred  per 
cent  efficiency  for  competitive  institutions  and  is  alert  to  all 
shortages,  for  they  appear  as  a  clear  deficit.  The  conceptions 
adopted  by  the  one  embody  the  elements  responsible  for  the  har- 
monies he  finds ;  those  demanded  by  his  present-day  successor  must 
embody  also  the  qualities  responsible  for  the  many  and  various  dis- 
harmonies, and  hence  must  be  at  once  less  simple  and  universal 
and  more  realistic  and  particular. 

III.  Some  Tools  of  Social  Economics 
The  central  problem  of  social  economics  is  the  organization  of 
the  economic  forces  of  society  to  get  and  to  do  the  things  that 
are  wanted.  Price  is  of  interest,  not  so  much  for  its  own  sake  as 
in  view  of  the  part  it  plays  in  this  work  of  organization.  Value 
economics  is  primarily  interested  in  the  determining  causes  of 
price ;  social  economics  is  primarily  interested  in  its  function  as  an 
organizing  agency.  Since  value  economics  analyzes  this  function 
so  far  as  market  values  may  be  taken  as  a  gauge  of  social  purposes 
and  desires,  social  economics  must  make  its  contribution  by  in- 
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terpreting  the  social  values  which  market  value  distorts  or  ignores, 
and  the  resulting  discrepancies  between  market  value  and  a  more 
comprehensive  view  of  social  values,  between  competitive  efficiency, 
national  efficiency,  and  perhaps  world  efficiency. 

Some  maintain  that  the  study  of  these  discrepancies  is  a  matter 
of  ethics  and  not  economics,  largely  because  it  seems  to  involve 
sitting  in  judgment  on  individuals'  wants  and  criticising  the  sys- 
tem of  gratification  because  the  wants  that  animate  it  are  bad. 
But  there  is  a  great  deal  more  to  the  matter  than  that.  For  ex- 
ample, in  some  places  an  owner  of  real  estate  can  secure  an  "ease- 
ment of  light  and  air"  protecting  him  against  what  would  other- 
wise be  an  uncompensated  damage  to  his  property  when  someone 
puts  up  a  high  building  on  the  adjoining  lot.  This  damage  to 
property  is  an  economic  fact  where  the  owner  is  so  protected,  but 
where  the  law  does  not  make  such  protection  possible,  shall  we  be 
told  that  this  same  damage  is  not  an  economic  fact  at  all,  but 
purely  an  ethical  one?  Such  an  attitude  would  stultify  any  at- 
tempt to  make  economics  fully  and  actively  relevant  to  social 
changes.  It  could  not  even  report  as  a  descriptive  fact  the  ex- 
istence of  the  value  which  the  old  system  sacrificed  and  which  re- 
formers wanted  to  protect,  until  after  the  reformers  had  succeeded 
in  protecting  it.  Such  a  report  would  be  fatally  biased  by  leav- 
ing out  elements  unfavorable  to  the  existing  order. 

What  are  some  of  the  conceptions  that  furnish  tools  for  the 
study  of  social  economics?  Time  permits  only  the  bare  mention 
of  a  few  and  one  of  the  most  far-reaching  has  just  been  men- 
tioned. It  is  the  Conception  of  the  inappropriables :  of  costs  and 
services  that  are  not  fully  compensated  because  our  legal  system 
does  not  or  cannot  surround  them  with  the  rights  and  protection 
that  go  with  full  private  property.  It  may  not  be  the  part  of 
economic  science  to  assume  to  set  a  quantitative  value  on  these 
things,  but  it  is  a  very  important  part  of  its  task  to  study  them 
as  economic  facts  which  furnish  the  raw  material  for  social  valu- 
ations different  from  the  valuations  of  the  market. 

Another  important  principle  is  the  principle  of  alternatives, 
which  states  that  values  and  costs  must  always  be  interpreted  with 
reference  to  the  range  of  alternatives  that  are  open.  This  fur- 
nishes another  reason  why  social  valuations  and  individual  valua- 
tions differ,  because  the  range  of  alternatives  open  to  society  is 
different  from  that  open  to  individuals.  The  individual  may  es- 
cape from  costs  that  society  has  to  bear,  or  vice  versa;  the  indi- 
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vidual  may  choose  under  the  pinch  of  want  or  under  bad  bar- 
gaining conditions,  when  it  is  not  socially  necessary  that  he  should 
be  confined  to  such  a  stern  choice  of  evils. 

Another  principle  is  that  economic  effort  is  not  merely  guided 
by  personal  choices  as  they  appear  in  the  market,  but  itself  guides 
those  choices.  The  study  of  the  institution  of  "free  choice"  from 
the  educative  point  of  view  opens  up  an  endless  vista  of  fruitful 
study.  The  study  of  knowledge  as  a  productive  asset  opens  up 
another  vista.  Knowledge  is  different  from  material  means  of 
production,  for  it  is  inexhaustible,  is  generally  not  fully  appro- 
priable, and  does  not  conform  to  the  formula  of  marginal  pro- 
ductivity as  that  is  applied  to  the  material  forms  of  capital.  In- 
dustrial morale  is  another  tremendously  important  social-eco- 
nomic asset  whose  laws  are  largely  unformulated.  Then  there 
is  the  possibility  of  objective  standards  of  value  furnished  by 
science.  Science  can  never  dictate  to  humanity  the  choice  of  the 
ultimate  ends  of  life,  either  individual  or  social,  but  it  may  de- 
termine objectively  the  value  of  means  to  ends  where  the  ends  are 
known,  and  it  may  serve,  in  this  field,  to  revise  individual  values 
as  they  are  expressed  in  a  free  market.  Our  present  system  of 
industrial  priorities  is  a  system  of  non-market  values,  recording 
judgment  of  the  objective  importance  of  things  as  means  to  win- 
ning the  war  or  guaranteeing  the  absolute  necessities  of  life  to 
the  peoples  of  the  world.  But  apart  from  war  or  worldwide 
food  shortage,  the  health  values  can  be  measured  objectively  by 
the  medical  profession,  and  it  is  a  fair  assumption  that  most  peo- 
ple want  health. 

Social  economics  must  try  to  distinguish  things  that  are  due  to 
our  existing  institutions  from  things  that  are  independent  of 
them.  To  do  this  it  is  necessary  to  know  something  about  insti- 
tutions other  than  our  own,  including  possible  experiments  that 
may  be  as  yet  untried.  Thus  the  social  economics  of  the  existing 
order  cannot  be  confined  to  a  study  of  the  existing  order  itself. 
For  example,  some  form  of  accounting  involving  estimates  of 
marginal  productivity  is  necessary  to  efficient  organization  under 
any  system,  socialist  or  otherwise.  But  the  exchange-value  meas- 
ure of  productivity  depends  on  private  enterprise  and  the  use  of 
this  gauge  of  productivity  as  the  standard  for  distributing  re- 
wards depends  on  private  enterprise  and  competition. 

Finally,  social  economics  should  know  something  of  social  pur- 
poses, if  it  is  to  report  on  the  effects  of  business  in  furthering  or 
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thwarting  those  purposes  and  is  not  to  confine  itself  to  such  pur- 
poses as  are  expressed  via  individual  demands  in  a  free  market. 
We  have  lately  had  a  stupendous  object-lesson  in  the  contrast  be- 
tween the  economy  best  fitted  to  serve  the  dominant  purposes  of 
war  and  the  economy  naturally  adopted  by  peaceable  and  demo- 
cratic nations.  This  is  only  one  example  of  an  organic  social 
purpose  the  promotion  of  which  is  not  guaranteed  by  the  type 
of  efficiency  that  private  enterprise  promotes.  Because  it  has  not 
been  oriented  by  a  realistic  and  independent  study  of  social  pur- 
poses economic  theory  has  seemed  to  be  directed  toward  one  limited 
set  of  social  purposes,  often  stigmatized  as  materialistic,  commer- 
cial and  unworthy. 

IV.     Certain  Stumblingblockg 

So  much  for  the  positive  side:  the  principles  to  be  followed. 
There  are  certain  stumblingblocks  in  the  traditional  methods  of 
theory:  certain  things  to  be  avoided.  One  lies  in  the  definition  of 
wealth  as  consisting  in  objects  of  desire,  limited  in  supply,  appro- 
priable and  exchangeable.  The  danger  lies  in  assuming  that 
these  characteristics  are  coextensive,  and  is  illustrated  by  the  fact 
that  writers,  in  showing  what  they  mean  by  things  that  are  not 
appropriated,  regularly  cite  examples  of  free  goods.  This  directs 
attention  away  from  those  inappropriables  which  are  not  free 
goods  and  around  which  so  much  of  economic  policy  centers. 

Another  thing  of  more  than  doubtful  value  is  the  tendency  to 
treat  human  values  and  costs  in  the  language  of  accounting.  This 
tempts  one  to  forget  that  costs  in  accounting  are  measured  from 
an  absolute  base  line  set  by  the  maintenance  of  the  assets  of  the 
business  intact.  There  is  no  such  base  line  in  human  accounting, 
and  the  deficit  economy  is  a  human  reality  which  the  idea  of  a 
consumer's  surplus  fails  to  report.  From  this  point  of  view  the 
whole  conception  of  "psychic  income"  is  dangerous.  Then  there 
is  the  fact  that  the  study  of  utility  seems  to  be  oriented  by  the 
question:  "To  what  is  value  equal?"  rather  than  by  the  broader 
question:  "How  does  value  function  in  relation  to  human  wants?" 
Another  stumblingblock  lies  in  treating  social  efficiency  as  a  sum 
of  individual  efficiencies.  This  is  a  mistaken  outgrowth  of  a  very 
true  idea :  namely,  the  idea  that  things  serve  society  in  proportion 
as  they  serve  the  individuals  in  society.  The  logical  error  is  pre- 
cisely the  same  as  would  be  involved  in  arguing  that  a  railroad  line 
is  well  located  because  none  of  the  locomotive  engineers  find  it 
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worth  while  to  run  their  engines  off  the  rails  in  search  of  a  better 
location.  A  final  stumblingblock  is  the  attempt  to  keep  economics 
pure  by  avoiding  the  subjects  of  sociology,  jurisprudence,  ethics, 
psychology,  and  what  not.  This  defeats  its  own  end,  if  it  goes  so 
far  that  when  the  economist  needs  an  assumption  from  these  fields 
he  manufactures  it  himself,  for  he  is  likely  to  produce  an  assump- 
tion that  involves  bad  psychology,  or  bad  jurisprudence,  or  bad 
sociology.  He  needs  to  have  sufficiently  close  relations  to  these 
fields  to  borrow  his  assumptions  from  competent  specialists  in 
order  that  his  own  work  may  be  in  his  own  field  of  special  com- 
petence. 

V.     Conclusions 

If  theory  is  moulded  on  the  lines  suggested,  what  will  it  look 
like?  It  will  not  be  a  complete  set  of  finished  doctrines,  nor  of 
quantitative  laws,  and  will  contain  more  qualitative  analysis  than 
quantitative.  It  will  spend  so  much  time  in  establishing  its  as- 
sumptions on  a  realistic  basis  that  there  will  be  less  to  spend  in 
elaborating  the  minutiae  of  the  laws  that  may  be  deduced  from 
them.  It  will  furnish  the  student  with  tools  of  thought  rather 
than  with  the  finished  product;  with  knowledge  of  the  general 
features  of  the  institutions  he  is  studying;  and  with  principles  of 
a  widely  varying  sort,  embodying  many  ways  in  which  business 
affects  human  desires,  directly  and  indirectly.  Possibly  its  study 
of  methods  may  go  so  far  as  to  set  up  standards  of  scientific  pro- 
cedure in  a  field  where  work  is  now  regarded  as  not  genuinely 
scientific.  Sometime  there  may  be  a  recognized  economic  method- 
ology which  may  occupy  a  truly  central  place  in  economic  thought. 


THE  PSYCHOLOGICAL  BASIS  FOR  THE  ECONOMIC 
INTERPRETATION  OF  HISTORY 

Br  William  F.  Ogbuin 

The  University  of  Washington 

The  phrase,  "the  economic  interpretation  of  history,"  is  a  con- 
densation in  a  single  phrase  of  a  complex  series  of  ideas*  The 
complexity  of  the  subject,  the  emotional  setting  of  the  material, 
and  the  descriptive  inadequacy  of  the  phrase,  have  led  to  a  good 
deal  of  misunderstanding.  The  problem  is,  therefore,  certainly 
first  of  all  one  of  analysis.  However,  this  paper  does  not  attempt 
a  general  analysis,  although  the  many-sidedness  of  the  subject  is 
realized.  The  purpose  here  is  only  to  develop  the  psychological 
basis  of  one  phase  of  the  subject. 

More  specifically,  the  thesis  is  that  the  development  of  abnormal 
psychology  within  the  past  decade  or  so  has  developed  a  psycho- 
logical foundation  for  the  doctrine,  hitherto  lacking.  In  the  first 
half  of  the  paper  this  psychological  foundation  will  be  presented 
by  setting  forth  certain  mental  mechanisms  which  recent  researches 
in  the  field  of  abnormal  psychology  have  developed.  It  will  then 
be  argued  that  these  newly  discovered  mental  mechanisms  are  the 
ones  which  account  for  the  collective  behaviour  which  we  study 
under  the  title,  "the  economic  interpretation  of  history."  The 
latter  half  of  the  paper  will  consider  certain  illustrations  of  the 
economic  interpretation  of  history,  and  will  show  how  these  same 
mental  mechanisms  operate  in  the  collective  behaviour  of  history, 
as  well  as  in  individual  behaviour.  And  the  claim  will  be  made 
that,  as  a  working  hypothesis,  the  economic  interpretation  of  his- 
tory has  been  very  greatly  strengthened  by  these  researches. 

Earlier  psychology,  dating  from  Darwin  and  Spencer,  not  only 
did  not  provide  such  a  psychological  basis,  but,  indeed,  furnished 
a  distinct  basis  of  criticism,  which  seemed  to  weaken  the  hypothesis. 
This  psychology  stressed  the  multiplicity  and  variety  of  the  in- 
stincts. These  instincts  are  usually  listed  in  the  hundreds.  And 
the  point  of  application  to  the  economic  interpretation  theory 
was  this.  If  man  has  these  many  and  various  instincts,  why 
single  out  one,  the  desire  for  food,  and  build  a  whole  interpretation 
of  history  on  one  alone?  In  other  words,  the  economists  were  ac- 
cused of  using  "bad  psychology9'  in  neglecting  the  other  instincts. 
But  one  obvious  defect  of  the  criticism  is  the  attempt  to  identify 
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the  economic  motive  with  the  desire  for  food,  or  any  one  single 
instinct.  For  the  economic  motive,  at  least  in  modern  times,  is 
the  desire  for  money  or  what  money  will  buy,  and  money  will  buy 
not  only  material  good,  but  satisfaction  for  nearly  every  instinct. 

The  older  psychology  also  stressed  the  separateness  of  the  in- 
stincts. Exposed  to  a  certain  stimulus,  our  reaction  would  be 
along  the  paths  of  one  instinct;  exposed  to  another  stimulus,  re- 
action would  follow  another  instinct.  And  the  instincts  were 
sometimes  thought  of  as  being  all  of  the  same  plane.  These  ideas, 
more  or  less  carelessly  applied,  seemed  to  strengthen  the  criticism 
Which  considered  the  economic  motive  as  simply  one  of  many 
separate  instincts.  While  the  relations  of  the  instincts  one  to  an- 
other are  by  no  means  clear  as  yet,  nevertheless  the  recent  achieve- 
ments in  physiological  psychology,  particularly  in  this  country 
in  the  work  of  Cannon  and  Crile,  as  well  as  in  abnormal  psy- 
chology, point  distinctly  in  the  direction  of  a  considerable  inter- 
relation and  inter-dependence  of  the  instincts.  These  relation- 
ships are  such  as  to  weaken  the  older  concept  of  their  being  sepa- 
rate and  on  the  same  plane.  In  other  words,  it  would  now  seem 
more  permissible  to  think  of  the  economic  motive  as  harnessing  in 
its  train,  at  various  times,  quite  a  variety  and  number  of  the  in- 
stincts. 

But  it  is  not  along  these  lines  of  application  that  the  major 
purpose  of  this  paper  is  concerned.  The  major  purpose  is  to  set 
forth  certain  of  the  newly  discovered  mechanisms,  the  unconscious, 
the  censor  displacement,  projection,  compensation,  the  use  of  sym- 
bols and  rationalization,  which  have  been  developed  by  Freud,  Jung, 
Ferenczi,  Adler,  Abraham,  Pfister,  Blueler,  Jones,  Brill,  Frink  and 
others,  and  to  show  how  the  instincts  function  through  them,  and 
how  these  mechanisms  offer  an  explanation  of  the  social  behaviour, 
called  the  economic  motivation.  In  so  brief  a  paper  it  will  not  be 
possible  to  define  these  concepts  very  fully,  however  desirable  it 
may  seem  in  dealing  with  such  strange  concepts  and  discoveries. 
I  shall  define  the  concepts  in  a  few  words  and  then  give  a  few  il- 
lustrations, not  claiming  in  any  case  that  the  proof  is  developed 
in  the  paper.  To  develop  a  proof  of  a  partichlar  illustration 
often  requires  many  pages  or  even  a  book.  In  the  extensive  liter- 
ature are  many  cases  of  scientific  treatment  and  proof.  Some  of 
my  audience  may  not  be  familiar  with  the  general  background  and 
material,  and  to  these  I  will  say  that  my  experience  in  such  events 
has  been  that  some  of  the  illustrations  inevitably  have  seemed  un- 
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convincing,  but  a  further  reading  of  the  literature  usually  makes 
them  appear  convincing.  It  may  also  be  that  those  who  have 
been  accustomed  to  dealing  with  subjects  of  such  high  dignity  as 
state  craft,  trade  relations  of  nations,  or  general  economic  con- 
ditions, will  find  that  illustrations  concerning  sex  and  the  be- 
haviour of  nervous  women  seem  quite  trivial.  In  anticipation,  it 
may  seem  desirable  to  state  that  it  is  quite  necessary  to  draw  il- 
lustrations from  these  subjects,  because  such  has  been  the  field  of 
the  research  which  has  developed  them.  And  as  to  their  triviality, 
such  an  attitude  is  unwarranted,  just  as  much  so  as  to  consider 
monographs  on  the  earthworm  or  the  amoeba  as  being  trivial. 
These  psychologists  are  engaged  in  the  important  task  of  work- 
ing out  cures  for  insanity  and  in  curing  cases  of  nervousness, 
which  are  increasing  at  such  a  rapid  rate  in  our  modern  life. 
They  are  concerned  with  the  very  real  problem  of  lessening  human 
misery  and  bringing  happiness,  and  bid  fair  to  do  it  just  as  truly 
as  will  be  done  by  the  increase  of  material  possessions  or  the  ex- 
tension of  political  liberty.  Indeed,  the  discoveries  of  Freud  have 
many  times  been  claimed  to  be  as  significant  as  the  discovery  of 
the  theory  of  evolution  by  Darwin  and  Wallace. 

While  many  of  the  illustrations  are  from  abnormal  personali- 
ties, it  is  very  important  to  remember  that  the  psychologically  in- 
sane are  considered  to  differ  from  the  normal  only  in  degree,  and 
that  therefore  the  study  of  insanity  is  analogous  to  the  use  of  the 
microscope  in  the  laboratory. 

The  unconscious. — A  great  many  of  our  desires  are  uncon- 
scious. They  function  in  such  a  manner  that  we  are  unconscious 
of  their  real  nature.  Many  of  these  desires  cannot  be  brought  to 
consciousness  without  the  aid  and  assistance  of  someone  else. 
Some  desires,  though  forgotten,  do  not  die,  but  live  on  in  an  un- 
conscious state.  A  vast  amount  of  human  behaviour  is  occasioned 
by  unconscious  motives.  In  some  cases  a  series  of  repressed  de- 
sires integrate  into  a  sort  of  subconscious  personality. 

That  unconscious  desires  may  exist,  is  seen  in  cases  of  double 
or  multiple  personality,  of  the  "Dr.  Jekyll  and  Mr.  Hyde"  type. 
The  case  of  the  Reverend  Ansel  Bourse,  cited  by  Hart,1  and 
Janet's*  Irene  are  cases  in  point,  as  are  the  cases  studied  by 
Prince.1    Dream  analysis,  as  developed  by  Freud,  furnishes  abun- 

*  Bernard  Hart,  The  Psychology  of  Insanity  (1912)  p.  49. 

*  Pierre  Janet,  The  Major  Symptoms  of  Hysteria  (1907),  p.  99. 

*  Morton  Prince,  The  Dissociation  of  Personality  (1906),  and  The  Uncon- 
idous  (1914). 
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dant  evidence  of  the  unconscious,  as  most  of  the  dream  material 
comes  from  the  unconscious  state.  Another  illustration,  mentioned 
by  Frink,4  is  that  of  a  man  who  was  exceptionally  violent  in  rail- 
ing against  all  manifestations  of  authority.  The  exceptional  na- 
ture of  his  reaction  was  shown  upon  analysis  to  be  due  to  a  re- 
pressed feeling  against  a  very  dominating  and  authoritative  par- 
ent ;  the  repressed  feeling,  though  long  forgotten,  had  lived  on  in 
the  unconscious  since  early  childhood,  and  manifested  itself  in  an 
exceptional  rebellion  against  various  forms  of  authority.  The 
love  of  a  woman  for  a  pet  lap  dog  is  often  the  manifestation  of  a 
repressed,  and,  perhaps,  unconscious,  desire  for  children.  These 
illustrations  all  bear  evidence  of  a  body  of  desires  in  the  uncon- 
scious state.  The  fact  that  so  many  of  our  desires  come  from 
the  unconscious,  has  been  the  occasion  of  comparing  the  process 
of  their  functioning  to  that  of  a  magnet  placed  under  a  paper, 
upon  which  are  placed  iron  tacks.  The  tacks  move  when  the 
magnet  is  moved,  but  the  magnet,  the  force  which  causes  the 
tacks  to  move,  is  not  visible. 

Repression. — Many  of  the  desires  of  the  unconscious  are  there 
because  they  are  repressed  from  the  field  of  consciousness.  They 
are  repressed  because  of  mental  conflicts.  In  a  particular  case 
there  is  a  conflict  between  perhaps  two  sets  of  desires,  one  of  which 
may  be  antisocial,  and  the  other  may  be  highly  in  accord  with  the 
best  moral  tradition.  This  mental  conflict  causes  pain  and  per- 
haps a  loss  of  mental  energy.  Such  a  state  of  affairs  is  intolerable 
to  the  personality,  and  the  mind  acts  usually  according  to  what 
is  called  the  pleasure  principle,  that  is,  it  must  find  its  pleasure 
in  relief.  The  result  will  probably  be  that  the  antisocial  desire 
will  be  repressed  into  the  unconscious,  in  which  it  continues  to 
live,  though  forgotten.  Much  forgetting  is  therefore  purposeful. 
The  particular  repressing  agency  is  sometimes  called  the  "cen- 
sor" or  "censure."  Thus,  professional  jealousy  is  sometimes  so 
successfully  repressed  that  one  does  not  admit  to  himself  its  ex- 
istence. Similarly,  humiliating  experiences,  which  are  painful  to 
remember,  are  forgotten,  as  has  been  often  noted  in  unsuccessful 
love  affairs  which  involve  loss  to  one's  hopes  and  ambitions,  or 
one's  self-respect.  In  these  cases,  if  there  was  not  repression  and 
forgetting,  the  persons  would  suffer  greatly  from  the  pain  of  the 
mental  conflict.  The  case  of  Ir£ne,  previously  referred  to,  al- 
though of  a  pathological  nature,  shows  very  clearly  the  phenome- 

«  H.  W.  Frink,  Morbid  Fears  and  Compulsions  (1918),  p.  140. 
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non  of  repression.  This  young  woman  nursed,  during  a  long  ill- 
ness, her  mother,  to  whom  she  was  exceptionally  devoted,  and  with 
whom  her  future  was  quite  bound  up.  The  mother  finally  died, 
under  very  trying  and  impressive  circumstances.  But  for  days 
at  a  time  afterward  the  daughter  seemed  to  be  utterly  unaware 
that  her  mother  was  dead.  Then  suddenly,  perhaps  during  a  con- 
versation with  friends,  she  would  become  transformed  as  it  were, 
and  reenact  with  consummate  histrionic  skill  the  scene  at  her 
mother's  death  bed,  living  it  over  in  minute  detail,  all  during  which 
she  would  be  oblivious  to  her  surroundings.  She  would  not  hear, 
for  instance,  remarks  addressed  to  her.  In  this  case  the  thought 
of  her  mother's  being  dead  was  so  unbearable  that  she  repressed 
the  whole  complex  from  her  mind,  and  most  successfully,  but  the 
repression  was  not  perfect,  and  suddenly  the  repressed  material 
would  come  to  consciousness  and  result  in  reenacting  the  deathbed 
scenes.  Where  conflicts  are  acute  and  intolerable,  and  the  repres- 
sion inadequate,  the  mind  cannot  stand  the  strain  and  insanity 
results.  This  analysis  of  the  cause  of  psychological  insanity  is 
described  by  Jung,8  in  his   analysis   of  a  maniacal  type,   the 

archaeologist  from  the  University  of  B .    Repressions  of  a 

minor  scale  go  on  through  our  daily  life.  Periods  of  very  great 
repression  occur  in  late  childhood.  Such  desires  as  sex,  pug- 
nacity, or  selfishness  are  often  repressed;  the  repressing  agency 
is  usually  the  desires  that  accord  with  popular  moral  sanction. 

The  disguised  activity  of  tmconscious  desires. — These  repressed 
unconscious  desires,  though  forgotten,  do  not  die,  but  live  on,  and 
they  endeavor  to  escape  the  repression.  Thus,  the  force  which 
repressed  them  in  the  first  instance  must  continually  keep  watch 
lest  these  repressed  desires  break  out  into  consciousness  and  ex- 
press themselves.  The  "censor"  acts,  therefore,  as  if  continually 
on  guard.  This  "censorship"  is  not  always  successful,  for  many 
of  the  desires  escape.  This  they  do  by  disguising  themselves,  very 
much  as  a  Mexican  revolutionist  who  wants  to  buy  ammunition 
may  cross  the  border,  disguised  as  a  peasant  working  woman. 
The  effectiveness  of  the  disguises  of  repressed  instincts  explains 
why  psychologists  were  not  fully  aware  of  them  until  the  re- 
searches of  the  psycho-analysist  appeared,  and  the  illustrations 
which  authors  cite  of  these  disguised  desires  seem  so  unsound,  on 
first  impression,  for  the  very  reason  that  the  disguise  is  effective. 
These  disguises  which  our  motives  assume  are  the  central  feature 

iCG.  Jung,  "Der  Inhalt  dcr  Psychose"  (1908). 
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of  this  paper,  because  of  the  thesis  that  the  economic  motives  of 
history  are  disguised.  A  number  of  such  disguises,  therefore,  will 
be  presented  in  detail,  to  show  their  astounding  ingenuity,  their 
very  great  prevalence,  and  the  ease  and  skill  with  which  the  human 
mind  can  perform  these  remarkable  feats. 

Displacement. — A  repressed  desire  may  escape  the  censor  by 
displacing  the  true  objective  of  the  desire  by  a  substitution.  Thus 
Freud  tells  of  a  patient  who  was  irresistibly  compelled  to  examine 
the  number  of  every  bank  note  that  came  under  her  observation. 
She  knew  the  act  to  be  foolish,  yet  she  could  not  help  doing  it, 
and  suffered  acutely  because  of  this  compulsion.  Upon  analysis 
it  was  found  that  she  had  suffered  from  an  unrequited  love  affair. 
The  conflict  and  pain  which  arose  caused  her  to  banish  the  pain- 
ful chapter  from  her  life,  and  she  forgot.  The  repression  was 
successful,  but  the  compulsion  neurosis  appeared.  Further  analy- 
sis showed  that  a  bank  note  played  a  significant  part  in  this  love 
chapter.  So  that  although  she  repressed  the  desire,  it  was  never 
dead,  and  made  a  partial  escape  through  a  displacement  on  to 
the  bank  note.  This  account  and  explanation  appear  very  strange. 
Yet,  that  such  explanations  are  true  accounts,  seems  to  be  indi- 
cated by  the  fact  that  cases  are  cured  after  an  unmasking  of  the 
disguise.  A  number  of  such  strange  and  morbid  compulsions  have 
been  similarly  analyzed.  A  more  ordinary  illustration  from  nor- 
mal behaviours,  is  that  of  affectation  in  dress  or  gait.  Much 
affectation  in  dress  is  unconscious,  as  to  the  motive  or  particular 
desire  expressed.  One's  egotism  thus  conceals  itself  in  order  to 
get  by  the  censor,  through  a  displacement  upon  the  development 
of  a  peculiar  mannerism.  The  term  displacement  is  applied  usu- 
ally to  displacement  of  words  or  word-ideas,  chiefly  in  connection 
with  dream  analysis  and  such  mental  behaviour  as  wit,  yet  the 
term  is  being  more  widely  used  to  cover  a  displacement  on  to  an- 
other kind  of  activity  in  such  a  manner  as  to  conceal  the  true 
motive.  Thus,  Frink6  claims  a  child  with  a  strong  exhibitionist 
tendency  may  in  later  life  make  an  actor  on  the  stage.  The  ex- 
hibitionist tendency,  being  incompatible  with  current  morals,  is 
repressed  in  late  childhood,  and  later  finds  an  outlet  through  a 
displacement  on  histrionic  activities.  Similarly,  Freud  advances 
the  idea,  in  his  brilliant  study  of  Leonardo  da  Vinci,  that  Leonar- 
do's  great  scientific  interest  was  a  sublimated  sexual  curiosity  of 
childhood.  Some  of  the  disguises  here  called  displacement  are 
truly  marvelous,  and  certainly  at  first  hardly  believable. 

«  Frink,  op.  eit,  p.  146. 
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Symbolism. — The  use  of  symbols  as  a  disguise  is  a  type  of  dis- 
placement, yet  so  prevalent  as  to  deserve  especial  mention.  How 
an  emotion  will  in  great  strength  become  concentrated  upon  a 
symbol  as  an  objective,  is  readily  seen  in  love  keepsakes,  or  in  a 
national  emblem,  like  a  flag.  There  is,  of  course,  in  these  two  il- 
lustrations, little  of  a  disguise  of  the  emotion,  except  that  in  any 
moment  of  response  to  a  symbol,  the  great,  full  knowledge  of  the 
emotion  cannot,  of  course,  be  in  consciousness.  Many  symbols, 
however,  are  complete  disguises.  Thus  clinical  analyses  have 
demonstrated  the  almost  universal  prevalence  of  certain  sex  sym- 
bols, such  as  the  snake,  the  sword,  and  horseback  riding.  I  can- 
not here  explain  how  these  are  sex  symbols,  but  I  only  wish  to 
state  that  all  students  of  psycho-analysis  agree  that  these  are 
sexual  disguises. 

Projection. — Quite  a  different,  though  very  important,  type  of 
concealment,  is  known  as  projection.  In  this  case  a  person  con- 
ceals a  desire  by  projecting  it  on  to  others.  To  quote  Hart,  in 
his  Psychology  of  Insanity:  "Thus  the  parvenu,  who  is  secretly 
conscious  of  his  own  social  deficiencies,  talks  much  of  'bounders' 
and  'outsiders'  whom  he  observes  around  him,  while  the  one  thing 
which  the  muddle-headed  man  cannot  tolerate  is  a  lack  of  clear 
thinking  in  other  people."  An  illustration  from  Frink's  Morbid 
Fears  and  Compulsions1  is  that  of  an  attractive  young  widow, 
who  wished  to  move  from  a  small  town,  claiming  to  be  annoyed  by 
the  gossip  that  she  was  a  "designing  widow."  There  was  really 
no  substantial  evidence  of  gossip,  but  upon  analysis  it  was  shown 
that  unconsciously  she  did  wish  to  remarry,  but  would  not  so  soon 
admit  the  desire  to  consciousness,  and  the  repressed  wish  ex- 
pressed itself  as  a  projection  on  to  others.  The  reason  of  her 
peculiar  disguise  was  this :  the  desire  to  remarry  would  have  pro- 
duced a  conflict  with  her  social  code.  To  permit  this  secret  wish 
conscious  outlet  would  have  resulted  in  abuse  of  herself,  because 
of  the  social  code.  To  spare  herself  this  pain  of  conflict,  she  pro- 
jected the  desire  on  to  the  small  town  populace,  where  she  could 
rebuke  it,  and  at  the  same  time  spare  herself  the  pain  of  her  own 
mental  conflict.  Much  of  the  phenomena  of  paranoia  and  in- 
sanity, involving  delusions  of  persecution,  have  this  specific  oti- 
ology. 

Compensation. — The  analysis  of  the  disguise  known  as  com- 
pensation has  been  developed  particularly  by  Adler  in  his  book, 

i  Frink,  p.  157. 
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The  Neurotic  Constitution.  The  idea  is  that  a  defect  or  weakness 
is  compensated  for  by  the  development  of  another  organ  or  trait, 
thus  a  leaky  heart  valve  is  partly  compensated  for  by  the  streng- 
thening of  the  heart  muscle.  It  is  observed  that  our  emotions 
seem  to  occur  in  pairs,  love  and  hate,  fear  and  anger,  humility  and 
arrogance.  An  unusual  desire  of  one  of  these  pairs  may  be  ob- 
scured by  an  exaggeration  of  the  opposite,  a  sort  of  imaginary 
compensation  for  its  absence.  Thus  we  are  sometimes  unusually 
polite  and  courteous  to  persons  we  do  not  like,  and  our  real  mo- 
tive is  disguised.  The  absence  of  a  friendly  feeling  will  be  com- 
pensated for  by  an  exaggeration  of  courtesy.  A  very  common 
form  of  compensation  frequently  seen  in  clinics  among  neurotics 
is  an  exaggerated  concern  for  the  health  of  a  particular  person, 
which  serves  to  cover  up  a  secret  and,  perhaps,  unconscious  wish 
of  a  contrary  nature.  A  very  good  man,  professing  a  religion  of 
humility,  will  sometimes  compensate  for  a  repressed  ego  by  a 
developed  intolerance  and  arrogance  in  the  name  of  goodness. 

Rationalization. — Perhaps  the  most  widely  used  disguise  among 
normal  persons  is  that  of  giving  a  fictitious,  but  plausible,  ex- 
planation for  conduct,  instead  of  giving  the  true  reason  or  mo- 
tive, a  device  called  rationalization.  It  is  as  though  we  do  what 
we  want  to  do,  and  afterward  give  a  reason  that  is  plausible  to 
the  opinions  of  others,  as  well  as  to  the  censor.  And  it  is  sur- 
prising how  often  we  are  ignorant  of  the  true  motive.  Thus  a 
man  claimed  to  have  voted  for  President  Wilson  because  of  the 
President's  exceptional  ability,  but  analysis  showed  the  real  reason 
to  be  the  fact  that  the  man  was  really  unconsciously  cowardly,  and 
felt  that  Wilson  had  kept  us  out  of  war.  A  man  will  go  fishing 
on  Sunday  because  he  wants  to,  but  gives  as  his  reason  the  fact 
that  it  is  good  for  his  health.  Perhaps  the  most  ingenious  of  all 
rationalizations  are  those  of  sufferers  from  persecutory  delusions. 
I  knew  a  tailor  once,  who  thought  enemies  were  going  to  do  him 
harm.  A  bystander  waiting  in  front  of  his  shop  was  planning  to 
burn  his  shop.  A  very  generous  customer  would  be  spying.  It 
was  impossible  to  convince  such  a  person  by  argument.  The  real 
reason  of  his  fear  was  inward  and  unknown  to  him,  and  not  the 
behaviour  of  the  bystander  or  the  customer.  Rationalizations  are 
as  prevalent,  though  on  a  different  scale,  among  normas  persons  as 
among  paranoiacs.  There  are  other  disguises,  such  as  transfer- 
ence, identification,  and  various  distortion  devices;  but  as  they 
are  seldom,  if  ever,  found  in  disguising  the  economic  motives  of 
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history,  I  shall  not  illustrate  them.  It  is  hoped  that  the  fore- 
going list  of  mental  mechanisms  will  have  shown  the  really  remark- 
able and  astounding  feats  which  the  mind  will  perform  to  dis- 
guise motives,  and  that  the  presentation  will  give  some  hint  of 
their  great  prevalence  in  human  behaviour.  It  is  the  scientific  de- 
termination of  these  various  disguises  which  is  the  great  contribu- 
tion of  psycho-analysis  for  the  theory  of  the  economic  motivation 
of  history.  For  if  the  human  mind  so  lavishly  disguises  our  vari- 
ous motives,  the  theory  that  economic  motives  of  history  are  dis- 
guised does  not  appear  so  incredible.  Economists  have  claimed 
that  sugar  partly  caused  the  Spanish  American  war,  and  Boudin8 
has  claimed  the  selling  of  textiles  made  the  peace  epoch  of  the 
Gladstone  era,  while  the  selling  of  iron  brought  the  warlike  spirit 
of  the  present  day.  Whether  these  particular  illustrations  be 
true  or  not,  they  may  not  seem  so  incredible  when  we  recall  that 
a  love  motive  finds  an  outlet  in  an  obsession  to  examine  the  num- 
bers on  bank  notes,  and  that  a  childish  sexual  curiosity  finds  an 
outlet  in  scientific  research. 

Turning  now  to  the  analysis  of  the  economic  side  of  the  paper, 
it  is  claimed  that  the  economic  causes  of  history  are  in  large 
part  unrecognized,  which  means  that  they  are  at  least  partially 
disguised.  Before  considering  the  particular  disguises  affected, 
it  is  desirable  to  analyze  what  the  economic  motives  are  and  why 
they  are  disguised.  The  economic  motive  is  essentially  selfish. 
Selfishness  of  course  finds  many  other  modes  of  expression  than 
the  economic.  The  analysis  of  this  paper  does  not  imply,  how- 
ever, that  all  economic  motives  are  selfish,  nor  that  every  selfish 
economic  motive  is  against  the  common  welfare.  Nor  does  the 
validity  of  the  thesis  depend  on  what  particular  percentages  of 
our  economic  motives  are  selfish.  That  we  tend  to  repress  the 
selfish  motive  is  readily  seen  when  we  observe  that  we  are  loath 
to  admit  a  selfish  motive  but  are  proud  to  display  an  altruistic 
or  a  righteous  one.  The  reason  for  this  difference  in  attitude 
between  so-called  altruistic  and  selfish  motives  arises  from  the 
fact  that  a  certain  amount  of  subordination  of  self  must  be  made 
for  the  common  good.  There  seems  to  be  thus  a  conflict  be- 
tween immediate  selfish  interests  and  the  common  welfare.  The 
selfish  tendencies  are  kept  in  bounds  by  what  Ross  and  Giddings 
call  social  control,  by  what  Trotter  calls  the  herd  instinct,  and 
by  what  Sumner  calls  the  mores.     We  can  all  see  that  if  each 

•  Louis  B.  Boudin,  Socialism  and  the  War,  1916. 
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individual  pursued  self-centeredly  and  short-sightedly  his  own 
selfish  impulses,  group  survival  would  be  impossible.  As  to 
how  and  why  this  is  so,  we  owe  much  to  the  researches  of  social 
psychology  within  the  past  decade.  In  society,  therefore,  there  is 
a  conflict  between  collective  selfishness  and  group  welfare.  This 
social  control  or  mores  or  gregarious  instinct  acts  as  a  sort  of 
censor,  and  represses  a  good  many  of  selfish  tendencies,  and  elicits 
praise  for  altruistic  ones.  Motives  of  collective  selfishness  are  in 
a  way  repressed  into  the  unconscious  state.  That  is,  we  do  not 
openly  admit  them,  and  the  censorship  is  so  great  at  times  that 
we  actually  forget  them.  But  because  we  refuse  to  recognize  them 
or  forget  them  is  not  proof  that  they  may  not  exist.  Certainly 
some  of  them  live  on  and  function  in  collective  movements  through 
disguises.  In  other  words,  the  same  mechanisms  of  conflict,  cen- 
sor, and  disguise  operate  in  the  repression  and  escape  of  col- 
lective selfishness  as  were  discovered  by  psycho-analysis  to  be  so 
prevalent  in  sexual  behaviour.  The  above  reasoning  sounds  dan- 
gerously like  reasoning  by  analogy,  and  suggests  some  of  those 
ill-fated  attempts  of  earlier  days  to  apply  the  mechanism  of 
physics  to  sociology.  But  I  do  not  think  that  this  is  reasoning 
by  analogy.  In  fact,  I  am  attempting  to  show  how  two  kinds  of 
phenomena  are  based  upon  the  same  fundamental  psychological 
mechanism. 

It  should  also  be  noted  here  that  there  is  nothing  mystical  in 
the  working  of  these  mechanisms  collectively.  No  special  entity, 
as  the  social  mind,  with  special  mental  laws  is  implied.  The  way 
these  mechanisms  of  individual  persons  work  out  collectively  is 
somewhat  as  follows.  In  a  particular  population  of  say  a  mil- 
lion, there  will  perhaps  be  only  several  thousand  who  are  selfishly 
and  economically  interested  in  a  movement.  These  thousands  be- 
ing in  positions  of  influence  will  be  able  perhaps  to  prepare 
"copy,"  so  to  speak,  for  the  population,  and  large  numbers  who 
are  not  acutely  affected  one  way  or  another  accept  the  prepared 
opinions.  Trotter9  has  shown  that  there  is  very  much  more  ac- 
cepting of  prepared  opinions  by  us  than  the  most  sophisticated  of 
us  suspect.  And  of  these  thousands  who  are  economically  inter- 
ested, perhaps  only  a  small  percentage,  say  10  or  SO  per  cent,  or 
less,  are  clearly  conscious  of  the  true  nature  of  their  selfish  de- 
sires. Perhaps  80  or  90  per  cent  or  more,  depending  of  course 
on  the  particular  occasion  or  the  nature  of  the  movement,  will 

•  W.  Trotter,  Instincts  of  the  Herd  in  Peace  and  War  (1917). 
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partially  or  completely  disguise  the  economic  motive  by  some  of 
the  processes  outlined.  These  disguised  motives  will  be  much 
more  readily  accepted  by  hundreds  of  thousands  of  citizens  not 
acutely  affected.  And  thus  we  have  the  collective  phenomena  oc- 
casioned by  the  operation  of  individual  mechanism. 

Perhaps  some  may  wonder  how  it  is  that  in  individual  behaviour 
it  is  most  conspicuously  the  sex  instinct  that  is  disguised,  yet  in 
collective  behaviour  the  same  mechanism  appears  to  disguise 
chiefly  the  economic  motive.  This  should  not  seem  puzzling  when 
it  is  observed  that  in  history  there  is  little  group  association  for 
sex  purposes,  while  there  is  a  very  great  deal  of  such  association 
for  economic  gains. 

Having  made  this  analysis  and  explanation,  it  is  well  to  con- 
sider some  illustrations.  Consider  the  great  spread  of  the  "safety- 
first"  movement.  This  movement  is  thought  of  almost  entirely 
in  its  altruistic  phases.  It  appears  as  a  movement  for  group 
welfare.  Yet  there  is  an  economic  motive  underlying  it,  for  those 
who  pay  for  accidents  gain  financially  by  the  spread  of  the  move- 
ment. And  those  who  gain  are  in  modern  industrial  society  a  very 
powerful  group.  In  this  illustration  it  is  possible  to  advance  the 
hypothesis  that  a  selfish  motive  of  the  unconscious  is  expressing 
itself  through  the  disguise  of  altruistic  motives.  Certainly  the 
selfish  motive  is  unconscious,  that  is,  unknown  to  large  groups  of 
people.  The  popular  conception  of  the  motives  is  altruistic.  That 
the  selfish  motive  is  functioning  in  altruistic  clothing,  is  made 
probable  by  the  fact  that  the  safety-first  movement  arose  shortly 
after  the  great  wave  of  workmen's  compensation  acts,  which  cul- 
minated in  their  adoption  by  some  three  quarters  of  our  states  in 
a  very  brief  time;  and  it  did  not  arise  prior  to  this  time,  al- 
though social  workers  had  been  pointing  out  the  tragedy  of  some 
five  hundred  thousand  or  a  million  accidents  a  year  for  some  time. 
From  this  illustration  it  will  probably  be  quite  clear  that  at  least 
some  selfish  economic  motives  disguise  themselves  to  escape  the 
censor  of  social  disapproval.  We  shall  next  consider  some  par- 
ticular mental  mechanisms  by  which  these  disguises  are  affected. 

Displacement. — That  some  emotions  of  groups  of  people,  as 
well  as  of  individuals,  are  displaced  in  their  objectives,  has  been 
shown  by  Max  Eastman,10  who  has  analyzed  the  idea  of  the  scape- 
goat so  prevalent  among  primitive  peoples.  He  also  points  out 
that  the  I.  W.  W.  have  been  made  the  scapegoat  of  the  modern 

10  Max  Eastman,  The  New  Review,  Aug.,  1914. 


802  American  Economic  Association 

world.  In  this  illustration  the  emotion  of  national  anger  has  been 
displaced.  That  economic  motives  may  be  displaced  is  seen  from 
an  illustration  furnished  by  Mrs.  Elsie  Clews  Parsons,  a  letter 
from  Emanuel  Downing  to  John  Winthrop  in  1645.  "A  warr 
with  the  Narragansett  is  verie  considerable  to  this  plantation  ffor 
I  doubt  whither  yt  be  not  synne  in  us  hauing  power  in  our  hands, 
to  suffer  them  to  maynteyne  the  worship  of  the  devill  which  theire 
paw  wawes  often  doe;  2  lie,  if  upon  a  just  warre  the  Lord  should 
deliver  them  into  our  hands,  wee  might  easily  haue  men,  women 
and  children  enough  to  exchange  for  Moores,  which  will  be  more 
gaynfull  pilladge  for  us  than  we  conceive,  for  I  doenot  see  how 
wee  can  thrive  untill  we  get  a  stock  of  slaves."  It  is  true  that 
Emanuel  Downing  did  not  in  this  letter  disguise  his  economic 
motive  very  well,  but  very  probably  in  a  good  many  religious  wars 
the  economic  movement  has  been  obscured.  Thus  various  modern 
historians  have  uncovered  the  economic  factors  in  the  crusades  of 
which  people  had  been  largely  unconscious.  Engels11  and  Bern- 
stein12 have  similarly  pointed  out  the  economic  nature  of  the  Re- 
formation. Perhaps  in  these  cases  there  was  a  certain  amount  of 
diguise  of  economic  factors  by  displacement  on  to  religious  ob- 
jectives. 

Symbolism. — The  displacement  of  the  economic  motive  on  to 
symbols  deserves  special  notice.  Such  symbols  are  usually  of  a 
highly  ethical  nature.  Thus  the  statute  of  liberty  in  New  York 
harbor  is  a  symbol,  as  indeed  are  the  terms  liberty  and  freedom, 
which  furnish  in  connection  with  immigration  at  least  in  some 
cases  disguised  outlets  to  economic  motives.  During  the  past  cen- 
tury the  United  States  has  prospered  materially  because  of  im- 
migration. It  has  been  called  "a  golden  stream,'*  because  the 
need  for  labor  and  development  was  so  great  that  the  bundle  of 
scanty  clothing  on  the  back  of  the  immigrant  was  truly  a  bag  of 
gold.  But  it  will  be  interesting  to  see  whether  these  altruistic 
symbols  in  connection  with  immigration  will  be  as  popular  in  the 
coming  years  when  the  country  will  have  become  more  thickly 
populated.  A  careful  reading  of  American  colonial  history  will 
show  that  the  terms  freedom,  independence,  liberty,  for  which  the 
Revolutionary  War  was  fought  had  a  surprisingly  large  number 
of   specific   economic   determinants.18     The   Constitution   of   the 

n  F.  Engels,  Der  deutsche  Bauer  n  Krieg. 

12  Ed.  Bernstein,  Die  Oeschichte  der  Socialismus  in  Binzeldarstellungen. 
is  A.  M.  Schlesinger,  The  Colonial  Merchant*  and  the  American  Revolution 
(1917). 
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United  States  is  a  symbol  for  the  bulwark  of  our  conservatives; 
and  it  is  very  probable  that  in  cases  where  economic  motives  are 
responsible  for  the  reverence  for  this  symbol,  they  will  be  so  quite 
unconsciously. 

Projection. — A  selfish  movement  may  disguise  its  own  selfishness 
by  projecting  it  upon  opponents.  We  do  not  see  the  beam  in  our 
own  eye  for  looking  at  the  mote  in  our  neighbor's  eye.  Revolu- 
tionary radicals  with  the  tremendous  conception  of  taking  the 
whole  means  of  production,  however  praiseworthy  their  selfish- 
ness may  or  may  not  be,  see  chiefly  the  colossal  crime  of  selfishness 
of  the  capitalists.  Employers  who  are  so  selfish  as  not  to  pro- 
vide the  most  elemental  sanitation  for  good  shop  conditions  are 
usually  the  ones  who  talk  most  of  the  selfishness  of  the  trade-union. 
In  many  economic  conflicts  as  between  parties  and  countries,  the 
selfishness  of  one  contestant  is  obscured  by  emphasizing  the  selfish- 
ness of  the  opponent. 

Compensation. — In  economic  movements  of  considerable  selfish- 
ness in  which  no  feeling  of  altruism  seems  to  exist,  this  absence  is 
sometimes  compensated  for  by  its  exaggeration  in  an  imaginary 
way.  Thus  throughout  recent  history  the  economic  exploitation 
of  primitive  peoples  has  been  compensated  for  by  the  fact  that 
they  were  being  brought  the  blessings  of  civilization.  Also  in 
some  conflicts,  the  more  ruthless  the  struggle  the  holier  the  cause. 

Rationalization. — By  far  the  most  prevalent  device,  it  seems 
to  me,  employed  in  disguising  the  economic  motives  of  history  is 
rationalization.  This  term  is  used,  it  is  recalled,  when  a  fictitious 
but  plausible  reason  is  given  in  the  place  of  the  real  one.  A  some- 
what humorous  illustration  is  taken  from  Calhoun's  A  Social  His- 
tory of  the  American  Family.  Nearly  a  century  ago  a  Mr.  Gloyd 
of  South  Carolina  made  the  following  plea  for  the  introduction  of 
cotton  mills :  "Here  will  be  found  a  never-failing  asylum  for  the 
friendless  orphans  and  the  bereft  widows,  the  distribution  of  labor 
and  the  improvements  in  machinery  happily  combining  to  call  into 
profitable  employment  the  tender  services  of  those  who  have  just 
sprung  from  the  cradle  as  well  as  those  who  are  tottering  to  the 
grave,  thus  training  up  the  little  innocents  to  early  and  whole- 
some habits  of  honest  industry  and  smoothing  the  wrinkled  front 
of  decrepitude  with  the  smiles  of  competency  of  protection." 
Other  illustrations  are  the  following.  In  the  profit-sharing 
schemes  of  recent  years  the  selfish  motives  of  employers  were  ra- 
tionalized, as  has  been  pretty  well  shown  in  a  number  of  studies. 


804  American  Economic  Association 

Similarly  an  element  of  rationalization  is  found  in  the  adoption  ot 
welfare  work  in  connection  with  industrial  establishments,  and  in 
the  imperalists'  argument  the  true  motives  are  sometimes  rational- 
ized. These  illustrations  might  be  multiplied  in  great  number,  but 
enough  have  been  cited  to  indicate  the  possible  role  of  rationaliza- 
tion in  social  movements. 

This  concludes  the  presentation  of  the  specific  disguises  of  the 
economic  motives,  but  I  wish  to  recur  to  the  phenomenon  of  re- 
pression for  the  purpose  of  showing  how  in  the  writing  of  history 
the  economic  factors  tend  to  be  neglected  or  omitted.  It  has 
been  previously  shown  that  repression  operates  in  such  a  manner 
as  to  cause  us  to  forget  what  it  is  very  unpleasant  to  remember. 
Apply  this  mechanism,  so  clearly  applicable  to  individual  behav- 
iour, to  the  writing  of  history.  History  becomes  at  once  dis- 
torted because  we  choose  to  omit,  that  is,  to  forget  as  a  social 
group,  certain  unpleasant  events  of  history.  The  events  we  choose 
to  remember  are  those  in  accord  with  the  particular  mores  we 
encourage,  and  we  tend  to  forget  those  opposed.  It  is  the  selfish 
economic  events  we  wish  to  forget  and  the  ethical  we  wish  to  re- 
member. And,  if  a  selfish  event  is  so  prominent  it  cannot  be 
readily  forgotten,  we  translate  it,  if  possible,  into  ethical  terms 
and  remember  them.  In  short,  history  is  written  by  forgetting  and 
rationalizing.  For  instance,  the  present  generation  recalls  the 
Civil  War  as  a  war  to  free  the  slaves,  a  laudable  ethical  endeavor. 
Yet  the  freeing  of  slaves  plays  a  very  small  part  in  the  literature 
of  the  events  preceding  the  war.  There  is  a  good  deal  of  evidence 
to  show  that  Lincoln  freed  the  slaves  as  a  war  measure  and  with 
little  previous  moral  planning,  while  the  events  preceding  the  war 
do  show  what  many  of  us  forget,  the  selfish  conflict  of  two  dif- 
ferent economic  systems.  The  application  of  this  method  of  men- 
tal functioning  is  most  important  for  our  problem  in  accounting 
for  some  of  the  neglect  of  the  economic  factors  in  histories  and 
helps  to  show  why  it  is  that  when  we  look  back  over  the  panorama 
of  history  we  see  so  much  of  religion,  ethics,  great  men,  politics, 
and  so  little  of  the  economic  factors. 

In  conclusion,  it  is  well  to  state  that  the  illustrations  of  the 
disguises  of  economic  motives  are  of  course  not  claimed  as  proofs. 
To  prove  the  operation  of  a  mechanism  in  a  particular  illustra- 
tion would  take  a  large  number  of  pages  or  even  chapters.  The 
illustrations  show  what  the  proof  is  expected  to  be.  There  are, 
however,  some  special  studies  in  economic  history  which  go  far 
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toward  establishing  scientifically  these  disguises.  Particularly 
valuable,  it  is  thought,  have  been  the  studies  of  Marx,  Engels, 
Rogers,  Lamprecht,  Loria,  Gabriola,  Seligman,  Patten,  Beard. 
There  is  of  course  quite  an  extensive  bibliography  of  the  younger 
economists  and  historians  who  have  shown  the  importance  of  the 
economic  factor.  Furthermore,  it  seems  hardly  necessary  to  state 
that  it  is  not  claimed  in  this  paper  that  every  collective  movement 
is  economically  determined.  There  are  social  movements  in  which 
the  economic  motives  play  a  minor  and  noncausative  role,  as,  for 
instance,  the  social-hygiene  movement  and  certain  phases  of  ed- 
ucational progress  and  various  others.  It  is  particularly  de- 
sired not  to  leave  the  impression  that  the  functioning  of  these 
mechanisms  can  be  reduced  to  a  simple  formula  which  can  be  ap- 
plied in  every  case.  At  one  particular  stage  of  cultural  develop- 
ment a  certain  movement  will  be  rationalized,  while  at  another 
stage  a  similar  movement  will  not  be  rationalized.  Some  indi- 
viduals in  the  same  social  movement  will  not  disguise  their  selfish 
desire  and  others  will.  And  of  those  who  disguise  their  motives 
some  will  employ  a  particular  mechanism  and  others  will  employ 
a  different  one.  These  variations  are  due  to  cultural  antecedents 
and  varying  individual  experiences.  Past  writing  and  criticism 
have  shown  the  folly  of  over-simplifying  the  problem. 

What  is  claimed  is  that  recent  psychological  development  has, 
if  not  discovered,  at  least  charted  fairly  clearly  and  fully  certain 
hitherto  only  casually  observed  mental  mechanisms;  and,  what  is 
most  important,  has  shown  how  common  is  their  use  to  all  of  us. 
And  it  is  furthermore  claimed  that  the  nature  and  use  of  these 
mechanisms  is  such  that  they  are  used  in  disguising  some  economic 
motives  of  history  and  that  there  is  some  evidence  to  sustain  this 
claim.  The  economic-interpretation-of-history  school  is  thereby 
strengthened  by  new  developments  in  psychology,  as  is  also  gen- 
eral economic  theory.  Specific  proof  of  the  operation  of  a  par- 
ticular mechanism  in  a  particular  social  phenomenon  depends  of 
course  upon  a  careful  analysis  and  a  detailed  marshalling  of  evi- 
dence. And  of  course  this  branch  of  economics  will  be  greatly 
benefited  by  many  such  studies  whatever  their  conclusions  may 
show.  While  awaiting  these  this  paper  claims  that  recent  de- 
velopments of  psychology  are  such  as  to  bestow  considerable  con- 
fidence in  this  hypothesis  as  a  good  working  instrument. 


THE  PSYCHOLOGICAL  BASIS  FOR  THE  ECONOMIC  INTER- 
PRETATION OF  HISTORY— DISCUSSION 

F.  A.  Fettbr. — It  is  remarkable  and  gratifying  to  those  who  have 
advocated  the  psychological  approach  to  economic  questions  to  see  how 
dominant  has  become  the  psychological  conception  of  economics  in 
the  discussions  of  these  associations,  as  is  abundantly  illustrated 
throughout  this  meeting.  Twenty  years  ago  the  old  physical  treatment 
of  economics  based  upon  the  physical  factors  of  production  was  still 
almost  universal.  Since  then  it  has  quietly  and  almost  completely 
disappeared. 

However,  our  conceptions  have  not  fully  adapted  themselves  to  the 
changes  in  contemporary  psychology.  Conventional  economics  is  still 
utilitarian  and  rationalistic,  whereas  the  authoritative  psychology  of 
today  is  volitional  and  gives  a  much  larger  place  to  impulses  and  in- 
stincts. I  need  not  in  this  company  restate  my  own  position,  which 
has  long  been  favorable  to  the  psychological  conception.  Years  ago  I 
felt  the  need  of  revision  of  the  price  theory  to  bring  it  into  accord 
with  the  accepted  psychology  of  the  day. 

Professor  Ogburn's  attempt  to  exploit  the  newer  psychology  in  ap- 
plying it  to  the  economic  interpretation  of  history  is  to  be  welcomed  but 
must  be  viewed  critically.     His  propositions  are  three: 

1.  Human  action  is  ruled  more  largely  by  unconscious  impulses 
than  by  reason. 

2.  The  Freudian  hypothesis  is  to  be  accepted. 

3.  The  newer  volitional  psychology  lends  verification  to  the  eco- 
nomic interpretation  of  history. 

May  we  not  dismiss  at  once  from  this  discussion  the  Freudian  hy- 
pothesis? Professor  Ogburn  concedes  that  it  is  at  best  almost  wholly 
irrelevant  to  this  particular  question  as  "there  is  little  group  associa- 
tion for  sex  purposes."  Therefore  it  has  little  if  any  application  to 
the  economic  interpretation  of  history.  Moreover,  the  Freudian  hy- 
pothesis is  rejected  by  a  large  number  of  psychologists  and  philoso- 
phers of  the  best  standing.  Indeed  it  seems  to  be  a  psychology  ap- 
plicable mainly  to  degenerate  minds,  if  not  a  degenerate  psychology. 

Of  the  proposition  that  our  actions  are  ruled  largely  by  unconscious 
impulses  and  not  by  reason,  it  must  be  said  that  it  is  doubtless  true 
but  that  does  not  insure  the  truth  of  its  application.  For  example, 
Lombroso's  theory  of  criminology  was  a  sudden  inspiration  to  explain 
certain  facts  that  had  appeared  in  the  study  of  criminals.  After  a 
half  century  of  active  discussion  Lombroso's  theory  in  its  essentials 
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is  absolutely  discredited,  at  least  in  America,  and  all  that  remains  is 
the  body  of  facts  on  which  he  built.  These  facts  now  are  being  given 
very  valuable  applications  in  the  treatment  of  criminals.  So,  like- 
wise, we  might  refer  to  the  discussion  in  the  joint  session  of  these  two 
associations  last  year,  in  which  the  lamented  Professor  Parker  pre- 
sented the  new  psychology  of  impulses  in  a  manner  doubtless  to  be 
approved,  but  made  certain  most  questionable  applications  to  cur- 
rent problems. 

Finally  as  to  the  application  of  the  new  psychology  in  support  of 
economic  interpretation  of  history.  First  let  me  dispute  the  assump- 
tion made  by  Professor  Ogburn  that  the  economic  motive  is  essentially 
selfish.  The  economic  motive  has  to  do  with  the  utilizing  of  economic 
agents  in  the  best  manner  for  a  given  end,  and  this  may  be  either  a 
selfish  or  an  unselfish  purpose.  The  mother  sacrifices  to  get  food  for 
her  child  and  this  is  the  type  of  a  very  large  part  of  economic  ac- 
tivity. The  good  bishop  in  Let  Miserables  gives  the  candlesticks  to 
Jean  Valjean,  an  economic  act,  this  being  the  highest  use  in  his  judg- 
mut  that  he  could  make  of  those  economic  goods.  We  shall  gain  much 
in  clearness  when  we  cease  to  contrast  economics  and  ethics  as  having 
to  do  on  the  one  hand  with  selfish  and  on  the  other  with  unselfish 
actions. 

Further  we  must  reject  the  assumption  by  Professor  Ogburn  that 
the  unconscious  motives  in  history  have  always  been  the  economic  mo- 
tives. This  is  a  veritable  begging  of  the  question  that  we  are  dis- 
cussing. One  might  well  point  to  the  origin  of  Marx's  materialistic 
conception  of  history  as  an  example  of  a  biased  explanation  due  to 
unconscious  prejudice.  Marx  was  a  disappointed  revolutionist  who 
was  championing  the  cause  of  labor  and  was  seeking  some  philosophy 
that  would  support  his  practical  agitation  against  the  capitalist'  class. 
Therefore  he  reduced  all  the  complex  motives  of  history  to  one  simple 
explanation.  We  have  heard  this  same  simple  philosophy  again  and 
again  advanced  in  explanation  of  the  present  war.  The  economic  in- 
terpretation of  history  ignores  the  motive  of  love  of  power,  the  larger 
genus  of  which  the  economic  motive  is  but  one  species.  It  omits  love, 
friendship,  hatred,  ambition,  pride,  loyalty,  idealism,  and  the  many 
other  complex  motives  in  human  nature,  which  always  have  had,  and 
still  have,  their  part  in  the  making  and  in  the  interpretation  of  history. 

We  must  continue  to  believe,  therefore,  that  human  nature  is  too 
complex  to  be  expressed  in  a  single  motive,  even  one  so  large  as  the 
economic.  It  probably  is  true  that  we  do  not  judge  rightly  our  own 
actions,  either  individual  or  collective.    Things  are  not  what  they  seem. 
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Others,  the  outsiders  and  men  of  a  later  era,  often  can  judge  more 
truly  of  the  motives  of  conduct  than  can  the  actors  themselves.  There- 
fore, while  Professor  Ogburn's  suggestion  may  lead  to  fruitful  studies, 
it  is  to  be  followed  with  caution,  and  calls  for  a  special  examination 
of  the  facts  in  each  case  to  which  it  is  to  be  applied. 


t 


THE  INSTITUTIONAL  APPROACH  TO  ECONOMIC 

THEORY 

By  Walton  H.  Hamilton 
Amherst  College 

I.  Introduction 
An  explanation  of  the  "institutional  approach"  to  economic 
theory  is  a  plea  for  a  particular  kind  of  theory.  It  is  possible  to 
come  upon  the  same  object  from  different  angles ;  but  more  often 
those  who  take  different  routes  chance  upon  different  things.  The 
"institutional  approach"  doubtless  has  some  importance  because 
it  is  a  happy  way  to  acceptable  truth,  but  its  significance  lies  in 
its  being  the  only  way  to  the  right  sort  of  theory.  An  appeal  for 
"institutional  economics"  implies  no  attack  upon  the  truth  or 
value  of  other  bodies  of  economic  thought,  but  it  is  a  denial  of 
the  claims  of  other  systems  of  thought  to  be  "economic  theory." 
This,  however,  is  no  pointless  struggle  in  method  to  be  carried  on 
by  breaking  syllogisms  over  concepts  and  by  engaging  in  polemics 
over  niceties  in  statement.  On  the  contrary,  it  involves  the  very 
nature  of  the  problems  which  the  theorist  should  set  himself;  its 
real  issue  is  over  what  economic  theory  is  all  about. 

H.     The  Nature  of  Economic  Theory 

The  thesis  here  set  forth  is  that  "institutional  economics"  is 
"economic  theory."  This  involves  putting  a  particular  meaning 
upon  a  word  which  has  meant  many  things.  From  the  first,  eco- 
nomic inquiries  have  gone  pell-mell  across  frontiers  at  which  they 
should  have  stopped;  they  have  halted  where  logic  would  have 
pushed  them  forward;  and  they  have  been  dominated  by  vacillating 
and  conflicting  purposes.  To  catalogue  the  subjects  to  which  the 
term  "economic"  is  applied  is  to  belie  the  careful  definitions  of  the 
science  pent  up  in  books;  to  find  an  economic  theory  consistent 
with  this  multiform  expression  is  to  dissipate  that  theory  in  poly- 
chromatic reality.  In  general,  particular  subjects  such  as  money, 
transportation,  and  accounting  have  been  set  off  from  "general 
economics."  From  the  latter  two  bodies  of  doctrine  have  develop- 
ed which  aspire  to  the  dignity  of  "economic  theory."  One  of 
these  is  primarily  concerned  with  the  origin  and  manifestations 
of  value.  It  is  represented  by  such  treatises  as  Smart's  Theory  of 
Vdue,  Boehm-Bawerk's  Positive  Theory  of  Capital,  and  Clark's 
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Distribution  of  Wealth.  The  concern  of  the  other  is  the  customs 
mad  conventions,  or,  if  you  please,  the  arrangements,  which  de- 
termine the  nature  of  our  economic  system.  It  is  represented  in 
classical  economics  by  Smith's  account  of  mercantilism,  Whately's 
discussion  of  how  competition  organizes  industrial  activity,  and 
Mill's  exposition  of  the  relation  of  the  state  to  industry.  Typical 
examples  from  modern  economics  are  Cannan's  account  of  the 
function  of  property  in  economic  organization,  Veblen's  discussion 
of  the  dependence  of  wealth  upon  machine-technique,  and  Hob- 
son's  analysis  of  the  relations  under  modern  technical  conditions 
of  work  to  welfare.  Between  the  two  lies  the  issue  of  what  is 
economic  theory. 

Institutional  and  value  economics  have  many  things  in  common. 
Both  can  claim  a  line  of  development  running  back  to  early  classi- 
cal economics.  Both  have  emerged  as  by-products  of  the  play  of 
the  human  mind  with  the  practical  problems  of  social  well-being. 
Both  furnish  materials  that  can  be  taken  into  account  in  passing 
upon  questions  of  practical  moment.  The  champions  of  each  in- 
sist that  its  task  is  the  positive  one  of  garnering  materials  and 
tormulating  principles.  Yet  in  actual  use  each  has  the  taint  of  mix- 
ing judgments  of  goodness  and  badness  into  exposition.  Only  in 
recent  years  has  value  theory  escaped  a  formal  association  with 
UUisez  faire  and  now  even  its  most  positive  statements  bear  in 
such  terms  as  "utility"  and  "productivity"  and  in  the  wording  of 
principles  implications  about  the  worthwhileness  of  prevailing  ar- 
rangements. Likewise  institutional  economics,  in  telling  the  ele- 
ments which  make  up  the  economic  system,  passes  judgments  upon 
them.  It  is  not  in  the  legitimacy  of  their  claims  to  stand  in  the 
line  of  succession,  nor  in  their  pretenses  to  unbiased  scientific 
statement,  nor  in  their  dispositions  to  stray  away  after  ethical 
judgments  that  the  two  differ.  It  is  rather  in  their  conceptions 
of  the  nature  of  the  economic  order. 

The  claim  of  value  economics  to  the  dignity  of  "economic 
theory"  is  not  lightly  to  be  put  aside.  In  common  speech  it  is 
recognized  as  "economic  theory."  This  is  not  the  place  for  the 
chapter  in  the  history  of  economics  which  recounts  how  the  two 
rival  systems  strove  for  the  dominance  of  classical  doctrine,  nor 
for  the  equally  interesting  one  which  relates  how  at  the  passing 
of  the  older  system  institutional  theory  was  dissipated  and  value 
theory  passed  into  the  inheritance.  It  is  enough  that  it  is  built 
around  "value,"  which  is  the  most  important  concept  in  the  sci- 
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ence;  it  enjoys  the  prestige  of  the  older  body  of.  doctrine ;  and  that 
it  is  the  most  subtle,  the  most  general,  and  the  most  articulate 
body  of  thought  in  economics.  Yet  its  claim  must  be  disallowed. 
Its  merits  are  due  to  a  failure  to  recognize  the  complexity  of  the  • 
relations  which  bind  human  welfare  to  industry.  As  our  concep- 
tion of  the  economic  order  has  become  larger  and  more  intricate, 
value  theory  has  hedged  its  problem  about  with  greater  limitations. 
At  present  its  whole  endeavor  is  an  explanation  of  the  nature  of 
economic  value  and  of  the  forms  of  income  in  which  it  expresses 
itself.  The  conclusions  which  it  suggests  about  the  kind  of  in- 
dustrial society  in  which  we  live  are  indirect.  They  appear  only 
because  value  theory  is  derived  from  the  classical  doctrine  of  the 
organization  of  industry  upon  the  principle  of  free  competition. 
Aside  from  such  accidental  statements,  it  is  a  specialized  subject 
of  inquiry  with  as  little  right  to  the  dignity  of  "economic  theory" 
as  the  theory  of  money  or  of  accounting. 

"Institutional  economics"  alone  meets  the  demand  for  a  gener- 
alized description  of  the  economic  order.  Its  claim  is  to  explain 
the  nature  and  extent  of  order  amid  economic  phenomena,  or 
those  concerned  with  industry  in  relation  to  human  well-being. 
In  the  words  of  Edwin  Cannan,  it  attempts  to  tell  "why  all  of  us 
are  as  well  off  as  we  are"  and  "why  some  of  us  are  better  off  than 
others."  Such  an  explanation  cannot  properly  be  answered  in 
formulas  explaining  the  processes  through  which  prices  emerge  in 
a  market.  Its  quest  must  go  beyond  sale  and  purchase  to  the 
peculiarities  of  the  economic  system  which  allow  these  things  to 
take  place  upon  particular  terms  and  not  upon  others.  It  can- 
not stop  short  of  a  study  of  the  conventions,  customs,  habits  of 
thinking,  and  modes  of  doing  which  make  up  the  scheme  of  ar- 
rangements which  we  call  "the  economic  order."  It  must  set  forth 
in  their  relations  one  to  another  the  institutions  which  together 
comprise  the  organization  of  modern  industrial  society. 

III.     Characteristics  of  Institutional  Economics 

The  case  for  institutional  economics  requires  a  reduction  of 
the  definition  above  to  a  catalogue  of  particulars.  This,  however, 
cannot  be  attempted  here.  Instead  there  will  be  presented  for 
acceptance,  for  qualification,  or  for  rejection  a  list  of  five  tests 
which  any  body  of  doctrine  which  aspires  to  the  name  of  economic 
theory  must  be  able  to  meet.  It  is  believed  that  institutional  eco- 
nomics alone  can  meet  these  tests. 
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1.  Economic  theory  should  unify  economic  science. — The  task 
of  a  general  body  of  theory  in  any  subject  is  to  give  unity  to  its 
investigations.  At  present  economics  is  badly  in  need  of  such  a 
unifying  agent.  Its  sprawling  frontiers  reach  from  value  theory 
across  money,  taxation,  and  transportation  to  salesmanship,  in* 
surance,  and  advertising.  Each  of  these  subjects  has  its  own 
point  of  attack,  its  own  method,  and  its  own  personnel.  Those 
who  seek  truth  in  these  remote  fields  of  inquiry  know  little  and 
care  less  for  value  theory.  For  all  the  constraints  of  neo-classical 
theory,  each  of  these  subjects  tends  to  develop  an  isolated  body  of 
thought.  As  a  result  economics  today  tends  to  break  up  into  a 
large  number  of  overlapping  but  unrelated  inquiries  and  to  lose 
the  unity  which  in  times  past  has  been  its  source  of  strength.  The 
mechanics  of  value  determination  possesses  no  magic  which  will 
draw  together  such  divergent  elements.  Only  institutional  eco- 
nomics can  perform  that  service.  In  describing  in  general  terms 
economic  organization  it  makes  clear  the  kind  of  industrial  world 
within  which  such  particular  things  as  money,  insurance,  and  cor- 
poration finance  have  their  being.  It  shows  their  nature  by  point- 
ing out  the  parts  they  play  in  this  larger  whole.  Its  statements, 
always  tentative,  always  enriched  by  inquiries  in  particular  fields, 
are  properly  the  point  of  departure  for  such  specialized  studies. 

2.  Economic  theory  should  be  relevant  to  the  modern  problem 
of  control. — Students  of  economics  should  spend  their  efforts  upon 
subjects  worth  investigation.  If  learning  were  a  mere  search  for 
hypothetical  truth,  the  principles  governing  the  economic  life  of 
cave  men,  the  inhabitants  of  Mars,  or  of  a  Crusoe-infested  island 
might  be  worth  formulating.  But  economists  are  few,  time  has 
scarcity  value,  and  relevant  subjects  come  faster  than  they  can 
be  seized.  It  is  not  the  place  of  economics  to  pass  judgments  upon 
practical  proposals.  But,  quite  in  keeping  with  its  scientific 
character,  it  can  impartially  gather  the  facts  and  formulate  the 
principles  necessary  to  an  intelligent  handling  of  such  problems. 
Such  relevancy  has  always  marked  economics  in  the  periods  of  its 
most  fruitful  development.  Thus  Adam  Smith's  point  of  depar- 
ture was  the  relationship  of  economic  organization  to  national 
wealth ;  thus  Ricardo's  principles  are  an  outgrowth  of  his  concern 
with  the  currency  and  bullion  controversies;  and  thus  the  best 
work  of  the  Austrian  school  grows  out  of  a  refutation  of  Marxian 
socialism. 

If  institutional  economics  has  a  relevancy  which  neo-classical 
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economics  has  not,  it  is  because  problems  have  changed.  Early 
classical  economics  was  formulated  by  men  who  sought  to  remove 
the  artificial  restrictions  which  had  been  imposed  upon  industry. 
Laissez  faire  was  a  formal  and  explicit  part  of  its  statement.  It 
tended  to  show  the  beneficence  of  an  industrial  system  automatic- 
ally organized  in  response  to  the  pecuniary  self-interest  of  indi- 
viduals. It  made  the  scheme  of  arrangements  wherein  lay  the 
real  organization  of  society  a  part  of  the  immutable  world  of 
nature.  Since  the  neo-classical  doctrine  has  passed  into  the  in- 
heritance, the  formal  defense  of  laissez  faire  is  gone,  though  it  still 
lingers  implicitly  in  terms  and  the  statement  of  propositions. 
Formally  it  is  concerned  with  the  mechanical  way  in  which  the 
values  of  goods  and  of  shares  in  distribution  emerge  in  the  market. 
But  it  has  no  concern  with  the  organization  of  that  market,  the 
nature  of  the  transactions  which  occur  there,  or  the  less  immedi- 
ate facts  of  the  distribution  of  opportunity,  property,  and  leisure 
upon  which  the  size  of  these  shares  rest.  Its  explanatory  terms 
are  not  matters  subject  to  control. 

A  shift  in  problems  and  a  general  demand  for  control  has  made 
institutional  economics  relevant.  This  shift  has  been  due  partly 
to  a  discovery  that  institutions  are  social  arrangements  capable 
of  change  rather  than  obstinate  natural  phenomena,  partly  to  a 
consciousness  that  activity,  once  apparently  voluntary,  is  con- 
trolled by  subtle  conventions  and  habits  of  thought,  and  partly  to 
the  bad  taste  which  laissez  faire  has  left  with  us.  But,  however 
it  has  come  about,  there  is  a  demand  for  an  economics  relevant  to 
problems  of  control. 

8.  The  proper  subject-matter  of  economic  theory  is  institu- 
tions.— The  demand  that  economic  theory  relate  to  institutions  is 
implicit  in  the  plea  for  its  relevancy.  If  it  is  to  be  germane  to 
the  problem  of  control  it  must  relate  to  changeable  elements  of 
life  and  the  agencies  through  which  they  are  to  be  directed.  Such 
elements  of  life  and  directive  agencies  are  alike  institutions.  Con- 
trol is  exercised  by  modifying  the  arrangements  which  make  up 
our  scheme  of  economic  life  in  such  a  way  as  better  to  satisfy  our 
needs  or  our  whims.  Control  is  exercised  through  the  peculiar 
agencies  which  we  have  at  hand. 

A  control  of  particular  aspects  of  economic  life  requires  a 
knowledge  of  particular  institutions.  If  one  would  deal  intelli- 
gently with  inflation,  he  must  understand  the  organization  of  so- 
ciety in  its  financial  aspects.     This  includes  a  knowledge  of  the 
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price  system,  the  level  of  prices,  the  place  of  credit  in  industry, 
and  the  relation  of  the  unit  for  measuring  pecuniary  values  to  the 
maintenance  of  the  economic  order.  If  one  would  understand  the 
corporation  problem,  he  must  learn  the  peculiar  features  of  this 
form  of  business,  the  various  devices  which  together  make  up  its 
organization,  and  the  place  which  it  takes  in  industrial  society. 
And  if  one  would  pass  upon  any  of  the  many  proposals  for  chang- 
ing things  in  such  a  way  as  to  enable  some  of  us  to  make  more  and 
others  less,  he  must  know  the  relationship  of  the  things  he  would 
change  to  the  distribution  of  income.  It  is  not  enough  to  assert 
with  the  neo-classicists  that  one  receives  the  value  of  his  services 
in  the  market;  for,  if  matters  subject  to  control  are  changed,  he 
will  still  receive  the  value  of  his  services,  but  he  may  pocket  a  dif- 
ferent sum.  He  must  understand,  in  addition,  the  conventions  of 
competition,  of  contract,  of  property,  of  inheritance,  of  the  dis- 
tribution of  opportunity  which  make  incomes  what  they  are. 

In  like  manner  a  control  of  the  development  of  industrial  society 
is  contingent  upon  a  knowledge  of  the  bundle  of  conventions  and 
arrangements  which  make  it  up.  The  basis  of  material  wealth  in 
the  machine  technique,  the  scheme  of  natural  rights  which  still  in- 
heres in  the  legal  system,  the  resolution  of  all  industry  into  a 
multitude  of  specialized  and  interdependent  tasks,  the  rise  of  a 
complicated  business  mechanism  which  intervenes  between  wealth 
and  welfare,  the  concentration  of  direction  in  the  hands  of  an  in- 
dustrial hierarchy,  the  scheme  of  arrangements  known  as  the  wage- 
system,  which  is  the  means  by  which  the  laborer  establishes  a 
connection  with  industry — these  and  a  hundred  other  things  like 
them  must  be  recognized  by  one  who  would  direct,  or,  if  he  be  an 
economic  theorist,  watch,  industrial  development. 

4.  Economic  theory  is  concerned  with  matters  of  process. — If 
economic  theory  is  to  treat  of  institutions  it  must  know  both  the 
kinds  of  things  institutions  are  and  the  kinds  of  things  they  are 
not.  Value  theory  deals  with  its  phenomena  as  if  they  were  physi- 
cally complete,  independent,  unchangeable  substances.  The  only 
variations  which  it  admits  are  quantitative.  At  the  beginning  of 
one  of  its  problems  a  certain  situation  exists;  then  a  disturbing 
force  makes  its  appearance ;  this  is  followed  by  a  series  of  actions 
and  reactions  which  continues  until  the  normal  is  restored  or  an 
equilibrium  is  reestablished.  By  adding  or  subtracting  units  from 
a  combination  or  by  combining  equations,  formulas  are  found  in 
terms  of  which  economic  values  may  be  reduced  to  pecuniary  terms. 
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Such  a  method  of  procedure  has,  quite  appropriately,  been  called 
"economic  statics."  Of  late  years  a  recognition  of  the  limited 
number  of  problems  upon  which  such  an  analysis  throws  light  has 
led  to  a  demand  for  an  "economic  dynamics."  This,  however,  has 
served  but  to  enlarge  the  older  analysis  by  increasing  the  number 
of  factors  to  be  considered  in  attempting  to  understand  problems. 
Both  alike  deal  with  physically  distinct  things ;  both  alike  reduce 
their  problems  to  mechanical  formulas ;  both  alike  find  solutions  in 
equilibria  and  quantities. 

But  the  subject  matter  of  economic  theory  cannot  be  handled  in 
any  such  way.  Competition,  property,  the  price  structure,  the 
wage  system,  and  like  institutions  refuse  to  retain  a  definite  con- 
tent. Not  only  are  things  happening  to  them,  but  changes  are 
going  on  within  them.  A  law,  a  court  decision,  a  declaration  of 
war,  a  change  in  popular  habits  of  thought,  and  the  content  of 
property  rights  is  affected.  An  increased  demand  for  labor,  a 
refusal  of  the  nation  to  allow  strikes,  an  enforced  recognition  of 
unionism,  an  establishment  of  wages  upon  living  costs,  and  the 
wage  system  becomes  different.  Both  by  a  change  in  its  relation 
to  other  things  and  by  subtle  changes  going  on  within,  each  of 
these  institutions  is  in  process  of  development.  And,  if  this  is  true 
of  particular  institutions,  it  is  likewise  true  of  the  complex  of  in- 
stitutions which  together  make  up  the  economic  order.  We  need 
constantly  to  remember  that  in  studying  the  organization  of  eco- 
nomic activity  in  general  as  well  as  in  particular,  we  are  dealing 
with  a  unified  whole  which  is  in  process  of  development. 

To  this  method  the  terms  "historical"  and  "genetic"  are  fre- 
quently applied.  The  first,  because  of  the  associations  which  the 
word  history  brings  up,  is  particularly  unfortunate.  It  suggests 
an  account  of  things  which  have  happened  to  the  subject  of  dis- 
cussion during  a  definite  period  of  time.  Its  emphasis  is  wrong 
because  it  is  upon  the  accidental  facts  of  past  associations,  not 
upon  the  essential  nature  of  current  reality.  If  it  is  rightly  un- 
derstood the  term  "genetic"  is  much  better.  But  it  must  not  be 
allowed  to  suggest  a  far-away,  uninteresting,  and  irrevelant  search 
for  "origins."  It  must  mean  what  the  word  so  clearly  implies  that 
the  thing  is  "becoming."  Thus  used  the  word  "genetic"  suggests, 
not  a  historical  account,  but  a  method  of  analysis.  It  goes  to  the 
past  only  with  the  end  in  view  and  so  far  as  is  necessary  to  ex- 
plain what  a  thing  is  in  terms  of  how  it  came  to  be.  The  economic 
system,  which  is  so  baffling  and  unintelligible  to  us,  is  not  so  much 
an  interesting  group  of  real  things  as  a  curious  stream  of  tenden- 
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cies.  Many  of  these  move  slowly,  some  of  them  seem  immutable. 
Yet  the  whole  complicated  affair  which  we  call  Modern  Industrial- 
ism has  existed  for  a  very  brief  period  in  human  history.  If  con- 
trol is  to  be  exercised,  it  is  not  to  be  by  tinkering  with  this  or 
that.  It  must  be  by  changing  the  nature  or  functions  of  the  in- 
stitutions which  make  up  our  scheme  of  economic  life.  To  insist 
upon  treating  such  things  genetically  or  as  in  process  is  nothing 
more  than  to  insist  that  they  are  subject  to  conscious  control. 

5.  Economic  theory  must  be  based  upon  an  acceptable  theory 
of  human  behavior. — After  all  control  and  institutions  and  proc- 
esses are  immediate  things.  They  can  all  be  translated  into  terms 
of  human  conduct.  The  exercise  of  control  involves  human  activ- 
ity and  leaves  its  mark  in  the  changed  activity  of  others.  Insti- 
tutions, seemingly  such  rigid  and  material  things,  are  merely  con- 
ventional methods  of  behavior  on  the  part  of  various  groups  or  of 
persons  in  various  situations.  The  changes  which  processes  reveal 
are  merely  changes  in  human  actions.  It  is  necessary,  therefore, 
that  economic  theory  should  proceed  from  an  acceptable  theory 
of  human  conduct. 

In  the  past  economics  has  been  fortunate  in  using  a  theory  of 
conduct  in  harmony  with  the  general  thought  of  the  age.  It  has 
been  unfortunate  in  taking  this  unconsciously  from  the  common 
sense  of  the  times  rather  than  arriving  at  it  by  careful  observa- 
tion and  analysis.  This  has  led  to  a  disposition  to  preserve  it  as 
part  of  a  traditional  body  of  doctrine  long  after  it  had  ceased  to 
have  meaning  to  those  who  had  looked  at  it  too  critically.  In 
no  respect  does  neo-classical  economics  more  nearly  resemble  the 
body  of  doctrine  from  which  it  sprang  than  in  its  theory  of  the 
individual  who  knows  the  alternatives  with  which  he  is  confronted 
and  seeks  his  own  greatest  material  good  measured  in  pecuniary 
terms.  The  one  touch  which  the  economist  has  added  to  the 
theory  as  he  took  it  from  the  ethicist  is  in  making  a  pecuniary 
expression  of  self-interest  a  part  of  human  nature.  The  extreme 
individualism,  rationality,  and  utilitarianism  which  animated  eight- 
eenth century  thought  still  finds  expression  in  neo-classical  eco- 
nomics. 

In  its  stead  a  theory  of  motives  must  be  used  which  is  in  har- 
mony with  the  conclusions  of  modern  social  psychology.  At  its 
best  the  older  theory  of  conduct  presented  in  self-interest  nothing 
more  than  a  blanket  formula.  One  had  to  go  behind  it  to  find  the 
concrete  influences  which  animated  the  behavior  of  individuals. 
At  its  best  it  made  all  activity  the  result  of  conscious  endeavor  by 
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individuals  who  knew  thoroughly  their  own  interests  even  in  an 
environment  as  complex  as  ours  and  who  ruthlessly  set  out  to 
attain  them.  It  falls  short  of  explanation  because  self-interest  is 
not  a  simple  thing  that  can  be  easily  discerned,  but  a  huge  bundle 
of  conflicting  values  wherein  the  present  and  the  future  arc  at 
variance.  It  assumed  that  each  judgment  could  be  based  upon  the 
real  facts  of  the  situation  and  could  be  made  in  detachment.  It 
failed  to  note  that  my  life  and  yours  is  a  continuous  thing,  and 
that  what  I  do  today  constrains  my  acts  of  tomorrow.  It  over- 
looked the  part  that  instinct  and  impulse  play  in  impelling  one 
along  the  path  of  his  economic  activity.  And,  most  important  of 
all,  it  neglected  the  influence  exercised  over  conduct  by  the  scheme 
of  institutions  under  which  one  lives  and  must  seek  his  good. 
Where  it  fails,  institutional  economics  must  strive  for  success.  It 
must  find  the  roots  of  activity  in  instinct,  impulse,  and  other  quali- 
ties of  human  nature ;  it  must  recognize  that  economy  forbids  the 
satisfaction  of  all  instincts  and  yields  a  dignified  place  to  reason ; 
it  must  discern  in  the  variety  of  institutional  situations  impinging 
upon  individuals  the  chief  source  of  differences  in  the  content  of 
their  behavior;  and  it  must  take  account  of  the  limitations  im- 
posed by  past  activity  upon  the  flexibility  with  which  one  can  act 
in  future. 

IV.  Conclusion 

The  characteristics  which  have  been  discussed  present  a  bare 
outline  of  the  case  for  institutional  theory.  They  all  require  ex- 
planation, elaboration,  and  illustration.  Another  champion 
would  doubtless  pick  out  other  characteristics,  such  as  the  con- 
cept of  society  which  underlies  it,  its  freedom  from  utilitarian 
bias,  its  harmony  with  current  tendencies  in  ethics,  psychology, 
and  politics,  and  the  reliance  which  it  places  upon  a  scientific 
study  of  fact.  But  such  things  are  implicit  in  the  description 
given,  which  is  typical  rather  than  exhaustive. 

It  must  be  readily  admitted  that  like  the  things  with  which  it 
deals,  institutional  theory  is  in  process.  But  it  opposes  the  ac- 
complishments of  neo-classical  theory  with  something  more  than 
mere  promises.  Here  and  there  is  much  that  can  be  fitted  into  a 
theory  of  the  institutional  organization  of  industrial  society. 
Smith,  Mill,  Whately,  and  other  classicists  have  given  us  much 
which  with  restatement  can  be  used.  The  writings  of  the  neo- 
classicists,  even  those  of  the  type  of  Clark  and  von  Wieser,  are  not 
without  pertinent  material.     The  English  classicists,  Marshall, 
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Pigou,  Chapman,  have  materials  for  us ;  for  in  England  the  older 
economics  has  never  lost  the  general  concern  which  the  Austrian 
and  the  American  utility  theorists  have  taken  from  it.  The  writ- 
ings of  the  socialists,  particularly  Marx  and  La  Salle,  stripped 
of  their  application  to  proposals  for  reform,  contain  many  a  bit 
of  sound  analysis.  In  recent  years  the  English  "welfare  school," 
particularly  Webb,  Hobson,  Cannan,  Tawney,  and  Clay — if  writ- 
ers with  problems  and  approached  so  differently  may  be  grouped 
together  because  of  their  common  departure  from  neo-classical 
analysis — have  made  substantial  contributions  and  have  given  the 
beginnings  of  a  formal  statement  of  a  theory  of  economic  order. 
American  thought  has  lagged  largely  because  efforts  which  in 
England  have  taken  a  constructive  bent  here  have  been  spent  in 
criticism  of  neo-classical  doctrine.  Yet  H.  C.  Adams,  Cooley, 
Veblen,  and  Mitchell — to  mention  only  the  leaders — have  made 
substantial  contributions  to  an  understanding  of  our  system.  Nor 
must  we  forget  the  lay  economist.  In  a  rapidly  developing  society 
such  as  ours  the  learning  of  the  schools  tends  to  become  formal 
and  scholastic.  It  requires  fertilization  from  thought  which 
grows  out  of  a  fresh  attack  upon  a  new  problem.  The  contribu- 
tions of  Graham  Wallas  may  be  mentioned  as  a  single  example  of 
what  the  non-professional  economist  has  to  offer. 

Yet,  when  all  these  contributions  are  amassed,  it  is  doubtful 
whether  at  this  time  a  general  description  of  the  economic  order 
can  be  given.  It  may  require  a  decade  or  more  for  a  process  of 
trial  and  error  to  produce  a  relatively  consistent  body  of  thought. 
Even  then  it  will  lack  the  clear-cut,  definite,  and  articulate  char- 
acter of  neo-classical  theory.  Its  concern  with  reality,  its  inabil- 
ity to  ground  a  scheme  of  thought  upon  a  few  premises,  its  neces- 
sity of  reflecting  a  changing  economic  life,  alike  make  its  develop- 
ment slow  and  prevent  it  from  becoming  a  formal  system  of  laws 
and  principles.  It  must  find  in  relevancy  and  truth  a  substitute 
for  formal  precision  in  statement. 

The  future  of  institutional  theory  is  uncertain.  The  history  of 
economics  suggests  that  survival  has  often  depended  upon  the 
ability  of  doctrine  to  fit  in  with  the  habits  of  thought  of  the  times. 
If  the  next  decade  demands  formal  value  theory  that  avoids  a  dis- 
cussion of  what  the  economic  order  is  like,  institutional  economics 
will  fail.  If  it  demands  an  understanding  of  our  relationship  to 
the  world  in  which  we  live,  it  will  survive.  But  survival  will  be 
assisted  by  the  development  of  a  theory  of  the  economic  order, 
vital,  true,  and  relevant  to  the  problems  of  the  times. 
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Walter  W.  Stewart. — I  find  myself  in  sympathy  with  the  gen- 
eral point  of  view  expressed  by  Professor  Clark  and  Professor  Hamil- 
ton, and  since  a  discussion  of  methodology  is  chiefly  an  occasion  for 
confessing  the  faith  rather  than  for  the  purpose  of  making  converts, 
I  shall  give  very  briefly  my  reasons  for  agreeing  with  them. 

First  of  all,  the  approach  to  economic  problems  which  they  have  in- 
dicated comes  recommended  by  the  most  competent  thought  in  the  re- 
lated sciences  of  psychology  and  sociology.  The  economist  must  avail 
himself  of  the  conclusions  of  the  workers  in  these  other  fields  and  his 
methods  must  be  able  to  meet  their  criticisms.  Value  theorists  have 
tried  several  different  devices  for  meeting  the  criticism  brought  against 
their  antiquated  psychology.  They  have  pointed  to  the  confusion  of 
counsel  among  the  psychologists  themselves;  they  have  claimed  that 
psychology  did  not  matter  for  economics  anyway;  and  they  have 
changed  the  nomenclature  of  their  hedonistic  concepts.  What  is  called 
for,  however,  is  a  thoroughgoing  revision  which  will  reformulate  the 
problems  and  place  the  emphasis  upon  those  neglected  institutions 
which  exercise  a  controlling  influence  over  our  economic  life.  The 
economist  cannot  do  his  work  adequately  by  the  use  of  a  hypothetical 
human  nature. 

I  agree,  also,  in  their  statement  of  the  general  problem  of  economic 
theory.  The  advantage  of  a  clear  recognition  of  the  general  problem 
by  the  economists  working  in  the  special  fields  is  that  as  their  work 
develops  their  results  will  come  to  constitute  a  coherent  body  of  theory, 
organized  around  the  central  problem  of  control.  In  the  work  now 
being  done  in  banking  and  in  taxation,  in  problems  of  labor  and  of 
valuation,  there  is  implied  a  body  of  principles  which  will  make  good 
its  claim  to  be  economic  theory.  The  detailed  analysis  of  the  market, 
already  made  by  value  theorists,  will  find  its  place  in  such  a  body  of 
theory,  but  instead  of  being  studied  in  logical  isolation  the  market  will 
play  its  role  along  with  the  other  agencies  of  control. 

Perhaps  this  attitude  towards  the  market  as  simply  one  of  the  in- 
stitutions requiring  analysis  is  the  determining  characteristic  of  in- 
stitutional theory.  Value  theory,  whether  avowedly  or  not,  has  al- 
ways been  a  search  for  the  controlling  causes  which  underlie  the 
market  process.  The  theorist  has  never  been  content  to  let  the  analysis 
rest  on  the  merely  pecuniary  level,  which  he  has  regarded  as  super- 
ficial and  circular.  Institutional  theory  does  not  differ  in  this  respect, 
but  instead  of  a  normal  value  or  a  social  value  to  which  market  prices 
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tend  to  conform,  institutional  theory  regards  as  the  fundamental  data 
for  analysis  such  underlying  institutions  as  ownership,  inheritance,  the 
standards  of  consumption,  and  the  development  of  technology.  These 
phenomena  have  not  been  overlooked  by  the  value  theorist,  but  they 
have  been  put  into  a  separate  compartment  called  "dynamics";  they 
have  been  relegated  to  a  second  volume ;  and  have  finally  been  left  un- 
incorporated. These  rejected  facts  are  regarded  as  fundamental  by  an 
economic  theory  of  the  institutional  type. 

In  one  respect  I  should  like  to  supplement  the  suggestions  made  in 
the  two  papers  read.  In  view  of  the  scale  and  complexity  of  our 
present-day  industrial  society,  I  believe  an  adequate  analysis  of  many 
of  our  problems  can  be  made  only  by  a  union  of  the  statistical  method 
and  the  institutional  approach.  This  means  the  use,  in  so  far  as  the 
human  material  of  the  social  sciences  permits,  of  the  method  of  the 
more  exact  sciences.  If  institutional  theory  is  to  save  itself  from  un- 
verifiable  hypotheses  and  vague  conclusions,  it  must  be  prepared  to 
measure  the  processes  of  change  wherever  possible  and  to  show  quan- 
titatively the  correlations  among  them.  The  institutional  analysis,  in 
turn,  will  define  more  clearly  the  ends  of  economic  endeavor  and  keep 
the  statistical  method  from  getting  lost  in  meaningless  measurements. 
"He  who  knoweth  not  what  he  seeketh  understandeth  not  that  which 
he  findeth."  The  quantitative  study  of  economic  institutions  I  be- 
lieve to  be  the  most  fruitful  direction  for  the  development  of  economic 
theory. 

Lewis  H.  Haney. — I  desire  to  say  a  few  words  of  criticism  of  the 
papers  just  presented  by  Professor  Ogburn  and  Professor  Hamilton. 
Professor  Ogburn's  statement  that  economics  deals  with  the  individual 
as  though  he  were  entirely  actuated  by  selfish  motives  is  not  correct, 
in  my  judgment.  This  assertion  assumes  that  there  is  no  alternative 
to  altruism  except  selfishness.  It  is  true  that  economics  commonly  as- 
sumes that  the  individual  does  not  act  in  an  altruistic  way ;  but  it  does 
not  assume  that  all  individuals  are  selfish.  For  example,  when  the 
housewife  and  mother  goes  to  the  department  store  for  the  purpose 
of  purchasing  her  Christmas  gifts,  she  is  acting  as  an  "economic  man/* 
and  will  no  doubt  higgle  shrewdly  with  the  opposing  clerk.  Never- 
theless she  does  not  have  her  own  interests  primarily  in  mind,  but 
those  of  the  child  and  the  husband.  In  order  to  make  a  transaction 
economic,  it  is  only  necessary  that  the  parties  thereto  should  not  be 
primarily  interested  each  in  the  welfare  of  the  other. 

Mr.  Ogburn's  paper  is  also  open  to  the  criticism  of  being  based  on  a 
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materialistic  philosophy.  He  regards  the  individual  as  a  mechanical 
or  behavioristic  thing;  something  external  comes  along  and  pushes 
the  button  and  out  drops  the  reaction.  I  think  it  is  safe  to  say  that 
the  philosophy  of  materialism  has  not  been  finally  established;  and 
until  it  is,  any  hypotheses  built  upon  it  must  remain  hypothetical. 
Even  John  Locke,  while  at  bottom  a  materialist,  had  to  admit  "reflec- 
tion" as  an  independent  factor  in  the  human  make-up.  I  for  one  am 
not  prepared  to  admit  that  there  is  nothing  in  the  ego  but  a  passive 
set  of  reactional  capacities. . 

With  regard  to  Professor  Hamilton's  paper,  I  would  call  attention 
to  the  fact  that  it  seems  to  stand  for  about  the  same  things  that  the 
historical  school  long  ago  stood  for;  and  I  believe  that  the  so-called 
"institutional  economics"  will  be  no  more  fruitful  now  than  it  was 
fifty  years  ago.  To  be  sure  the  emphasis  of  the  institution  was  needed 
then,  and  it  is  doubtless  well  to  emphasize  it  now.  I  believe,  how- 
ever, that  Professor  Hamilton  will  not  be  able  to  develop  any  laws 
or  build  a  science,  but  that  his  proposal  will  merely  lead  to  an  ever 
changing  description  of  an  ever  changing  environment. 

The  paper  seems  to  overlook  the  difference  between  economics  and 
other  social  sciences.  No  one  will  deny  that  the  various  social  sciences 
are  closely  inter-related;  but  many  will  hold  that  it  is  a  wise  division 
of  labor  that  the  economist  should  confine  his  attention  to  economic 
motives  and  economic  values.  There  are  different  levels  of  valuation, 
so  to  speak — ethical,  political,  religious,  aesthetic,  and  economic. 
There  is  ample  room  for  a  distinct  and  separate  science  of  economics 
to  deal  with  this  last  class  of  values. 

I  would  appraise  the  episode  created  by  this  group  of  papers  as  be- 
ing one  of  a  long  series  of  reactions  against  the  tendency  on  the  part 
of  certain  economists  to  reason  too  abstractly.  This  discussion  may 
be  regarded  as  a  sort  of  "the  morning  after"  the  Austrian  School. 

B.  M.  Anderson,  Jr. — Chiefly  because  my  expectations  were  very 
high,  I  must  confess  to  some  disappointment  in  the  degree  of  definite- 
ness  in  what  has  been  presented  this  afternoon  by  Professors  Hamil- 
ton, Clark,  and  Stewart.  I  have  looked  forward  for  over  a  year  to 
this  session  hoping  that  they  would  make  clear  precisely  what  they 
propose  in  the  matter  of  the  reorganization  of  economic  theory.  That 
they  have  new  and  significant  ideas  I  am  perfectly  sure,  because  at 
those  points  where  I  understand  them  I  recognize  new  and  significant 
ideas,  but  I  am  still  far  from  clear  as  to  the  full  drift.  I  should  like 
to  ask  them  some  questions.    Are  they  proposing  a  new  and  exclusive 


3S£  American  Economic  Association 

method  of  approaching  economic  theory  ?  In  proposing  a  new  method, 
do  they  propose  also  to  scrap  the  old  methods?  In  particular,  do 
they  propose  to  abandon  the  methods  of  the  static  analysis, — the 
main  body  of  price  theory  which  has  been  elaborated  by  Adam  Smith, 
Ricardo,  Mill,  John  B.  Clark,  Fisher,  Fetter,  Marshall,  Bohm-Bawerk, 
Wieser,  and  others?  When  they  say  that  static  theory  is  not  enough, 
I  find  myself  in  full  accord.  But  if  they  propose  to  scrap  static  theory 
entirely,  and  substitute  for  the  notion  of  the  equilibrium  of  contempo- 
rary forces  a  purely  genetic  or  historical  method,  I  am  unable  to  go 
with  them.  The  contrast  which  they  emphasize  between  two  types  of 
economic  theory  is  significant.  It  has  appeared  again  and  again  in 
the  history  of  economic  thought  under  various  forms  which  do  not 
always  run  on  all  fours.  Typical  of  this  contrast  would  be  the  fol- 
lowing: statics  vs.  dynamics;  the  cross  section  view  vs.  the  historical  or 
genetic  view;  the  theory  of  goods  vs.  the  theory  of  prosperity;  long- 
run  vs.  short-run  laws;  normal  vs.  transitional  tendencies;  temporal 
vs.  logical  priority;  causation  as  a  temporal  sequence  vs.  causation  as 
timeless  logical  relationships.  The  contrast,  however  presented,  is 
fundamental.  Neither  term  of  the  contrast,  however,  gives  us  a  com- 
plete picture  of  the  economic  process.  We  must  have  a  higher  syn- 
thesis which  will  bring  the  terms  of  these  contrasts  into  relation  to 
one  another  if  we  are  going  to  have  a  unified  science  of  economics.1 

No  doubt  the  static  analysis  has  been  more  fully  worked  out  than 
have  the  dynamic  tendencies.  Probably  more  will  be  done  in  the  next 
generation  in  the  development  of  new  dynamic  theory  than  in  the  de- 
velopment of  new  static  theory.  I  am  convinced,  however,  that  it  is 
possible  to  generalize  statics  and  to  generalize  dynamics  in  such  a 
way  as  to  make  it  possible  for  us  to  look  at  most  problems  from  both 
points  of  view. 

I  venture  to  suggest,  moreover,  that  the  gentlemen  who  have  pre- 
sented the  doctrines  of  the  new  school  to  us  this  afternoon  are  in  fact 
good  static  theorists.  They  make  use  of  the  principles  of  the  static 
analysis  in  their  own  work.  I  would  refer  here  specially  to  Professor 
Clark's  work  on  railway  rates,  though  all  three  of  the  gentlemen  have 
from  time  to  time  been  guilty  of  this  archaic  mode  of  thinking!  Pro- 
fessor Mitchell  in  his  Business  Cycles  has  largely  dispensed  with  the 
static  analysis,  as  the  problems  with  which  he  was  dealing  lend  them- 
selves peculiarly  to  a  different  method.     Professor  Veblen  has  made 

I I  venture  to  refer  to  Chapter  XXV  of  my  Value  of  Money  called  The 
Reconciliation  of  Statics  and  Dynamics"  for  an  elaboration  of  this  notion* 
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large  use  of  the  genetic  method,  but  he  has  also,  I  think,  employed 
static  notions  very  freely,  particularly  in  his  Theory  of  Business  En- 
terprise. 

I  think  there  would  be  little  dissent  from  the  proposition  that  the 
old  historical  method  of  the  Germans,  where  exclusively  pursued,  has 
given  us  few  new  significant  generalizations.  Knies  would  be  listed 
as  one  of  the  leaders  of  the  German  historical  school,  but  his  influence 
has  been  greatest  through  his  book  on  Geld  und  Kredit,  which  is  largely 
theoretical  and  in  a  considerable  measure  static. 

In  conclusion,  let  me  urge  that,  whatever  constructive  program  may 
be  laid  down  by  the  new  school,  they  do  not  take  a  negative  attitude 
toward  methods  which  they  themselves  prefer  not  to  use.  Men's  minds 
differ  greatly,  and  the  tools  of  thought  which  are  useful  for  one  man 
may  not  be  useful  for  another.  The  real  test  of  methodology  must  be 
the  product  in  causal  theory  which  has  fruitful  application. 

Rejoinder  by  J.  M.  Clark. — Professor  Fetter  claims  that  I  do  not 
understand  static  theory  in  that  static  theory  emphasizes  its  own  limi- 
tations. Nobody  realizes  more  clearly  than  I  do  that  as  compared  to 
theory  which  is  unconsciously  static,  any  theory  which  announces  its 
static  character  takes  a  long  step  in  the  right  direction.  But  a  sign 
which  announces:  "This  happy  valley  is  not  the  whole  world"  does 
not  take  the  place  of  explorations  outside  the  happy  valley,  no  mat- 
ter how  many  exclamation  points  there  are  on  the  sign. 

One  of  the  speakers  protests  that  we  must  not  scrap  static  doctrines. 
Nobody  has  proposed  to  scrap  static  doctrines,  and  in  my  own  paper 
I  spent  some  time  showing  that,  by  the  pragmatic  standard  which  I 
am  advocating,  these  doctrines  have  a  large  and  important  measure  of 
truth,  for  certain  limited  purposes. 

In  reply  to  Professor  Anderson's  question  as  to  what  I  am  really 
driving  at,  I  consider  that  I  am  continuing  the  work  which  my  father 
undertook,  of  developing  dynamic  economics,  but  that  we  differ  as  to 
method.  Instead  of  starting  with  static  doctrines  and  modifying  them 
to  allow  for  dynamic  elements,  it  seems  to  me  necessary  to  start  with 
the  static  premises  and  revise  them.  The  change  that  results  is  well 
characterized  in  his  own  book,  The  Philosophy  of  Wealth,  in  a  passage 
where  he  is  speaking  of  the  effect  of  introducing  a  correct  "anthrop- 
ology" (or  psychology),  and  says  that  it  is  rather  chemical  than  me- 
chanical.1 

* 1  should  like  with  the  editors'  permission,  to  reply  under  "leave  to  print" 
to  one  point  to  which  it  seemed  difficult  to  reply  on  the  floor,  because  it  con- 
cerned the  character  of  my  own  writings.     Professor  Anderson  says  that 
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In  connection  with  Professor  Ogburn's  paper,  there  has  occurred  to 
me  a  hypothesis  which  would  support  a  different  interpretation  of  the 
material  he  presents.  Suppose  that  an  underlying  fighting  instinct,  or 
a  race  antipathy  or  for  that  matter  even  a  carefully  cultivated  resent- 
ment, is  in  conflict  with  standards  of  conduct  which  condemn  wanton 
attack.  The  suppressed  and  perhaps  unconscious  longing  for  a  fight 
can  only  be  rationalized  if  some  motive  for  fear  or  hatred  is  discovered, 
and  some  such  casus  belli  becomes  a  necessity.  Economic  rivalries  will 
do  (even  though  the  stakes  are  absurdly  small  compared  to  the  costs 
of  the  game)  if  their  importance  is  magnified  by  vague  phrases  like 
"A  Place  in  the  Sun."  In  such  a  case  means  and  end  would  be  re- 
versed when  the  people  came  to  explain  their  action.  "A  good  war 
justifies  any  cause."  Is  there  not  possibly  a  good  deal  of  this  in  the 
psychology  of  those  masses  who  support  a  war,  as  over  against  the 
relatively  few  who  stand  to  gain  directly  and  substantially? 

Professor  Hamilton  and  myself  have  not  produced  anything  that  gives  a 
sample  of  the  method  we  advocate  sufficient  to  justify  the  stand  we  have 
taken.  The  criticism  seems  somewhat  irrelevant.  My  claim  is  that  the  prin- 
ciples I  have  named  are  tools  that  workers  in  social  economics  actually  use. 
I  have  found  them  at  work  in  many  books  in  practical  subjects  in  many  and 
varied  forms.  I  have  also  found  the  disregard  of  them  responsible,  m  one 
form  or  another,  for  a  large  part  of  the  bad  thinking  on  such  subjects.  As 
for  my  own  articles  which  attempt  to  develop  and  use  these  principles,  I  know 
that  Professor  Anderson  has  read  some  of  them,  but  I  infer  that  they  must 
have  been  among  those  very  painful  experiences  which  Professor  Ogburn  says 
we  tend  to  forget. 


THE  "OPEN  DOOR"  AND  COLONIAL  POLICY 
By  William  Smith  Culbebtson 

Member 
United  States  Tariff  Commission 

The  principle  of  the  open  door  does  not  imply  free  trade  nor 
even  low  or  revenue  tariffs.  It  implies  actual  equality  and  uni- 
formity of  treatment  in  import  and  export  duties,  harbor  dues, 
customs  regulations,  distribution  of  raw  materials,  and  oppor- 
tunities for  investments  or  concessions.  It  may  be  made  applicable 
in  any  dependent  colony  or  even  in  a  country,  such  as  China  or 
Persia,  where  outside  governments  are  backing  the  commercial 
and  financial  interests  of  their  nationals  in  their  competition  for 
trade,  investment,  or  concessions. 

Old  and  New  Colonialism 

The  old  colonial  system  of  the  sixteenth  and  seventeenth  centu- 
ries was  based  on  monopoly,  exclusion,  and  the  "closed  door." 
Colonies  were  conceived  to  exist  solely  for  the  benefit  of  the  mother 
country.  Mercantilist  statesmen  looked  upon  them  as  a  means  of 
enriching  the  nation.  The  mining  of  the  precious  metals  was  en- 
couraged. Navigation  laws  made  colonial  shipping  a  national 
monopoly.  Colonies  were  required  to  sell  their  produce  to,  and  to 
purchase  their  supplies  from,  the  mother  country.  Trade  and 
colonial  rivalries  developed  into  wars.  The  British  fought  suc- 
cessfully in  turn  the  Spanish,  the  Dutch,  and  the  French,  and  laid 
the  foundations  of  a  great  empire.  It  was  an  age  full  of  heroic 
achievements  but  ruled  by  ideals  of  combat  and  dominance,  which 
can  find  no  place  in  any  just  plan  of  world  affairs. 

The  latter  part  of  the  nineteenth  century  witnessed  a  revival 
of  colonial  policy  as  epochal  as  the  old  colonialism.  It  came  as 
one  of  the  results  of  the  later  phases  of  industrial  revolution. 
Mechanical  invention  and  business  organization  increased  produc- 
tion; goods  were  exported  to  foreign  markets;  capital  accumu- 
lated and  sought  investment.  Colonies,  protectorates,  and  spheres 
of  influence  became  desirable.  Politics  began  to  interest  itself  in 
the  commercial  and  financial  conditions  of  distant  countries. 

When  this  revival  of  colonial  interest  began,  Great  Britain  dis- 
covered that  she  had  under  her  flag  some  of  the  most  desirable 
parts  of  the  earth's  surface.     France  retained  only  a  shadow  of 
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her  seventeenth  century  empire.  The  colonies  which  the  Dutch, 
the  Portuguese,  and  the  Spanish  still  held  were  but  remnants  of 
their  former  domains.  But  there  were  large  portions  of  the  world 
uncontrolled  by  any  great  power.  South  America  was  closed  to 
European  political  interference  or  control  by  the  Monroe  Doc- 
trine. Africa  offered  the  greatest  opportunities  for  colonial  ex- 
pansion and  its  partition  began.  Great  Britain  enlarged  her 
possessions.  France  again  became  a  great  colonial  power.  Leo- 
pold of  Belgium,  the  Italians,  and  the  Germans,  each  obtained  a 
share  of  the  dark  continent,  and  the  Portuguese  renewed  their  in- 
terests in  holdings  and  claims  neglected  for  years.  Nor  did  the 
islands  of  the  sea  nor  Asia  escape  the  colonizing  fervor.  Oceania 
was  taken  over  and  the  integrity  of  China,  Persia,  and  other  Asiatic 
countries  threatened. 

Declarations  in  Favor  of  the  Open  Door 

The  Berlin  Conference  of  1884-85  met  for  the  purpose  of  ad- 
justing the  rivalries  of  nations  in  the  Congo  Basin.  Its  signifi- 
cance in  our  discussion  is  that  it  emphasized  the  importance  of 
the  open  door  in  international  relations.  France  and  Portugal 
had  been  competitors  in  the  Congo  and  the  African  International 
Association  had  at  the  same  time  tried  to  establish  an  independent 
dominion.  Fearing  the  encroachment  of  her  rivals,  Portugal 
sought  British  support  and  negotiated  a  treaty  which  guaranteed 
Portuguese  territorial  integrity  and  at  the  same  time  promised 
free  trade  in  the  colony.  This  treaty,  however,  was  opposed  by 
nearly  all  of  the  nations,  and  when  it  failed  Bismarck  called  the 
Berlin  Conference  together  in  the  hope  that  a  settlement  might  be 
reached  with  reference  to  the  whole  Central  African  question.  In 
opening  the  first  session  Bismarck  said:  "The  fundamental  idea 
of  this  program  is  to  facilitate  the  access  of  all  commercial  na- 
tions to  the  interior  of  Africa."  There  was  a  general  acceptance 
at  this  assembly  of  the  Powers  to  the  proposition  that  a  free  zone 
should  be  established,  and  the  greater  part  of  the  discussion  re- 
lated to  the  delimitation  and  the  neutralization  of  the  territory 
affected.  The  principles  established  were:  that  trade  should  be 
free  to  all  nations  in  the  Basin  of  the  Congo,  including  certain 
territory  east  and  west  to  the  Indian  and  Atlantic  Oceans,1  with 

iThe  territory  to  the  west  was  a  comparatively  narrow  strip,  whereas  on 
the  Indian  Ocean  the  free  trade  zone  reaches  its  greatest  extent,  north  and 
south. 
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free  access  to  ports  and  to  the  Congo  and  its  affluents ;  that  navi- 
gation fees,  equal  for  all,  be  allowed  to  cover  costs  of  improve- 
ments; that  "import  duties"  be  prohibited;2  that  no  commercial 
monopoly  or  privilege  should  be  granted;  that  foreigners  should 
in  all  cases  enjoy  the  same  rights  in  the  region  as  citizens  of  the 
sovereign  power ;  and  that  the  execution  of  these  provisions  should 
be  in  the  hands  of  an  international  commission.  This  commis- 
sion, however,  was  never  appointed  and  administration  was  left  in 
the  hands  of  the  states  holding  territory  in  the  zone. 

Passing  over  a  number  of  treaties  between  two  or  three  nations, 
the  most  important  of  which  is  the  one  between  France  and  Great 
Britain  in  1898  applying  for  80  years  the  open  door  policy  to 
some  one  million  additional  square  miles  of  African  territory,  we 
come  to  the  Algeciras  Congress  of  1906,  in  which  again  the  lead- 
ing European  powers  considered  the  question  of  commercial  equal- 
ity— this  with  reference  to  Morocco.  A  uniform  import  duty  of 
1*^  per  cent,  applicable  to  the  goods  of  all  nations,  was  agreed 
upon.  A  state  bank  was  established  under  international  control. 
All  concessions  and  contracts  were  to  be  let  publicly  without  dis- 
crimination. In  case  a  contract  for  a  government  work  was  to  be 
let,  the  diplomatic  representatives  of  the  powers  entering  into  the 
agreement  were  to  be  notified.  In  general,  the  conference  agreed 
to  the  principle  of  the  open  door  in  all  commercial  and  financial 
matters. 

In  the  diplomacy  of  the  Far  East  the  principle  of  equality  in 
commercial  matters  was  recognized  when  Secretary  of  State,  Hay, 
on  September  5,  1899,  requested  and  later  received  from  the  na- 
tions holding  "spheres  of  influence"  in  China  the  pledge  that  they 
would  maintain  the  open  door  as  to  customs  duties,  harbor  dues, 
and  railroad  rates.  In  the  preamble  of  the  Anglo-Japanese  Alli- 
ance, signed  January  80,  1902,  Japan  and  Great  Britain  reas- 
serted their  adherence  to  the  open-door  principle  to  the  effect 
that  they  were  specially  interested  "in  securing  equal  opportuni- 
ties" in  China  and  Korea  "for  the  commerce  and  industry  of  all 
nations." 

The  "open  door"  is  the  antithesis  of  the  policy  that  colonies 
exist  for  the  exclusive  benefit  of  the  mother  country.  It  recog- 
nizes the  interests  both  of  outside  nations  and  of  the  colony  it- 
self. It  establishes  the  principle  that  no  nation,  because  of  politi- 
co 1890  the  Brussels  Anti-Slavery  Conference  permitted  a  10  per  cent 
import  duty  in  the  Congo  sone. 
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cal  control  or  military  power,  has  a  right  to  exclude  other  nations 
from  participation  in  the  economic  development  of  the  less  ad- 
vanced parts  of  the  world. 

The  Open  Door  in  Practice 
Much  of  the  difficulty  with  the  open-door  policy  has  resulted 
from  a  failure  to  recognize  and  to  acknowledge  its  full  implica- 
tions. In  many  quarters  it  has  received  lip  service  but  in  practice 
has  either  been  evaded  by  secret  devices  or  modified  by  so  many 
exceptions  that  it  has  become  little  more  than  an  aspiration.  The 
conclusion  must  not  be  jumped  at  that,  because  international  con- 
ferences, diplomatic  notes,  and  treaties  have  proclaimed  the  open 
door,  the  door  has  remained  open.  A  discussion  of  the  ingenious 
methods  by  which  the  door  has  been  closed  would  extend  far  be- 
yond the  scope  of  this  address.  It  would  include  the  story  of  the 
railroads,  and  other  concessions  of  China,  and  of  the  development 
of  trade  and  finance  in  Asia  and  Africa.  Under  Leopold,  for  ex- 
ample, free  trade  in  the  Congo  Free  State  was  all  but  nullified  by 
the  prohibition  of  trading  on  the  domain  of  the  state  and  on  the 
lands  of  companies  holding  concessions, — in  other  words,  the 
greater  part  of  the  country.  Passing  with  only  brief  mention  this 
aspect  of  the  open-door  problem,  I  can  not  too  strongly  empha- 
size that  it  is  the  secret  and  concealed  influence  of  governments 
working  in  or  cooperating  with  trading  companies  and  nominally 
private  concerns  which  hold  railroad,  mining,  and  timber  conces- 
sions that  presents  the  most  serious  menace  to  equality  of  com- 
mercial and  financial  opportunity. 

Dutch  Colonial  Policy 
Since  tariffs  have  played  a  large  part  in  the  discussion  of  the 
open-door  policy,  it  may  be  profitable  to  examine  the  policies  pur- 
sued by  different  countries.  The  Netherlands  may  be  mentioned 
first  since  their  colonial  empire  is  one  of  the  oldest  and  since,  so 
far  as  the  published  tariffs  show,  there  are  no  preferences.  The 
Dutch  possessions  are  in  the  East  and  the  West  Indies.  Java  is 
the  most  important  colony.  The  open  door  prevails  in  the  colonies 
and  the  low  revenue  tariff  of  the  mother  country  gives  no  special 
advantage  to  colonial  products. 

British  Preference 
All  the  dependent  colonies  of  Great  Britain,  including  India, 
have  import  tariffs  embodying  the  open-door  principle.     Great 
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Britain,  however,  has  recently  levied  export  taxes  on  palm  kernels, 
raw  cocoa,  and  jute  when  exported  from  West  Africa  and  India, 
and  these  taxes  are  remitted  if  the  exports  go  to  any  portion  of 
the  British  Empire. 

Reference  should  be  made  to  the  preferential  tariffs  of  the  self- 
governing  British  dominions,  although  their  tariffs  do  not  techni- 
cally belong  to  a  discussion  of  the  open  door,  since  they  are  en- 
tirely independent  in  their  fiscal  policy.  Discussion  of  them  is 
more  relevant  under  most-favored-nation  treatment. 

Great  Britain,  it  should  be  said  in  justice  to  her,  has  never 
urged  or  even  encouraged  the  establishment  of  preferences  in  her 
favor.  A  minority  in  Great  Britain  has  favored  the  extension  of 
imperial  preference  to  the  products  of  the  rest  of  the  Empire  when 
imported  into  Great  Britain,  and  some  resolutions  have  been 
adopted  favoring  preferences.  But  the  British  Government  is  not 
likely  for  political  reasons  to  place  a  tariff  on  foods  and  raw  ma- 
terials, and  it  is  preferences  on  these  which  would  most  benefit  the 
dominions. 

Australia  grants  preferences  in  her  tariff  to  the  United  King- 
dom and  to  South  Africa.  In  New  Zealand  the  general  tariff  is 
the  preferential  tariff  and  is  applicable  to  goods  from  all  parts 
of  the  British  Empire.  Countries  outside  the  Empire  pay  a  sur- 
tax. In  the  case  of  the  South  African  Customs  Union,  the  regular 
schedule  applies  to  foreign  goods  and  the  preferential  rates  to 
goods  from  the  United  Kingdom  and  reciprocating  British  do- 
minions. Canada  has  three  schedules  on  imports.  The  lowest 
rates,  giving  a  preference  of  about  one-third  of  her  customs  duties, 
apply  to  the  whole  of  the  British  Empire  except  Newfoundland, 
Australia,  Gibraltar,  Cyprus,  Hongkong,  and  Malta.  Canada  in 
turn  receives  compensating  preferences  from  South  Africa,  New 
Zealand,  and  certain  of  the  British  West  Indies.  The  intermedi- 
ate tariff  may  be  granted,  in  whole  or  in  part,  in  return  for  re- 
ciprocating concessions,  and  also  to  countries  entitled  by  treaty 
to  most-favored-nation  treatment.  It  is  enjoyed  in  part  by 
French,  Belgian,  Dutch,  and  Italian  goods.  The  third  schedule  is 
the  general  tariff  and  is  paid  by  all  other  countries  including  the 
United  States. 

These  preferences  within  the  British  Empire  are  justified,  by 
their  defenders,  on  the  ground  of  political  and  sentimental  ties. 
They  are,  it  is  asserted,  purely  of  domestic  concern.  But  the  same 
argument  might  be  used  for  discriminatory  reciprocity  treaties 
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between  nations.  Should  the  arrangement  between  the  United 
States  and  Brazil  be  considered  objectionable  from  an  interna- 
tional standpoint,  equally  so  are  British  preferences.  Although 
technically  Great  Britain  has  a  veto  oh  legislation  in  the  Domin- 
ions, they  may  in  practice  enact  any  laws,  including  tariff  or  other 
fiscal  laws,  which  they  desire  whether  Great  Britain  approves  or 
not.  No  other  political  units  exist  in  the  world  which  are  com- 
parable with  them.  They  are  svi  generis.  But  being  nations  for 
fiscal  purposes,  should  they  decline  to  accept  the  responsi- 
bility of  nations  in  matters  of  commercial  policy  at  the  same  time 
that  independent  nations  are  asked  to  do  so?  If  discriminations 
are  objectionable  in  one  case,  are  they  not  objectionable  in  the 
other?  Should  the  British  Empire  insist  on  preferential  arrange- 
ments between  its  self-governing  parts,  there  seems  no  tenable 
justification  for  asking  other  self-governing  parts  of  the  world  to 
give  up  their  discriminatory  measures. 

German  Colonial  Policy 

Germany  entered  late  into  the  race  for  colonies.  She  was  in- 
spired to  enter  by  many  motives,  but  chiefly  by  the  desire  for 
commercial  advantage.  Other  industrial  countries  had  tropical 
and  sub-tropical  colonies  which  supplied  raw  materials  and  which 
furnished  markets  and  opportunities  for  the  investment  of  capi- 
tal. Preferential  tariffs  in  colonies  and  the  possibility  of  the 
extension  of  the  policy  of  exclusion  to  other  colonies  and  to 
"protectorates"  impelled  Germany  to  seek  political  control  over 
parts  of  the  world.  Dernburg,  the  German  colonial  secretary^ 
said:  "A  country's  own  colonies  become  an  instrument  of  com- 
mercial policy,  since  a  nation  secures  rights  and  privileges  in  for- 
eign colonies  only  when  one  can  offer  corresponding  rights  and 
privileges  in  her  own  colonies."  Germany's  first  colony  was  ac- 
quired in  Africa  in  1884;  the  last  important  one,  Kiau-Chau  in 
Shantung,  was  taken  from  China  in  1897.8  Her  colonial  empire 
included  Togo,  Kamerun,  German  Southwest  Africa,  German  East 
Africa,  German  New  Guinea,  Kiau-Chau,  and  certain  small  islands 
in  the  South  Pacific, — in  all  just  over  a  million  square  miles. 

The  published  tariff  rates  of  German  colonies  show  no  prefer- 
ences. German  goods  received  no  preferences  in  the  colonies ;  co- 
lonial goods  received  no  preferences  in  Germany.    But  the  ques- 

» The   Caroline    Islands  were    acquired    by    treaty   Oct.    1,    1899,  and  the 
German  claim  to  a  share  of  Samoa  was  recognized  by  treaty,  Nov.  14,  1699. 
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tions  may  be  raised:  Were  there  any  concealed  preferences?  And 
if  not,  what  motive  led  Germany  to  pursue  an  open-door  policy? 

Preferences  may  be  concealed  by  arranging  the  free  list  in  order 
to  exempt  from  import  duties  articles  predominantly  of  German 
origin;  by  placing  relatively  lower  duties  on  goods  which  are  im- 
portant in  the  commerce  between  the  colonies  and  the  mother  coun- 
try ;  by  administrative  regulations  which,  although  apparently  ap- 
plying to  all  equally,  favor  German  goods.  On  such  practices 
evidence  is  very  difficult  to  obtain,  but  it  seems  safe  to  say  that 
there  is  no  evidence  that  Germany  ever  closed  the  door  in  her 
colonies. 

The  Berlin  Act  of  1885  prohibited  discriminations  in  the  Congo 
Basin,  which  was  defined  to  include  German  East  Africa  and  part 
of  the  Kamerun.  There  was  also  a  selfish  motive  for  refraining 
from  adopting  preference.  Germany  was  not  in  a  strong  position 
in  regard  to  colonial  policy.  Had  she  adopted  preference,  it 
might  have  led  to  retaliation  by  such  colonial  powers  as  Great 
Britain  and  France;  and  in  that  case  Germany's  loss  would  have 
been  out  of  all  proportion  to  the  gain  from  preference,  as  her 
colonies  were  insignificant  and  undeveloped  in  comparison  with 
the  older  and  richer  colonies  of  France  and  Great  Britain. 

Italian  Colonial  Policy 

Italy,  like  Germany,  did  not  begin  to  seek  a  colonial  empire  un- 
til the  better  parts  of  the  earth's  surface  were  preempted.  The 
Italian  colonies — Eritrea,  Somaliland,  and  Libia — were  acquired 
in  the  order  named.  The  colony  of  Eritrea  attained  its  present 
boundaries,  approximately,  by  1900.  Somaliland  includes  the 
colony  proper,  and  to  the  north  several  protectorates.  It  was 
acquired  in  1889,  with  the  exception  of  the  four  chief  ports  of 
the  southern  part,  which  were  leased  in  1898  from  the  Sultan 
of  Zanzibar  and  purchased  in  1905.  Libia  was  annexed  by  decree 
of  November  5, 1911,  though  the  treaty  of  peace  with  Turkey  was 
not  signed  for  almost  a  year  and  guerilla  warfare  continued  even 
later.  The  commercial  importance  of  these  colonies  is  insignifi- 
cant. Exports  are  small  and  the  total  trade  of  all  three  does  not 
exceed  SO  million  dollars  per  annum. 

The  tariffs  of  these  Italian  colonies  are  low.  Preferences  in 
favor  of  Italian  products  exist  in  both  the  import  and  export 
schedules,  and  colonial  goods  enjoy  some  preferences  in  the  Italian 
market.     For  our  purpose  a  few  examples  will  suffice.     Italian 
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goods  when  entering  Eritrea  pay  only  a  statistical  tax  of  1  per 
cent  as  against  8  to  15  per  cent  paid  by  foreign  goods.  The  im- 
ports of  Italian  cottons  have  greatly  increased,  whereas  the  im- 
ports of  foreign  cottons  have  declined.  The  same  tendency  is 
seen  in  cotton  imports  into  Somaliland,  where  Italian  goods  also 
enjoy  a  preference.  Certain  articles,  particularly  hides,  exported 
from  Somaliland  to  Italy  have  a  preference  in  the  export  taxes. 
There  is  a  tendency  to  increase  preferences,  and  they  have  begun 
to  appear  in  the  Libian  tariff. 

French  Colonial  Policy 

France's  colonial  empire  includes  extensive  areas  and  a  divers- 
ity of  peoples.  In  Africa,  where  by  far  the  largest  territory  is 
controlled,  it  includes  Tunis,  Algeria,  Morocco,  large  sections  of 
west  and  equatorial  Africa,  and  Madagascar;  in  Asia  the  chief 
possession  is  Indo-China ;  and  in  America  and  Oceania  possessions 
are  held,  the  most  important  of  which  is  New  Caledonia. 

French  colonies  may  be  classified  for  tariff  discussion  into  as- 
similated, open-door,  and  special  regime  colonies.  Although  there 
are  some  exceptions,  those  of  the  first  group  have  the  same  tariff 
as  the  mother  country,  and  with  France  they  not  only  enjoy  free 
trade,  but  are  assimilated  into  a  common  customs  union.  These 
colonies  are  Algeria,  Indo-China,  Tunis  (in  part),  Madagascar, 
Reunion,  Martinique,  Guadeloupe,  New  Caledonia,  Guiana,  and 
Gaboon.  In  the  second  group,  the  open-door  colonies,  there  are 
very  low,  or  no,  tariff  duties.  Generally,  their  goods  pay  the 
minimum  rates  when  imported  into  France,  but  there  are  a  few 
special  preferences.  These  colonies  are  Morocco,  Somaliland, 
Dahomey,  the  Ivory  Coast,  French  India,  and  Equatorial  Africa 
outside  of  Gaboon;  to  which  French  tariff  policy  adds  also  the 
New  Hebrides.*  The  third  group,  the  special  regime  colonies, 
have  special  tariffs  containing  some  preferences.  They  are  West 
Africa  (excluding  Dahomey  and  the  Ivory  Coast),  Oceania,  and 
St.  Pierre  and  Miquelon. 

The  assimilated  colonies  are  France's  most  important  colonies. 
As  they  are  in  customs  union  with  France  and  levy,  therefore,  the 
high  duties  of  the  French  tariff  on  foreign  goods,  the  discrimina- 
tion in  favor  of  French  and  French  colonial  products  is  100  per 
cent.    In  the  special-regime  colonies  the  discrimination  is  equally 

*  The  New  Hebrides  are  under  the  condominium  of  Prance  and  Great 
Britain  and  are  not  technically  a  French  colony. 
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great  but  the  rates  are  lower.  There  are,  however,  additional 
duties  such  as  consumption  duties  and  the  octroi  de  mer  which  are 
paid  by  French  as  well  as  foreign  goods. 

In  French  markets  the  products  of  the  assimilated  colonies  (ex- 
cept pepper  and  sugar)  enjoy  a  preference  of  100  per  cent.  On 
imports  from  certain  open  door  and  special  regime  colonies  prefer- 
ences are  allowed  on  some  products. 

The  Open  Door  in  the  Philippines 
Article  IV  of  the  Treaty  of  Paris,  which  in  1898  brought  to  a 
close  the  Spanish  American  War,  provides: 

"The  United  States  will,  for  the  term  of  ten  years  from  the  date  of 
the  exchange  of  the  ratifications  of  the  present  treaty,  admit  Spanish 
ships  and  merchandise  to  the  ports  of  the  Philippine  Islands  on  the 
same  terms  as  ships  and  merchandise  of  the  United  States." 

Connected  with  this  article  occurs  probably  the  first  mention  in 
American  diplomatic  correspondence  of  the  words  "the  open  door." 
The  protocol  shows  that  the  Spanish  commissioners  asked: 

''Is  the  offer  made  by  the  United  States  to  Spain  to  establish  for  a 
certain  number  of  years  similar  conditions  in  the  ports  of  the  archipe- 
lago for  vessels  and  merchandise  of  both  nations,  an  offer  which  is 
preceded  by  the  assertion  that  the  policy  of  the  United  States  is  to 
maintain  an  open  door  to  the  world's  commerce,  to  be  taken  in  the 
sense  that  the  vessels  and  goods  of  other  nations  are  to  enjoy  or  can 
enjoy  the  same  privilege  which  for  a  certain  time  is  granted  those  of 
Spain,  while  the  United  States  do  not  change  such  policy?" 

The  American  commissioners  replied : 

"The  declaration  that  the  policy  of  the  United  States  in  the  Philip- 
pines will  be  that  of  an  open  door  to  the  world's  commerce  necessarily 
implies  that  the  offer  to  place  Spanish  vessels  and  merchandise  on  the 
same  footing  as  American  is  not  intended  to  be  exclusive.  But  the 
offer  to  give  Spain  that  privilege  for  a  term  of  years,  is  intended  to 
secure  it  to  her  for  a  certain  period  by  special  treaty  stipulation, 
whatever  might  be  at  any  time  the  general  policy  of  the  United  States." 

No  tariff  discriminations  were  inserted  in  the  tariff  legislation 
on  imports  adopted  by  the  United  States  military  authorities  for 
the  Islands.  Certain  preferences  were  allowed,  however,  on  raw 
materials  exported  from  the  Philippines  in  which  certain  industries 
of  the  United  States  were  interested.  Upon  the  production  of 
evidence  of  consumption  in  the  United  States,  the  Philippine  ex- 
port taxes  on  hemp,  copra,  sugar,  and  tobacco  were  refunded. 

The  United  States  Tariff  Act  of  1909  established  free  trade  be- 
tween the  Philippines  and  the  United  States  with  a  few  exceptions 
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(which  were  omitted  in  the  tariff  act  of  1918) ;  that  is,  no  import 
duties  were  to  be  assessed  on  domestic  product  of  either  the  United 
States  or  the  Philippines  when  entering  the  ports  of  the  other. 
Thus  Congress  definitely  abandoned  the  open-door  policy.  For 
some  years  prior  to  1909  there  had  been  a  few  preferences  to  such 
Philippine  products  as  sugar.  The  Philippine  Tariff  Act  of  Aug- 
ust 5,  1909,  enacted  by  the  United  States  Congress,  contains  the 
rates  of  duty  which  are  to  be  levied  on  imports  in  the  Philippines 
from  countries  other  than  the  United  States.  The  tendency  of 
this  tariff  act,  it  is  said,  was  to  exclude  foreign  competition  with 
American  products  in  the  Philippines,  and  the  act  was,  therefore, 
opposed  bitterly  by  some  classes  in  the  Islands. 

Something  should  be  said  as  to  the  economic  effect  of  prefer- 
ential arrangements,  and  our  arrangement  with  the  Philippines 
may  be  used  to  illustrate  tendencies  which  are  present  in  all  the 
preferences  which  we  have  considered. 

In  the  case  of  those  commodities  in  which  the  imports  from  the 
United  States  into  the  Philippines  would  not  dominate,  but  would, 
nevertheless,  be  substantial,  the  provisions  of  the  Philippine  Tariff 
Act  would  be  a  subsidy  to  the  American  exporter  at  the  cost  of 
the  Philippine  consumer.  Philippine  prices  would  be  determined 
by  the  product  which  had  to  pay  the  Philippine  duty.  On 
American  commodities  which,  because  of  their  superiority  in  qual- 
ity or  price,  dominate  the  Philippine  market,  the  result  of  the 
tariff  would  be  negligible;  the  tariff  rates  on  foreign  products 
would  be  merely  nominal  and  the  articles  would  sell  in  the  Philip- 
pines on  the  basis  of  free  imports,  provided,  of  course,  there  is 
free  competition.  American  commodities  which  were  dearer  than 
foreign  products,  yet  able,  by  virtue  of  the  tariff  preference,  to 
displace  them  in  the  Philippine  market,  would  command  a  higher 
price  in  the  Philippines  than  would  be  the  case  if  imports  from  all 
countries  were  free.  In  this  case  the  Philippine  consumer  would 
lose,  without  there  being  any  compensation  in  increased  revenue 
to  the  treasury  of  the  Islands. 

Tariff  of  China  and  Siam 
We  can  not  discuss  the  tariffs  of  dependent  colonies  without 
thinking  of  the  tariffs  of  China  and  Siam.  These  countries  have 
had  practically  no  voice  in  the  making  of  their  tariffs.  Tariff 
rates  were  fixed  for  them  in  treaties  concluded  more  than  a  half 
century  ago,  and  it  requires  only  a  glance  at  their  rates  to  see 
that  they  are  made  not  in  the  interests  of  the  people  of  China 
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and  Siam,  but  in  the  interests  of  those  nations  which  want  to  ex- 
port goods.  There  are  those  who  believe  that  simple  justice  re- 
quires that  China  and  Siam  be  granted  tariff  autonomy.  If  this 
does  not  seem  practicable  at  the  present  time,  the  treaties  should 
at  least  be  revised  in  such  manner  that  the  economic  and  revenue 
needs  of  these  countries  may  have  first  consideration.  An  inter- 
national commission  now  has  the  Chinese  tariff  under  consider- 
ation. 

Home  Interest  in  Tariff  Legislation 

Tariffs  of  dependent  colonies  and  of  China  and  Siam  should  be 
made  not  in  the  interests  of  the  leading  commercial  nations 
which  have  goods  to  export,  but  in  the  interests  of  the  people 
who  are  directly  concerned.  These  interests  in  such  cases  fre- 
quently coincide;  tariffs  chiefly  for  revenue  are  here  as  a  rule  de- 
sirable. But  these  interests  do  not  always  coincide.  A  higher 
tariff  in  China  would  unquestionably  contribute  to  her  financial 
and  political  independence.  India  also  furnishes  an  interesting 
case  in  point.  The  Lancashire  cotton  manufacturers  have  always 
opposed  a  tariff  on  cotton  goods  imported  into  India.  When  an 
import  duty  was  levied  on  cotton  products  in  India,  an  excise  tax 
equal  to  the  import  duty  was  levied  on  the  production  of  cotton 
goods  in  India.  So  far  did  the  government  go  in  its  effort  to 
eliminate  even  the  suggestion  of  protection  from  India's  tariff. 
Indian  opinion,  however,  was  hostile  to  this  situation.  Japanese 
competition  was  becoming  increasingly  severe.  After  long  agita- 
tion, in  March,  1917,  the  duty  on  cotton  goods  was  raised  from 
&Y2  per  cent  to  7^  per  cent  without  a  corresponding  increase  in 
the  excise  tax.  There  seems  no  good  reason  why  the  tariffs  of  de- 
pendent colonies  should  not  be  framed  upon  the  same  principles  as 
the  tariffs  of  independent  nations.  Both  the  revenue  and  indus- 
trial needs  of  the  peoples  directly  affected  should  be  given  first 
consideration. 

Preferences — an  International  Problem 
Whereas  the  highness  or  lowness  of  a  tariff  should  be  determined 
solely  with  regard  to  the  interests  of  the  people  directly  affected, 
preferences  in  tariffs  (and  in  other  commercial  and  financial  mat- 
ters too)  are  international  problems.  They  are  necessarily  sub- 
jects for  international  discussions  and  perhaps  decision.  The  in- 
dustrial value  of  preferences  to  the  favored  nation  and  the  ma- 
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terial  injury  to  the  excluded  nation  have  no  doubt  been  exag- 
gerated. Nevertheless,  the  nation  discriminated  against  is  ag- 
grieved. Suspicion  arises.  Retaliation  is  planned  and  put  into 
effect.  Trade  wars  follow  and  bitterness  and  hostility  are  en- 
gendered between  peoples.  It  can  no  longer  be  said  that  a  special 
discriminatory  treaty  between  two  peoples  is  their  concern  alone. 
Nor  can  it  be  said  that  preferences  between  a  nation  and  its  col- 
onies are  purely  domestic  problems.  To  take  such  a  position  is 
simply  a  refusal  to  face  squarely  one  of  the  most  fruitful  sources 
of  international  friction.  The  disposition  of  the  subject  depends 
fundamentally  upon  the  spirit  in  which  nations  come  together  for 
the  consideration  of  preferences.  If  the  spirit  is  that  of  selfishly 
seeking  to  hold  to  every  material  advantage  that  political  power 
for  the  moment  makes  possible,  no  substantial  progress  will  be 
made  and  the  world  will  settle  back  into  the  old  fatal  circle  of 
discriminations,  trade  rivalries,  hostility,  and  war.  If,  however, 
nations  recognize  that  they  are  faced  with  the  need  for  revolu- 
tionary action ;  if  the  spirit  which  guides  is  that  of  a  willingness 
to  give  up  something  in  the  interests  of  world  peace,  we  may  hope 
for  a  genuine  solution  of  the  perplexing  problem  of  discriminatory 
barriers. 

No  nation  should  be  asked  to  act  alone  in  the  abandonment  of 
preferential  or  discriminatory  measures.  Such  measures  should  be 
abandoned  by  all  the  powers  by  general  agreement.  This  action, 
as  we  have  seen,  has  been  taken  for  limited  areas.  Is  it  too  much 
to  hope  that  one  of  the  results  of  the  war  will  be  its  universal  ap- 
plication? If  there  is  one  thing  that  the  war  should  end  forever, 
it  is  colonial  monopoly  and  the  exploitation  of  outlying  parts  of 
the  world  by  nations  which  control  them  politically.  Colonies 
should  be  regarded,  and  are  regarded  by  the  most  advanced  na- 
tions, as  trusts  which  they  are  called  upon  to  administer.  Prefer- 
ences enjoyed  by  the  trustee  are  inconsistent  with  the  trusteeship. 

Concealed  Discriminations  and  Exceptions 

Nations  can  usually  be  brought  to  subscribe  to  the  principle 
of  the  open  door  either  with  the  agreed  understanding  that  cer- 
tain exceptions  are  to  be  allowed  or  with  the  design  that,  while 
proclaiming  publicly  acceptance  to  the  open  door,  they  will  devise 
means  of  concealed  discrimination. 

Concealed  discriminations  have  led  some  public  men  to  despair 
of  the  general  application  of  the  open-door  principle.    They  bave 
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said,  with  considerable  justification,  that  nations  which  carry  out 
their  international  obligations  in  good  faith  are  at  a  disadvantage 
in  competition  with  nations  which  do  not  hesitate  to  evade  the 
spirit  while  accepting  the  form  of  the  open-door  principle.  Con- 
cealed discriminations  may  be  made  in  tariff  classifications  by 
which  products  which  are  peculiarly  the  products  of  the  mother 
country  or  colony  are  favored  under  an  appearance  of  equality; 
in  undervaluations  of  home  products;  in  customs  regulations;  in 
port  and  navigation  rules;  and  in  the  even  more  subtle  way  of 
financial  and  political  control.  A  government  may  even  disguise 
its  discriminatory  policy  by  operating  through  nominally  private 
banks  and  corporations.  Faced  with  these  conditions  some  public 
men  have  proposed  to  abandon  the  equality-of-treatment  principle 
and  to  attempt  the  use  of  retaliatory  measures  for  the  purpose  of 
removing  concealed  discriminations  by  other  nations.  In  clear 
cases  where  negotiation  has  failed  it  is  justified,  but  as  a  general 
policy  such  a  step  is  objectionable.  Rather  should  the  nations, 
recognizing  the  desirability  of  the  open-door  principle,  make  it 
effective  by  devising  as  a  supplement  to  it  machinery  which  will 
ferret  out  and  bring  into  the  open  these  objectionable  and  con- 
cealed discriminations. 

When  we  turn  to  the  consideration  of  possible  exceptions  to  the 
open-door  principle,  our  problem  becomes  more  controversial. 
Cases  undoubtedly  exist  where  geographical  or  political  ties,  or 
the  two  together,  justify,  even  from  an  international  standpoint, 
preferential  arrangements  or  a  customs  union.  Among  these  may 
be  mentioned  the  United  States,  in  which  the  states  are  contiguous 
geographically  and  bound  together  by  an  indissoluble  political 
union;  the  Zollverein  established  among  the  German  States  in 
1834  ;5  and  the  customs  union  of  the  states  of  Australia.  A  cus- 
toms union  or  preferential  tariffs  would  also  be  justified  among 
the  states  of  Central  America.  If  eastern  and  southeastern  Eu- 
rope is  in  the  future  broken  up  into  small  nationalities  in  order 
to  satisfy  the  many  national  aspiration?  of  those  peoples,  their 
vital  interests  may  require  the  adoption  of  a  common  commercial 
policy  among  them.  Cuba  and  Hawaii  are  economically  a  part  of 
the  United  States  and  bound  to  this  country  by  peculiar  political 
ties.  To  refuse  in  their  case  a  close  economic  union  with  the 
United  States  would  be  unjust  to  them.  Even  Algeria  may  per- 
haps reasonably  claim  inclusion  in  a  customs  union  with  France. 

s  It  was  gradually  extended  to  include  more  German  states  and  was  com- 
pleted in  1871.    Hamburg  and  Bremen  were  added  in  October,  1888. 
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Just  where  the  limit  to  the  establishment  of  customs  unions  and 
preferential  arrangements  shall  be  placed  depends  on  what  is  de- 
sirable from  the  standpoint  of  international  good-will.  The  in- 
terests of  weak  political  units  dependent  on  others  and  the  funda- 
mental political  and  geographic  relationships  should  be  carefully 
weighed.  It  is  reasonable  to  suggest,  however,  that  mere  political 
ties  between  political  units  widely  separated  is  not  alone  enough 
to  justify  preferences.  From  the  standpoint  of  world  harmony, 
then,  no  justification  can  be  found  for  preferences,  for  example, 
between  the  United  States  and  the  Philippines,  Great  Britain  and 
Australia,  Italy  and  Eritrea,  or  France  and  Indo-China. 

It  is  one  thing,  however,  to  admit  that  exceptions  are  necessary, 
and  quite  another  to  determine  what  the  exceptions  are  to  be. 
If  each  nation  is  left  to  determine  independently  what  exceptions 
to  the  general  rule  should  exist,  the  general  treaty  will  put  us  lit- 
tle further  ahead  than  we  are  today.  Plausible  grounds,  geo- 
graphic or  political,  can  always  be  alleged  for  preference  and  the 
exceptions  will  destroy  the  rule.  Here,  as  in  the  case  of  concealed 
discriminations,  we  have  a  problem  for  international  investigation 
and  possible  decision. 

Machinery  of  an  International  League 
Both  concealed  discriminations  and  open  exceptions  to  the  gen- 
eral rule  of  the  open  door  raise  immediately  the  question  of  the 
machinery  to  be  adopted  by  nations  for  their  joint  action.  We 
can  not  here  discuss  the  details  of  the  League  of  Nations,  but 
some  phases  of  its  possibilities  should  be  suggested  in  relation  to 
preferences  and  the  open  door.  No  international  league  will 
spring  into  existence  full-fledged.  A  plan  too  ambitious  for  the 
present  time  will  destroy  itself.  Nations  will  not  immediately 
yield  up  that  degree  of  sovereignty  which  the  more  pretentious 
plans  for  a  League  of  Nations  call  for.  Years  of  education  and 
experimentation  are  ahead  of  the  world  before  the  tradition,  the 
sanction,  and  the  international  will  come  into  being  which  are 
necessary  to  make  a  comprehensive  world  state  a  success.  The  im- 
mediate problem  is  to  determine  the  steps  which  now  should  be 
taken  toward  international  government,  for  real  progress  depends 
on  knowing  how  much  the  world  will  accept  at  the  present  stage  of 
its  development.  The  following  proposals  are,  therefore,  made  as 
suggestive  guides  toward  permanent  peace: 

1.  That  general  principles,  governing  as  many   subjects   as 
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possible,  be  enumerated  in  general  treaties  signed  by  all  the  na- 
tions. For  example,  instead  of  leaving  discriminations  and  pref- 
erences to  nations  bargaining  two  by  two,  or  to  special  confer- 
ences, the  nations  should  adopt  by  general  treaty  the  principle  of 
the  open  door  and  unconditional  most-favored-nation  treatment. 
£.  That  there  be  established  with  ample  funds  to  support  them, 
a  series  of  advisory  and  administrative  commissions,  whose  duty 
it  will  be  to  investigate  and  give  publicity  to  matters  of  interna- 
tional concern  and  to  administer  any  task  laid  on  them  by  the 
final  treaties. 

8.  That  the  peace  treaty  provide  for  the  reassembling  from 
time  to  time  of  the  delegates  of  the  nations,  and  that  at  these 
periodic  meetings  these  representatives  have  power  on  their  own 
initiative,  or  on  the  recommendation  of  any  one  of  the  inter- 
national commissions,  to  revise  or  extend  any  provision  of  the 
final  treaty  and  resubmit  their  revisions  to  the  nations  for  ratifi- 
cation. 

International  Commissions 
In  the  world  out  of  which  the  great  war  sprang  as  inevitably  as 
sparks  fly  upward,  a  nation  aggrieved  by  shipping,  trade,  or 
financial  discriminations  had  only  the  alternative  before  it  of  sub- 
mitting or  retaliating.  If  it  submitted,  it  nursed  its  grievance  in- 
to suspicion  and  hatred;  if  it  retaliated,  the  world  witnessed  a 
commercial  war  which  increased  ill  feeling.  The  need  was  great, 
and  now,  after  the  war,  is  even  greater  for  international  commis- 
sions which  will  investigate  and  offer  a  solution  to  these  commer- 
cial rivalries  before  they  result  in  conflict.  The  Allied  Maritime 
Transport  Council,  which  has  rendered  such  genuine  service  dur- 
ing the  war,  suggests  the  field  for  an  international  shipping  com- 
mission. The  food  and  raw  material  Executives  of  the  Allies  may 
be  regarded  as  the  beginnings  of  the  organization  for  handling 
world  problems  concerning  food  and  raw  materials.  Anarchy,  be- 
fore the  war,  reigned  almost  supreme  in  international  trade  rela- 
tions. Because  there  were  no  international  standards  of  competi- 
tion, the  only  restraints  on  unfair  practices  by  great  export  syn- 
dicates were  those  exercised  by  nations,  and  they  were  ineffective. 
An  international  trade  commission  could  be  of  great  service  in 
making  competition  between  nations  fair.  Investments  and  con- 
cessions in  politically  backward  countries  should  also  be  under  an 
advisory  commission,  which  would  view  the  problem  in  the  light  of 
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international  needs.  An  international  tariff  commission,  as  the 
discussions  in  this  address  indicate,  is  imperative.  It  would  act 
as  an  arbiter  in  tariff  disputes  between  nations,  give  publicity  to 
concealed  discriminations,  investigate  and  report  on  the  economic 
phases  of  any  exceptions  to  the  general  rule  of  equality  of  treat- 
ment and  opportunity,  and  at  stated  times  submit,  as  should  the 
other  international  commissions,  its  reports  and  findings  to  the 
reassembled  delegates  of  the  nations. 


THE  OPEN  DOOR  AND  COLONIAL  POLICY— DISCUSSION 

J.  T.  Cremkr. — I  am  thankful  for  having  been  asked  to  say  a  few 
words  in  reply  to  the  interesting  paper  read  by  Mr.  Culbertson,  show- 
ing so  clearly  that  the  open-door  policy  in  the  colonies  is  one  of  the 
economic  bases  for  permanent  peace. 

The  learned  speaker  showed  clearly  that  many  of  the  colonies,  which 
were  originally  "conceived  to  exist  solely  for  the  benefit  of  the  mother 
country"  are  yet  far  from  being  now  held  in  trust  for  the  benefit  of 
the  inhabitants  of  those  colonies;  they  are  far  from  seeing  their  doors 
opened,  in  order  to  give  entrance  to  nations — other  than  the  mother 
country — to  participate  in  the  economic  development  of  the  less  ad- 
vanced parts  of  the  world.  In  fact,  nearly  all  the  nations  mentioned 
have  either  preferential  custom-tariffs  or  they  discriminate  in  other 
ways  in  favor  of  the  mother  country.  It  is  remarkable  that  mother 
countries,  most  prone  to  give  equal  rights  and  freedom  to  their  own 
citizens,  countries  which  are  looked  upon  as  the  bulwarks  of  religious 
and  political  freedom,  do  not  feel  that  the  far-away  souls  they  have 
charge  of  claim  not  only  that  same  freedom  but  also  economic  freedom. 
The  speaker  first  referred  to  the  Dutch  Colonial  Policy,  but  least 
was  said  about  it.  This  silence  however  is  eloquent:  "So  far  as  the 
published  tariffs  show/'  he  said,  "there  are  no  preferences.  .  .  .  The 
open  door  prevails  in  the  colonies  and  the  low  revenue  tariff  of  the 
mother  country  gives  no  special  advantage  to  colonial  products." 

This  is  quite  true  and  unpublished  tariffs  do  not  exist.  The  home 
and  the  colonial  tariffs,  I  understand,  will  be  published  in  the  Free 
Trade  Journal. 

I  now  beg  to  be  permitted  to  explain  briefly:  (1)  why  the  Nether- 
lands adopted  this  policy;  (2)  what  the  results  are;  (8)  what  con- 
clusion is  to  be  drawn — a  conclusion,  which,  I  fear,  differs  with  respect 
to  the  colonies  inhabited  by  colored  natives  slightly  from  that  of  Mr. 
Culbertson. 

1.  I  frankly  admit  that  the  colonial  policy  of  Holland,  executed 
chiefly  by  the  Chartered  East  Indian  Company,  originally  had  more 
in  view  the  benefit  of  the  mother  country  than  that  of  the  natives,  and 
I  should  not  like  to  take  the  responsibility  of  all  that  happened  in 
the  greater  part  of  its  three  centuries  of  colonial  rule.  However,  in 
the  past  century  better  ideas  dawned. 

It  is  now  about  fifty  years  ago  that  the  preferential  import  and 
export  duties  were  abolished,  much  to  the  disgust  at  that  time  of  some 
home  manufacturers  and  merchants,  who  feared  that  they  would  be 
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driven  out  of  the  Indian  market  by  foreign  competition.  But  the  Home 
Government  stood  firm  and  considered  that  the  natives  had  a  right  to 
buy  and  sell  in  the  best  markets.  They  had  to  pay  their  taxes  in 
money  and  in  labor  (the  latter  method  has  since  been  abolished)  and 
had  a  right  to  claim  that  the  proceeds  should  go  into  the  Treasury,  not 
indirectly  into  the  pockets  of  home  consumers  or  producers. 

Another  reason  for  opening  our  door  widely  was  that  as  a  small  na- 
tion we  considered  it  a  very  grave  and  great  task  to  develop,  all  by 
ourselves,  a  territory  sixty  times  larger  than  our  own  home  country, 
six  times  the  size  of  the  Philippines  or  of  the  United  Kingdom;  and 
with  a  population  of  some  45  millions  (seven  times  our  own).  Co- 
operation of  foreign  capital,  industry,  energy,  and  science  was  re- 
quired, admitted,  and  obtained.  We  count  amongst  our  oldest  Indian 
commercial  firms,  banks,  planters,  and  scientists,  a  great  number  of 
foreign  Europeans  and  Asiatics.  Few  Americans,  I  must  say,  but  they 
had  a  great  task  to  fulfill  within  their  own  boundaries.  However, 
since  the  war  closed  the  direct  trade-roads  with  the  mother  country, 
a  brisk  trade  by  the  Pacific  Ocean  route  has  been  carried  on  with  the 
United  States,  and  it  is  still  going  on. 

Besides,  during  the  Hudson-Fulton  festivals,  on  which  occasion  I 
had  the  advantage  of  becoming  acquainted,  in  New  York,  with  some  of 
your  important  rubber  manufacturers,  they  took  my  advice  and 
opened  out  rubber  plantations  in  Sumatra,  which  are  now  the  largest 
in  the  world.    Others  followed  that  example. 

The  latter  fact  shows  that  not  only  was  our  door  open  for  com- 
merce, but  also  for  certain  investments  and  concessions  of  another  na- 
ture. In  fact,  for  the  purpose  of  cultivating  waste  soil,  for  working 
manufactories,  etc.,  the  foreigner  can  cooperate  with  Holland  or  native 
industrials  on  easy  conditions.  Railway  tariffs  are  the  same  for  every- 
one; the  railways  are  mostly  worked  by  the  government.  Foreign 
steamship  lines  frequently  visit  the  Colony. 

2.  The  results  of  the  open-door  policy  are  very  satisfactory.  Far 
from  having  stunted  home  enterprise  the  foreign  competition  has  emu- 
lated and  strengthened  it,  and  our  products  compete  with  those  of  other 
nations,  not  only  on  the  colonial  but  also  on  the  world's  markets.  Al- 
though Holland  hardly  produces  any  charcoal  and  produces  no  ores 
of  any  kind,  although  it  is  therefore  severely  handicapped  as  an  in- 
dustrial country,  still  its  industries  have  greatly  developed  in  the 
last  half  century.  Its  shipping  enterprise  is  known  all  over  the  world ; 
in  the  transit  through  the  Suez  Canal  it  took  the  third  place  before 
the  war. 
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The  East  Indian  colonies  at  the  same  time  rapidly  developed.     The 
total  trade  returns  in  1890  amounting  to  florins  300  millions,  in  1905, 
to  florins  480  millions,  grew  in  1913  to  one  billion  florins,  which  at 
the  rate  of  2y2  florins  to  the  dollar,  is  equivalent  to  $400,000,000. 
They  more  than  trebled  in  23  years.    The  imports  were  about  40  per 
cent,  the  exports  60  per  cent  of  that  total.     Nearly  one  third  of  the 
trade  was  direct  between  mother  country  and  colony.     The  chief  im- 
ports were  machinery,  iron  and  steel,  automobiles,  etc.     The  exports 
were  tin,  sugar,  tobacco,  rubber,  tea,  coffee,  cinchona,  vegetable-oil,  etc. 
It  would  carry  me  too  far  to  go  into  further  details.     Suffice  it  to 
say  that  since  Mr.  Money,  a  British  author,  who  visited  Java  after  a 
life  spent  in  British  India,  some  sixty  years  ago  wrote  his  book  Java, 
or  How  to  Manage  a  Colony,  and  since  your  countryman  Mr.  Clive 
Day  wrote  his  excellent  book  The  Dutch  on  Java,  much  has  been 
changed  for  the  better.     I  am  sure  that  the  many  competent  Ameri- 
cans, who  since  the  Philippines  came  into  your  possession  have  visited 
the  neighbouring  colony,  your  governors  (I  mention  Mr.  Harrison), 
your  military  commanders,  officials,  and  merchants  there,  have  been 
favorably  impressed  by  the  system  of  government  in  the  Netherlands 
Indies  and  its  results. 

Very,  very  much  remains  to  be  done,  chiefly  for  the  opening  up 
of  the  great  islands  surrounding  Java,  namely,  Sumatra,  Borneo,  Cele- 
bes, New  Guinea,  etc.,  but  one  object  we  have  attained  already,  namely, 
that  the  natives  are  convinced  that  no  other  foreign  rule  would  offer 
them  greater  advantages  than  that  of  the  Netherlands;  and  that  the 
foreign  nations,  now  freely  admitted  to  the  colony  with  their  com- 
merce and  industry,  feel  that  a  transfer  of  the  Netherland  rule  into 
other  hands  would  seriously  endanger  those  relations. 

This  safeguard  of  good  feeling  is  to  us  of  more  value  for  main- 
taining our  position  in  the  Far  East  than  a  large  fleet  and  a  strong 
army,  the  costs  of  which  would  weigh  down  the  colony. 

3.  This  leads  me  to  the  conclusion  that  any  colonial  nation,  which 
understands  the  importance  of  the  open  door  in  international  colonial 
relations,  can  act  for  itself,  can  act  at  once,  without  the  making  of 
"preferences  on  international  problem."  There  are  such  immense 
problems  to  be  solved  between  nations  after  the  great  war,  problems  of 
right  and  of  might,  problems  of  international  association,  all  of  which 
cannot  be  solved  except  by  mutual  agreement,  that  I  would  not  recom- 
mend to  add  to  these  labors  such  problems  as  every  nation  can  settle 
for  itself.  Granted,  even,  that  it  would  have  some  advantages  to  do 
so,  we  cannot  but  admit  that  years  would  pass  before  a  conclusion,  if 
any,  would  be  arrived  at. 
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Versailles  and  The  Hague's  Peace  Palace  have  enough  work  before 
them.  The  nations  that  now  have  no  preferential  duties  in  their  col- 
onies, that  abolished  them  by  their  own  free  will,  did  not  make  an 
international  problem  of  their  decision. 

What  Dernburg,  the  then  German  Colonial  Secretary,  said,  as  we 
heard  just  now,  is  not  true.  A  country's  own  colonies  are  not  "instru- 
ments of  commercial  policy"  of  the  mother  country.  That  is  a  policy 
of  centuries  gone  by.  It  is  not  true  that  "a  nation  secures  rights  and 
privileges  in  foreign  colonies  only  when  she  can  offer  corresponding 
rights  and  privileges  in  her  own  colonies."  This  barter  of  the  rights 
of  natives,  who  have  no  say  in  the  matter,  is  unsound,  is  objectionable, 
is  untrue.  In  the  colonies  I  mentioned  just  now  the  rights  are  given 
without  a  reward  and  they  fare  well  all  the  same. 

And  therefore  I  would  advise  those  nations  which  feel  that  prefer- 
ential duties  and  discrimination  are  against  the  interests  of  their 
colonists  and  imperil  peace,  not  to  wait  for  others  to  join  them,  not 
to  waste  precious  time,  but  to  act. 

Taking,  for  instance,  the  Philippines,  we  have  just  now  heard  that 
in  1913  the  door  was  closed  there  for  free  trade,  causing  a  bitter  op- 
position from  some  classes  there.  And  no  wonder,  as  it  was  said  that 
the  new  tariff  act  is  a  subsidy  to  the  American  exporter  at  the  expense 
of  the  Philippine  importer. 

Vour  Economic  Association,  I  take  it,  will  understand  that  the  in- 
dustry of  the  United  States,  its  commerce,  its  agriculture,  and  shipping 
trade,  which  in  the  past  war-years  have  all  shown  their  tremendous 
strength,  do  not  require  the  weak  support  of  a  few  millions  of  subjects 
in  the  Philippines  and  at  their  expense.  The  United  States  consumer 
might  allow  these  brown  brothers  from  oversea  to  sell  their  colonial 
produce  at  the  best  market;  and  if  you  understand  the  advisability  of 
this  policy,  I  venture  to  ask :  why  should  a  nation  wanting  to  act  in  this 
matter  not  act  at  once  and  for  itself?  Should  the  United  States 
deem  it  advisable  to  do  so,  she  might  join  in  this  open-door  policy  the 
neighboring  colonies  situated  between  the  Indian  and  the  Pacific 
Oceans,  and  between  the  Asiatic  and  the  Australian  Continents,  all 
populated  by  the  Malay-Polynesian  race  and  comprising,  besides  the 
Philippines,  the  Netherland  East  Indian  Archipelago,  and  the  British 
Straits  Settlement,  where  the  door  is  open  to  everyone.  They  would 
then  be  an  object  lesson  to  other  nations. 

I  know  of  a  nation,  which,  when  it  was  itself  a  colony,  objected  to 
paying  import  taxes  for  the  benefit  of  the  mother  country,  and  some 
145  years  ago  showed  its  displeasure  at  a  certain  "tea-party."     The 
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consequences  were  so  great  that  it  is  now  one  of  the  mightiest  nations 
of  the  world. 

Let  us  prevent  similar  "tea-parties"  elsewhere;  let  those  who  now 
feel  strong  and  hearty  throw  away  their  differential  bandages,  their 
protective  crutches,  and  their  discriminating  easy-chairs ;  and  above  all 
let  us  not  talk  about  it  but  say— DO  IT  NOW. 

Robert  L.  Hale. — Mr.  Culbertson's  paper  is  a  very  encouraging 
sign  of  the  times.  The  adoption  of  his  propositions  by  the  Peace  Con- 
ference would  remove  many  of  the  causes  of  international  friction — as 
many,  perhaps,  as  it  is  now  practicable  to  remove.  But  it  would  not 
remove  them  all.  And  it  is  our  function  as  academic  men  to  look  be- 
yond the  Peace  Conference  and  to  seek  out  and  to  inform  the  public 
of  the  causes  of  friction  still  waiting  for  removal. 

Mr.  Culbertson's  plan,  and  President  Wilson's  third  point  as  re- 
cently interpreted,  would  forbid  some  of  the  forms  of  discrimination 
which  are  practiced  between  nations.  Under  this  plan,  one  govern- 
ment could  no  longer  discriminate  in  its  customs  tariff  between  the 
interests  of  producers  in  different  foreign  nations.  But  as  long  as  a 
protective  tariff  of  any  sort  is  permitted,  the  government  which  im- 
poses it  must  of  necessity  discriminate  in  favor  of  the  domestic  and 
against  the  foreign  producers  of  the  protected  article.  Such  discrimi- 
nation is  the  very  essence  of  protection.  Yet  there  are  circumstances 
under  which  discrimination  in  favor  of  production  in  a  given  locality 
may  be  justified.  But  that  sort  of  discrimination,  if  practiced  by  a 
body  representing  one  locality,  may  well  cause  friction  with  the  gov- 
ernment which  represents  the  locality  whose  production  is  discrimi- 
nated against.  To  avoid  this  friction,  whatever  governmental  dis- 
crimination is  practiced  between  production  in  different  localities 
should  be  practiced  by  a  body  representing  all  of  the  interests  con- 
cerned. Such  a  body  would  be  an  international  tariff  commission,  of 
the  kind  which  Mr.  Culbertson  suggests,  but  with  additional  powers. 

But  a  customs  tariff  is  not  the  only  weapon  with  which  a  govern- 
ment can  at  present  discriminate  between  the  interests  of  groups  some 
of  whom  may  not  be  represented  in  that  government.  Whenever  a 
government  controls  credit,  establishes  priority  rules,  raises  or  spends 
revenue  or  regulates  transportation  rates,  it  has  the  power  to  dis- 
criminate among  interests  in  different  localities.  In  fact,  it  has  no 
power  to  avoid  discriminating.  Any  regulation  of  rates,  for  instance, 
necessarily  involves  an  apportionment  among  the  different  classes  of 
traffic  of  those  costs  of  the  enterprise  which  cannot  be  definitely  im- 
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puted  to  any  single  class.  Where  the  traffic  will  bear  it,  there  is  room 
for  discrimination  in  the  apportionment  of  these  joint  costs.  There 
are  indeed  mathematical  formulas  the  application  of  which  calls  for  no 
discretion ;  but  the  very  choosing  of  one  of  these  formulas  of  apportion- 
ment is  a  discrimination  against  those  classes  of  traffic  which  would 
gain  more  from  the  application  of  a  different  formula.  The  classes 
among  whom  this  discrimination  is  made  may  represent  interests  in 
different  nations.  If  the  body  which  practices  the  discrimination  rep- 
resents the  interests  of  one  nation  alone,  we  have  again  a  cause  for 
friction  between  governments. 

We  hear  much  of  the  desire  of  the  French  government  to  bring  the 
iron  district  of  the  Saar  Valley  within  the  French  boundaries.  Were 
the  prices  of  the  Saar  ore  to  be  fixed  by  an  international  commission, 
as  well  as  the  rules  of  priority  in  the  purchase  of  the  ore,  the  trans- 
portation rates  and  the  international  equivalents  of  export  and  import 
duties  on  it,  then  the  action  of  that  international  commission  and  not 
the  location  of  the  boundary  would  be  the  factor  decisive  of  the  re- 
spective advantages  to  be  obtained  by  the  French  and  German  iron 
industries.  Were  the  labor  conditions  in  and  the  taxes  on  the  mines 
likewise  to  be  fixed  by  international  bodies,  and  the  expenditure  of  the 
proceeds  of  those  taxes,  then  the  question  of  the  location  of  the  boun- 
dary would  lose  its  entire  economic  significance.  But  not  until  all  the 
international  conflicts  of  economic  interest  are  removed  from  the  juris- 
diction of  purely  national  governmental  bodies  will  the  location  of 
international  boundaries  cease  to  be  of  economic  moment.  Not  until 
then  can  their  location  be  determined  with  reference  solely  to  cultural 
and  traditional  considerations — to  the  rights  of  "self-determination" 
of  the  inhabitants. 


THE  ECONOMIC  FACTORS  IN  THE  MAINTENANCE 
OF  PEACE— DISCUSSION1 

C.  van  Vollenhoven. — Though  there  is  an  old  Latin  proverb  say- 
ing that  a  twice  repeated  story  pleases,  yet  I  deem  it  a  safer  course 
for  tonight's  meeting,  not  to  repeat  in  my  tune  the  suggestive  ideas 
expressed  by  Professor  Sprague  and  which  so  highly  honor  their 
author,  but  rather  to  support  them  by  proposing  a  slight  addition. 
Mr.  S prague's  introduction,  in  my  humble  judgment,  leaves  an  am- 
biguity. It  might  seem  as  if,  to  the  political  economy  of  the  present 
day,  only  a  new  final  chapter  ought  to  be  added;  a  final  chapter  advis- 
ing to  make  no  use  whatever  of  national  economic  forces  and  national 
economic  opportunities,  if  such  a  use  proves  contrary  to  the  benefit  of 
the  world  at  large,  and  therefore  apt  "to  breed  occasions  for  war." 
But,  I  think  this  is  not  the  thing  we  want.  Instead  of  a  new  final 
chapter,  economic  theory  and  practice  need  a  new  introductory  chap- 
ter and  a  new  title  page.  In  the  days  of  Adam  Smith  and  Alexander 
Hamilton,  international  peace  and  international  organization  were 
words  without  any  reality ;  and  so  the  economy  of  their  lifetime  could 
only  be  an  inquiry  into  the  nature  and  causes  of  the  wealth  of  separate 
nations, — of  nations  considering  but  themselves  and  judging  after  their 
national  wants  and  wishes.  For  such  a  practice  and  for  these  studies, 
"political"  or  "national  economy"  indeed  was  a  true  and  suitable  term. 
But  an  economy  as  advocated  last  night  by  Professer  Irving  Fisher 
and  by  Professor  Sprague  in  his  paper,  starts  from  quite  another 
point ;  it  does  not  inquire  into  the  causes  of  wealth  of  a  particular  na- 
tion in  its  particular  case,  but  into  the  causes  of  wealth  of  all  the  na- 
tions as  a  whole,  of  nations  in  their  undeniable  bonds  of  interdepend- 
ence. The  same  reason  which  will  compel  mankind,  after  this  war,  to 
rewrite  international  law,  no  longer  from  the  point  of  view  of  the 
separate  nations  with  their  clashing  rights  and  interests,  but  from 
that  of  their  common  rights  and  interests, — that  same  reason  will  urge 
upon  them  a  new  "international  economy."  Let  it  then  be  styled  so, 
from  its  very  birth  onward,  and  let  the  old  inadequate  name  of  a  "po- 
litical," a  "national  economy"  be  dismissed  into  the  desert  together 
with  the  thing  itself. 

Now  it  is  a  pleasure  to  me  to  draw  your  attention  to  the  fact 
that,  as  many  as  five  years  ago,  an  organization  was  planned  to  pro- 
mote Professor  Sprague's  ideas.    In  January,  1914,  half  a  year  before 

iThe  paper  on  this  subject,  by  Professor  O.  M.  W.  Sprague,  of  Harvard 
University  was  not  read  at  the  meeting. 
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the  war,  a  special  committee  from  the  Institute  of  International  Law 
discussed  in  the  Peace  Palace  at  The  Hague  an  Academy  of  Inter- 
national Law,  as  suggested  at  the  Second  Hague  Peace  Conference 
of  1907;  and  this  new  academy,  founded  at  The  Hague  on  January  28, 
1914,  would,  but  for  the  war,  have  opened  its  doors  in  the  autumn  of 
that  year.  Now,  though  this  academy  is  styled  in  its  regulations  an 
academy  for  international  law,  its  second  article  reads,  that  the  acad- 
emy will  be  destined  for  studies  on  international  law  and  on  cognate, 
related,  sciences;  and  at  the  preparatory  meetings  it  was  said,  more 
than  once,  that  economy,  viewed  from  an  international  point  of  view, 
and  therefore  savouring  not  of  war  but  of  peace,  would  enter  within 
this  scope.  Thus  an  international  organization,  established  by  com- 
petent and  impartial  men  from  various  countries,  and  governed  by  an 
international  board,  stands  upright  and  quite  ready  to  serve  Professor 
Sprague's  lofty  ideals;  and  I  cordially  hope  our  learned  lecturer,  who 
wrote  his  paper  to  seek  some  adherence  to  his  views,  in  finding  his 
exertions  already  crowned  by  anticipation,  will  feel  somewhat  like 
Saul  in  the  Old  Testament,  who  went  out  to  seek  his  lost  asses  and 
found  a  kingdom. 


MINUTES  OF  BUSINESS  MEETINGS  AT  RICHMOND 
December  27  and  28,  1918 

Pursuant  to  the  announcement  in  the  program,  the  Thirtieth  Annual 
Meeting  of  the  Association  opened  with  a  business  meeting  in  Room 
A.  of  the  Jefferson  Hotel,  at  Richmond,  Virginia,  on  December  27,  at 
9  a.  M.,  with  President  Fisher  in  the  chair. 

The  annual  reports  of  the  Secretary  and  of  the  Treasurer,  which 
had  been  prepared  by  Professor  Young,  were  in  his  absence  read  by 
Professor  English  of  Cornell.    Each  was,  in  turn,  by  vote,  approved. 

The  Auditors'  report  was  read  by  Professor  English,  chairman  of 
the  Auditing  Committee,  and  by  vote  approved. 

The  report  of  the  Managing  Editor  of  the  American  Economic  Re- 
view was  read  by  Professor  Dewey,  and  was,  by  vote,  approved. 

The  President  announced  the  appointment  of  the  following  Com- 
mittee on  Nominations:  Messrs.  Carver,  Barnett,  Kemmerer,  Haney, 
and  Gephart. 

The  President  reported  the  receipt  by  the  Association  of  a  gift  from 
Mr.  Eph.  A.  Karelsen  of  $1500  for  a  prize  or  prizes  for  papers  on 
the  subject,  "What  can  a  man  afford?" 

The  work  of  the  special  committees  on  the  economic  problems  of 
the  war  which  had  been  organized  early  in  the  year  was  then  sum- 
marized by  the  President,  and  it  was  voted  that  these  committees  all 
be  discharged,  and  that  the  new  administration  be  authorized  to  con- 
tinue or  extend  or  reconstitute  such  of  them  as  he  desires. 

For  the  Committee  on  the  Purchasing  Power  of  Money,  of  which 
Professor  Fisher  was  chairman,  he  reported  that  three  bulletins  had 
been  published,  that  on  one  the  committee  was  not  unanimous,  one 
more  was  ready  for  publication,  and  the  remaining  three  were  rendered 
unnecessary  by  the  coming  of  peace.  It  was  voted  that  the  commit- 
tee be  authorized  to  put  out  the  publicity  already  prepared  on  Stabil- 
izing the  Dollar. 

The  committees  on  Marketing,1  on  Price  Fixing,2  and  on  Foreign 
Trade5  announced  their  contributions  to  the  programs  of  the  coming 
sessions  on  these  topics.  Especial  mention  was  made  of  the  War  Fi- 
nance Committee,  the  comprehensive  report  of  which  was  to  be  the 
basis  of  the  session  on  Taxation.4  A  fund  of  $25,000  had  been  raised 
by  the  committee  for  its  work. 

i  See  Professor  Hibbard's  paper  on  page  47  of  these  Proceedings. 

2  See  resolutions  of  the  Committee  on  Price  Fixing,  on  page  351-2  below. 

e  See  report  presented  by  the  chairman  on  page  866  of  these  Proceedings. 

*  This  report,  together  with  the  discussion  of  it  given  at  the  session  on  Tax- 
ation, appears  in  a  separate  publication,  American  Economic  Review,  Sup- 
plement, No.  2,  March,  1919. 
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The  committees  on  Labor,  Arrears  in  Bibliographical  Publications, 
and  Collegiate  Instruction  in  Social  Sciences  reported  progress.  The 
committees  on  Transportation  and  on  Coordination  in  Taxation  had  no 
reports.    The  former  asked  to  be  discharged,  the  latter  to  be  continued. 

Professor  Bogart  reported  that  there  had  been  collected  some  1500 
questionnaires  sent  out  by  the  Committee  on  Cooperation  in  Economic 
Research;  and  it  was  voted  that  a  committee  be  appointed  to  promote 
the  utilization  of  the  material  in  these  questionnaires  for  economic  or 
statistical  research. 

Upon  a  motion  by  Professor  Dewey  it  was  voted  that  the  new  Presi- 
dent,  the  Secretary,  and  Professor  Carver  be  appointed  a  committee 
to  consider  the  reconstitution  of  the  Executive  Committee,  as  suggested 
by  the  Secretary  in  his  annual  report,  and  to  present  at  the  next  an- 
nual meeting  a  plan  for  such  reconstitution. 


A  second  business  meeting  of  the  Association  was  held  in  Room  A. 
of  the  Jefferson  Hotel  on  Saturday,  December  28,  at  9.30  a.  m.,  with 
President  Fisher  presiding. 

The  report  of  a  meeting  of  the  Executive  Committee  held  in  the 
auditorium  of  the  Jefferson  Hotel  on  Friday,  December  27,  at  12.45 
p.  M.,  was  presented  to  the  Association  by  T.  N.  Carver  as  follows: 

It  was  voted  by  the  Executive  Committee  to  extend  a  vote  of  thanks 
to  Mr.  Karelsen  for  his  gift  of  $1500  for  prizes,  and  to  authorize  the 
President  to  see  that  the  offer  is  made  effective  and  productive  of  re- 
sults ;  that  is,  that  the  conditions  are  stated  and  are  presented  to  the 
economics  students  of  the  country  and  members  of  the  Association, 
and  any  others  who  may  wish  to  compete.  The  conditions  decided 
upon  were: 

1.  The  contest  is  open  to  all. 

2.  A  first  prize  of  $1000  and  second  prize  of  $500  will  be  given. 
8.  Papers  must  be  in  the  hands  of  the  Secretary  by  October  1, 1919. 
4.  The  papers  shall  be  judged  by  a  committee  of  three  appointed 

by  the  President  of  the  American  Economic  Association,  including  one 
economist,  one  practical  social  worker,  and  one  student  of  ethics. 

It  was  voted  by  the  Executive  Committee  to  recommend  that  the 
Association  pass  the  following  resolution : 

WHEREAS,  The  1920  national  census  should  be  our  most  important  single 
source  for  statistics  vitally  affecting  our  social  and  economic  problems; 

WHEREAS,  The  usefulness  of  this  census  will  be  in  direct  proportion  to 
its  accuracy; 

WHEREAS,  It  is  obvious  that  the  enumerators  and  supervisors  should  be 
selected  because  of  technical  fitness; 

WHEREAS,  The  pending  Census  Bill,  H.  R.  11984,  takes  the  appointment 
of  the  supervisors,  who  name  the  enumerators,  out  of  the  control  of  the  Qyil 
Service  Commission; 
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WHEREAS,  A  special  committee  of  this  Association  is  cooperating  under 
the  Director  of  the  Census  in  the  preparation  of  certain  technical  phases  of 
the  work; 

We,  members  of  the  American  Economic  Association,  respectfully  but  most 
earnestly  protest  against  taking  the  appointment  of  supervisors  out  of  the 
control  of  the  Civil  Service  Commission  and  urge  that  they  be  appointed 
through  the  agency  of  the  Civil  Service  Commission. 

The  following  resolutions,  passed  by  the  Committee  on  Price  Fixing, 
were  reported  to  the  Executive  Committee,  for  their  acceptance  and  in- 
clusion in  the  records : 

Rssohtd,  That,  in  the  opinion  of  the  Committee  on  Price  Fixing: 

1.  Any  conclusions  which  may  be  reached  in  regard  to  price  fixing  in  war 
time  should  not  be  interpreted  as  necessarily  applying  to  peace  conditions. 

9.  In  any  case  where  price  fixing  is  justified  the  price  should  be  high  enough 
to  call  forth,  in  so  far  as  the  price  can  affect  the  production,  a  prompt  and 
adequate  supply  for  war  purposes,  but  not  higher  than  necessary  to  accomplish 
that  end. 

It  Is  not  necessary  that  it  should  cover  the  cost  of  production  of  those  pro- 
ducers who  are  especially  inefficient,  or  who  are  producing  under  especially 
unfavorable  conditions,  unless  a  sufficient  supply  cannot  he  obtained  from 
other  producers  at  the  price  fixed. 

a  In  case  large  quantities  of  any  commodity  are  required  by  our  own  and 
the  allied  governments,  the  buying  should  be  unified  even  though  such  unified 
buying  should   result  in   something  like   price   fixing  by  the   single  buying 

Xcy.     In  this  case  the  principle  involved  in  resolution  No.  3  should  be 
red  to. 

4.  In  fixing  prices  for  government  purchases  a  careful  study  should  be  made 
to  ascertain  if  purchases  which  are  ostensibly  private  purchases  are  not 
really  for  government  purposes.  When  a  given  product  is  being  bought  by 
contractors  engaged  on  work  for  the  government,  there  is  danger  that  the 
government's  interest  will  be  injured  as  a  result  of  higher  prices  being  paid 
by  the  contractor. 

5.  The  prices  should  be  agreed  upon  after  conference  with  all  parties  who 
have  a  legitimate  interest,  including  the  producers  or  their  representatives,  as 

.  well  as  the  dealers  or  distributors  and  their  representatives,  and  the  prices 
should,  as  accurately  as  possible,  conform  to  the  principle  set  forth  in  resolu- 
tion No.  9. 

6.  Prices  under  competitive  conditions  perform  important  functions.  Ris- 
ing prices  for  a  product  tend  to  increase  production  and  to  check  consump- 
tion. Labor  and  capital  in  the  long  run  flow  into  those  industries  where  prices 
are  rising  faster  than  costs  and  away  from  industries  where  prices  are  falling 
faster  than  costs.  This  is  the  main  way  in  which  industry  is  guided  and  con- 
trolled under  a  system  of  free  enterprise. 

When  competition  exists  to  the  full  extent,  that  Is  to  say,  when  it  is  possible 
for  labor  and  capital  to  flow  quickly  into  industries  whose  prices  are  rising, 
price  fixing  is  not  as  a  rule  called  for.    The  occasion  for  price  fixing  arises — 

a)  When  there  is  a  sudden  increase  In  the  demand,  usually  on  the  part  of 
the  government,  so  great  that  for  the  time  being  producers  cannot  meet  it, 
even  though  they  may  be  able  and  willing  to  start  their  production  at  once; 

b)  When  the  stock  is  so  limited  that,  even  though  the  demand  may  not  be 
sudden,  it  cannot  be  met  for  some  months  to  come,  as  for  example,  when  there 
U  a  shortage  in  the  supply  of  some  staple  crop,  like  wheat  or  corn,  between 
harvests. 

In  both  of  these  cases,  the  demand  for  price  fixing  comes  from  the  belief 
that  high  prices  will  benefit  not  those  who  are  producing  commodities,  but 
those  who  either  by  design  or  accident  have  them  in  their  possession,  and 
therefore  make  a  purely  speculative  middleman's  profit. 

If  prices  are  fixed  by  the  government,  some  other  agencies  must  usually  be 
provided  for  controlling  consumption  and  production,  that  is,  for  doing  what 


852  American  Economic  Association 

changes  of  market  prices  would  do  automatically.  One  method  would  be  to 
draft  labor  and  capital,  and  to  ration  out  their  products  to  consumers.  Short 
of  this,  various  indirect  methods  may  be  used.  Moral  and  social  pressures 
may  be  applied  to  consumers  to  restrict  consumption  of  scant  supplies.  Taxa- 
tion may  be  used  to  repress  non-essential  industries.  The  government  may  use 
its  control  over  coal,  transportation,  and  basic  raw  materials  to  encourage 
needed  industries,  and  to  restrict  those  less  needed.  Banks,  under  the  leader* 
ship  of  the  Federal  Reserve  Bank  and  the  Finance  Corporation,  may  restrict 
credits  to  non-essential  industries,  and  extend  credits  freely  to  those  most 
needed. 

7.  In  fixing  prices  of  a  given  commodity,  a  careful  examination  should  be 
made  of  the  relation  of  the  market  for  the  given  commodity  to  the  market 
for  its  substitutes,  and  of  the  possibility  that  it  may  be  necessary  to  fix  the 
price  of  substitutes  in  order  to  maintain  the  most  advantageous  relation  be- 
tween the  consumption  of  the  given  commodity  and  the  consumption  of  its 
substitutes. 

8.  In  case  the  production  or  the  supply  of  any  commodity  in  the  control 
of  a  monopoly,  or  in  case  its  production,  distribution,  or  sale  is  so  concen- 
trated as  to  give  a  substantial  control  over  prices,  the  government  should  fix 
prices,  having  due  regard  to  the  cost  of  production,  the  maintenance  of  an 
adequate  supply,  and  the  prevention  of  unnecessary  waste. 

Price  fixing  is  likely  to  be  much  more  difficult  in  the  case  of  a  scattered 
than  in  that  of  a  concentrated  industry. 

9.  In  all  cases  where  prices  are  fixed,  allowance  should  be  made  for  quality. 
10.  Storing  goods  to  preserve  them  from  consumption  in  times  of  relative 

abundance  in  order  that  they  may  be  available  for  consumption  in  times  of 
relative  scarcity  is  to  be  commended,  provided,  of  course,  that  it  does  not 
lead  to  the  cornering  of  the  market. 

It  was  voted  by  the  Association  to  adopt  the  following  recommenda- 
tions of  the  Committee  on  Price  Fixing: 

1.  That  the  Association  in  cooperation  with  the  National  Board  for 
Historical  Service,  the  American  Statistical  Association,  and  other  as- 
sociations that  may  be  interested,  urge  upon  Congress  the  advisability 
of  collecting,  storing,  and  preserving  in  one  fireproof  building  all  the 
records  of  the  Food  Administration,  including  the  Grain  and  Sugar 
corporations,  of  the  Fuel  Administration,  of  the  War  Industries  Board, 
of  the  War  Trade  Board,  of  the  U.  S.  Shipping  Board,  and  other 
boards  or  organizations  which  have  had  anything  to  do  with  price 
fixing;  and  that  appropriations  be  made  for  gathering  additional  ma- 
terial from  outside  sources  and  for  the  classification  and  indexing  of 
all  material  bearing  upon  the  subject  of  price  fixing. 

2.  That  the  Association  raise  a  special  fund  to  finance  an  intensive 
study  of  the  material  thus  collected. 

8.  That  the  Association  urge  upon  teachers  of  Economics  through- 
out the  country  the  desirability  of  directing  graduate  students  in  the 
use  of  this  material  and  the  making  of  intensive  investigations  of 
special  phases  of  the  problems  of  price  fixing. 

Professor  T.  N.  Carver  for  the  Committee  on  Nominations  reported 
the  following  nominations  for  election  to  offices  for  the  year  1919: 

President,  Henry  B.  Gardner;  Vice-Presidents,  George  E.  Roberts, 
Susan  M.  Kingsbury,  Henry  R.  Hatfield;  Secretary-Treasurer,  AUyn 
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A.  Young;  new  members  of  the  Executive  Committee,  Henry  C.  Tay- 
lor and  Maurice  H.  Robinson,  and  for  member  to  fill  the  vacancy 
caused  by  the  election  of  Henry  B.  Gardner  to  the  presidency,  F.  S. 
Dei  bier;  members  of  the  Editorial  Board,  Alexander  E.  Cance  and 
Willard  E.  Hotchkiss. 

It  was  unanimously  voted  that  the  officers  nominated  be  elected. 

The  place  of  the  next  annual  meeting  was  then  discussed  informally, 
and  a  preference  was  expressed  of  those  present  to  hold  it  in  Lexing- 
ton, Kentucky,  though  no  decisive  vote  was  taken. 


REPORT  OF  THE  SECRETARY  FOR  THE  YEAR  ENDING 
DECEMBER  18,  1918 

It  is  the  Secretary's  duty,  first  of  all,  to  give  to  the  Association  an 
account  of  the  activities  of  the  Executive  Committee  during  the  year. 
That  Committee  has  had  to  meet  more  frequently  than  in  past  years 
and  it  has  had  to  deal  with  a  greater  number  and  variety  of  problems. 
But  the  difficulty,  already  apparent  in  recent  years,  of  securing  an 
adequate  attendance  at  the  meetings  of  the  Committee,  has  reached  a 
point  where  it  creates  a  problem  that  will  have  to  be  faced  by  the  As- 
sociation in  the  near  future.  Most  of  the  recent  meetings  of  the  Com- 
mittee have  lacked  a  quorum  and  its  more  important  decisions  have  had 
to  be  made  or  ratified  through  the  extra-legal  and  generally  unsatis- 
factory process  of  voting  by  mail. 

The  Committee  is  constituted  very  largely  of  the  past  and  present 
officers  of  the  Association;  the  president,  the  ex-presidents,  the  chair- 
man of  the  editorial  board,  and  the  secretary  being  members  ex-officio. 
Only  three  members  are  directly  elected  by  the  Association.  Under  the 
present  practice  of  an  annual  rotation  in  the  presidency  of  the  Asso- 
ciation the  number  of  ex-officio  members  is  rapidly  growing.  The 
membership  of  the  Committee  is  now  so  large  that  none  of  its  mem- 
bers, particularly  among  the  ex-presidents,  is  likely  to  feel  any  large 
measure  of  direct  and  personal  responsibility  for  its  work.  This  at 
any  rate  is  the  apparent  explanation  of  the  small  attendance  at  its 
meetings. 

In  view  of  the  importance  of  the  work  of  the  Committee,  entrusted 
as  it  is  with  a  very  large  measure  of  control  over  the  policies  of  the 
Association,  the  Secretary  ventures  to  suggest  the  desirability  of  re- 
constituting it  upon  a  different  basis.  The  number  of  elected  members 
should  be  increased,  and  it  may  be  wise  to  decrease  the  number  of  ex- 
officio  members,  possibly  by  limiting  the  number  of  years  for  which 
an  ex-president  should  remain  ex-officio  a  member  of  the  Committee. 
The  chairman  of  the  editorial  board,  holding  an  office  that  is  a  survival 
from  an  earlier  stage  in  the  publication  activities  of  the  Association, 
might  well  be  replaced  on  the  Committee  by  the  Managing  Editor  of 
the  American  Economic  Review. 

The  first  meeting  of  the  committee  for  the  year  was  held  at  the  Cos- 
mos Club,  Washington,  on  January  1 1 .  Those  present  were  President 
Fisher,  and  Messrs.  Gray,  Marshall,  and  Young.  The  President  was 
authorized  to  appoint  special  committees  to  investigate  and  report 
upon  various  economic  problems  of  the  war,  including  specifically  trans- 
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portation,  labor,  and  price  control.  The  sum  of  $1000  was  appro- 
priated for  the  expenses  of  these  and  other  special  committees  of  the 
Association.  As  chairman  of  the  committee  on  the  purchasing  power 
of  money,  created  at  the  previous  annual  meeting,  President  Fisher 
-was  authorized  to  appoint  sub-committees  of  that  committee,  including 
a  sub-committee  on  index  numbers.  This  committee  was  also  author- 
ized to  issue  preliminary  reports  or  bulletins.  (By  mail  vote,  on  July 
S,  the  same  privilege  was  extended  to  other  committees,  on  the  condi- 
tion that  the  approval  of  the  President  of  the  Association  be  obtained.) 
In  accordance  with  votes  of  the  Association  at  its  previous  annual 
meeting  the  following  committees  were  created: 

1.  Committee  on  arrears  in  bibliographical  publications:  J.  A.  Field, 
chairman  (succeeded  by  Clive  Day),  H.  J.  Harris,  and  A.  A.  Young. 

2.  Committee  on  college  training  for  citizenship  (at  the  request  of 
Board  of  Education  of  the  Northern  Baptist  Convention) :  L.  C.  Mar- 
shall, chairman;  M.  S.  Wildman,  W.  H.  Hamilton,  and  £.  E.  Day. 

8.  Two  members  of  a  joint  committee  on  the  revision  of  courses  of- 
fered in  colleges  of  arts  and  sciences  (at  the  request  of  the  United 
States  Commissioner  of  Education) :  L.  C.  Marshall  and  M.  S.  Wild- 
man. 

A  second  meeting  of  the  Committee  was  held  at  the  Yale  Club,  New 
York,  on  May  1 8.  Those  attending  were  President  Fisher,  and  Messrs. 
Fairchild,  Seligman,  and  Young. 

Professor  Seligman  as  chairman  of  the  special  committee  on  War 
Finance,  reported  that  it  was  likely  that  certain  New  York  business 
men  would  guarantee  the  major  part  of  the  funds  necessary  to  enable 
the  committee  to  undertake  a  thorough  study  of  the  war  revenue  sys- 
tems of  the  United  States  and  other  countries.  After  informal  dis- 
cussion it  appeared  that  it  was  the  unanimous  opinion  of  the  members 
present  that  such  financial  assistance  should  be  welcomed,  and  that 
whatever  funds  might  be  obtained  in  this  way  should  be  incorporated 
in  a  general  fund  for  the  expenses  of  the  various  special  committees 
of  the  Association  upon  the  economic  problems  of  the  war.  It  was 
voted  to  invite  contributions  for  this  purpose  from  the  members  of 
the  Association,  with  the  understanding  that  each  contributor  should 
have  the  privilege,  if  he  should  so  desire,  of  designating  the  particular 
committee  for  whose  expenses  his  contribution  should  be  used.  A  cir- 
cular letter  to  our  members  was  sent  by  the  Secretary,  inviting  sub- 
scriptions for  the  purpose  stated.  The  sum  of  $1118.50  was  gener- 
ously contributed  in  this  way. 

Another  meeting  of  the  Executive  Committee  was  held  at  the  Yale 
Club,  New  York,  on  July  29.     There  were  present  President  Fisher, 
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and  Messrs.  Fairchild,  Gray,  and  Young.  The  subject  of  discussion 
was  the  advisability  of  changing  the  place  of  the  annual  meeting  for 
1918,  from  Cleveland,  Ohio,  to  some  place  nearer  Washington. 
Against  the  proposed  change  it  was  suggested  that  it  is,  in  general, 
undesirable  to  change  the  place  of  meeting  once  decided  upon ;  that  the 
American  Historical  Association,  the  American  Political  Science  As- 
sociation, and  the  American  Sociological  Society  had  already  decided 
to  meet  in  Cleveland  with  the  American  Economic  Association;  that  a 
local  committee  on  arrangements  had  been  appointed  and  was  pre- 
sumably at  work  in  Cleveland ;  and,  finally,  that  some  of  our  western 
members  would  object  to  a  change  that  would  make  their  attendance  at 
the  meeting  more  difficult. 

On  the  other  hand,  it  was  argued  that  the  Cleveland  invitation  which 
we  accepted  was  from  the  Cleveland  Chamber  of  Commerce  and  not 
from  Western  Reserve  University,  so  that  no  embarrassment  would  at- 
tend the  withdrawal  of  our  acceptance;  that  a  very  large  number  of 
our  members  were  in  Washington  and  that  a  yet  larger  number  would 
probably  be  at  work  there  in  December;  that  among  the  members  in 
Washington  are  a  large  proportion  of  those  who  have  been  expected  to 
contribute  to  the  program;  that  it  might  be  possible  to  secure  for  our 
program  one  or  more  distinguished  men  now  in  the  government  service ; 
that  the  American  Statistical  Association,  which  had  met  with  us  in 
past  years,  finds  that  it  will  be  impossible  for  it  to  meet  in  Cleveland; 
that  a  number  of  our  western  members  might  welcome  the  opportunity 
of  visiting  Washington  at  this  time;  and,  finally,  that  even  with  a 
larger  attendance  the  total  burden  put  upon  the  transportation  facili- 
ties of  the  railroads  would  likely  be  less  for  an  eastern  meeting  than 
for  one  in  Cleveland. 

Those  present  at  the  meeting  of  the  Executive  Committee  voted  to 
recommend  to  the  other  members  of  the  committee  that  the  place  of 
meeting  should  be  changed  from  Cleveland  to  some  point  nearer  Wash- 
ington. This  recommendation  was  adopted  by  a  vote  taken  by  mail, 
and  Richmond  was  selected  as  the  place  of  meeting. 

During  the  year  a  number  of  special  committees  have  been  consti- 
tuted by  authorization  of  the  Association  or  of  the  Executive  Commit- 
tee.   Those  now  at  work  are  as  follows: 

1.  Committee  on  the  Purchasing  Power  of  Money  in  Relation  to  the 

War,  Irving  Fisher,  chairman. 

2.  Committee  on  Price  Fixing,  T.  N.  Carver,  chairman. 

8.  Committee  on  War  Finance,  E.  R.  A.  Seligman,  chairman. 
4.  Committee  on  Labor,  J.  R.  Commons,  chairman. 
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5.  Committee  on  Marketing,  L.  D.  H.  Weld,  chairman. 

6.  Committee  on  Transportation,  W.  Z.  Ripley,  chairman. 

7.  Committee  on  Foreign  Trade,  E.  M.  Friedman,  chairman. 

8.  Committee  on  Federal  Statistics,  W.  F.  Willcox,  chairman. 

9.  Committee  on  Bibliographical  Arrears,  Clive  Day,  chairman. 

10.  Committee  on  Cooperation  in  Economic  Research,  A.  A.  Young, 
chairman ;  W.  H.  Hamilton,  secretary. 

Despite  the  difficult  conditions  obtaining  during  the  year  we  have 
been  able  to  hold  our  membership  at  a  fairly  constant  level,  and  to 
make  a  small  gain.    The  changes  during  the  year  have  been  as  follows : 

Members  and  subscribers  in  December,  1917 9600 

Annual  Members  in  December,  1917 $076 

Members  resigned  in  1918 131 

Members  removed  for  lack  of  address 30 

Members  dropped  for  non-payment  of  dues 62 

Annual  members  died 22 

Annual  members  changed  to  life  members 1 

246 

1830 

New  members  added  in  1918 297 

Subscribers  changed  to  annual  members 8 

300 

Total  annual  members  in  1918 2130 

Life  members  in  December,  1917 85 

Annual  member  changed  to  life  member  in  1918 1 

New  life  member  in  1918 1 

Total  life  members  in  December,  1918 87 

Honorary  members   6 

Honorary  member  died  in  1918 1 

Total  members  in  December,  1918 2222 

Subscribers  in  December,  1917 433 

Subscriptions  discontinued  in  1918 46 

Subscribers  changed  to  annual  members 3 

—    49 

384 
New  subscriptions  in  1918 72 

Total  subscriptions  in  December,  1918 456 

Total  members  and  subscribers  in  December,  1918 2678 

Net  gain  in  annual  members 54 

Net  gain  in  life  members 2 

Net  gain  in  subscribers  23 

79 
Loss  of  honorary  member 1 

Total  net  gain 78 
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On  the  financial  side,  notwithstanding  increased  costs  of  postage 
and  supplies,  and  increased  expenditures  incurred  by  the  Secretary's 
oltttffl  on  account  of  the  work  of  special  committees  and  in  sending  vari- 
ous announcements  to  our  members,  we  have  a  surplus  of  $504.76  for 
the  year  to  report;  and  it  remains  true  that  the  Association's  finances 
are  In  a  generally  satisfactory  condition. 

Tito  work  of  the  Secretary's  office  has  been  carried  on  during  the 
year  under  conditions  of  some  difficulty,  created  by  the  Secretary's 
ahftPttPO  from  Ithaca.  For  this  reason  the  Secretary  feels  that  he  must 
t**  press  his  personal  obligation  for  assistance  generously  rendered  by 
I'rpsldflnt  Fisher  as  well  as  for  the  always  efficient  services  of  the 
Htnwtary's  assistant,  Miss  A.  E.  Gardner. 

finally  there  remains  the  duty,  always  approached  reluctantly,  of 
wording  the  names  of  those  whose  membership  in  the  Association  has 
been,  within  the  year,  terminated  by  death. 
Hkaman,  George  H.  Miller,  D. 

(handler,  F.  T.  Parker,  Carleton  H. 

Day,  Edward  A.  Pollak,  Francis  D. 

Jidhuuson,  Henry  Rich,  Wesley  E. 

FlLLEBROWN,  C.  B.  RlLEY,  ELMER  A. 

Ooemann,  Walter  P.  Rives,  George  L. 

Goodman,  David  Schaffner,  Joseph 

Hazard,  Frederick  R.  Selling,  Bernard  B. 

Kbhew,  Mary  M.  Straight,  Willard 

Leverett,  George  V.  Swift,  William  H. 

Martindale,  J.  B.  White,  Andrew  D. 
Wagner,  Adolph  (Honorary  Member) 

Respectfully  submitted. 

Allyn  A.  Young,  Secretary. 


REPORT  OF  THE  TREASURER  FOR  THE  YEAR  ENDING 
DECEMBER  18,  1918 

The  transactions  of  the  Treasurer's  office  during  the  year  are  sum- 
marized in  the  following  exhibit  of  receipts  and  expenditures.  A  bal- 
ance sheet  and  income  statement  are  presented  by  the  Auditing  Com- 
mittee, in  its  report. 

Receipts  and  Expenditures 
1918 

Cash  on  hand  December  18,  1918 $6,597.72 

Receipts 

Membership  Dues $10,953.08 

Life  Memberships   900.00 

Reprints  of  1917 7.84 

Subscriptions    9,014.45 

Sales  of  Publications 479.68 

Interest    397.94 

Contributions  for  Expenses  of  Committees...      1,118.50 
Profit  and  Loss .04 

1*4,463.33 

$90,991.05 

Expenditures 

Investment  in  Third  Liberty  Loan $1,000.00 

Accounts  of  1917  paid  in  1918 1,157.39 

Expenses  of  Committees  198.39 

Paper   Stock    1,794.98 

Publications- 
Review  Printing $9,787.90 

Review  Editorial   9,315.95 

Review  Expenses  and  Supplies....     1,515.03 

$6,617.48 

Proceedings    1,160.81 

Sundry  Publication  Expense 99.44 

7,877.73 

Secretary's  Office- 
Office  Salaries   $1,835.39 

Traveling  Expenses  of  Secretary. . .         98.17 
Stationery  and  Office  Printing....       857.09 

Office  Supplies 41.67 

Office  Postage  679.04 

Telegraph  and  Telephone 73.41 

Express  and  Carting 436 

Miscellaneous  Expenses   8.44 

Annual  Meeting  918.00 

8,945.50 

Insurance    70.96 

Storage  of  Publications 169.00 

$15,506.11 

Cash  on  hand,  December  18,  1918 

Central   Trust  Company $3,698.57 

Ithaca  Trust  Company 680.05 

Tompkins  County  National  Bank 1,10639 

5,484.94 

$90,991.05 

Respectfully  submitted. 

Allyk  A.  Young,  Treasurer. 


REPORT  OF  THE  AUDITING  COMMITTEE 

Ithaca,  N.  Y.,  December  20,  1918. 
To  the  American  Economic  Association: 

An  audit  in  detail  of  the  accounts  of  the  Secretary-Treasurer  of  the 
Association,  for  the  fiscal  year  ended  December  18,  1918,  has  been 
made  by  assistants  under  the  direction  of  your  committee.  The  ac- 
companying statement  of  income  and  outgo,  balance  sheet,  and  exhibit 
of  charges  and  credits  to  surplus,  are  in  our  opinion  correct,  and  we 
certify  that  the  ledger  accounts  are  in  full  agreement  with  the  balance 
sheet  here  presented. 

Very  respectfully, 

Donald  English, 
Robert  A.  Campbell, 
Abbott  Payson  Usher, 

Auditing  Committee. 

Balance  Sheet 

A 8 sett  Liabilities  and  Surplus 

Cash  in  Bank $1,106.89  Membership  Dues  Prepaid. .    $969.50 

Cash  in  Savings  Accounts:  Accounts   Payable    1,783.03 

Ithaca  Trust  Co..     $680.05  Life  Memberships 1,900.00 

Central  Trust  Co.,  Reserves: 

Cambridge,  Mass.  8,698.57  Defaulted  membership  Dues 

4,378.62  Receivable  ....     $500.00 

Investments:  Bad  Accounts  Re- 
United  Fruit  Co.  ceivable    50.00 

4y8's  of  1993. . .  $9,000.00  550.00 

2d  Liberty  Loan.     1,000.00  Contributions  to  Ex- 

3d  Liberty  Loan.     1,000.00  penses  of  Commit- 

4,000.00  tees    $1,118.50 

Membership  Dues  Receivable  1,966.00  Expenditures    551.29 

Accounts  Receivable   439.34  567.98 

Paper  Stock  1,794.98  Surplus 8,914.75 

Furniture    and    Fixtures    in 
Secretary-Treasurer's  Office     950.00 

$13,997.56  $13,997.56 

Surplus  Account 

Balance,  December  18,  1917 $8,89*51 

Miscellaneous  Credits— Net    76.48 

Defaulted  Membership  Dues* $560.00 

Less  Reserve  500.00 

$60.00 

Uncollectible  Accounts  Receivable* 95.00 

Less  Reserve  95.00 

60.00 

8,409.99 
Net  Surplus,  1918 504.76 

Surplus,  December  18,  1918 $8,914.75 

i  Amounts  of  1917  and  prior. 
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Income  Statement 
Ordinary  Income 

Dues   $10,690.49 

Less  Defaulted^   187.50 

$10,553.92 

Interest  397.24 

$10,950.16 

Ordinary  Outgo 

Office  Salaries  $2,001.99 

Traveling  Expenses  28.17 

Stationery  and  Office  Printing 357.09 

Postage    678.12 

Office  Supplies    41.67 

Telephone  and  Telegraph 73.41 

Freight  and  Cartage 4.36 

Annual  Meeting 248.81 

Miscellaneous  8.53 

3,487.15 

Excess  of  Ordinary  Income $7,513.01 

Publication  Outgo 

Printing    $8/107.78 

Editorial  Salary  1,500.00 

Contribution^    1,208.25 

Editorial  Expenses   and   Supplies 1,592.79 

Proceedings    1,158.81 

Sundry  Expenses  104.40 

$9,056.48 

Storage  of  Publications $162.00 

Insurance    70.96 

282.96 


$9,289.44 


Publication  Income 

Subscriptions    $2,092.70 

Less  Defaulted*   17.50 

$2,075.20 
Sales  of  Publications 755.99 

2,831.19 

Excess  of  Publication  Outgo 6,458.25 

Gross  Surplus   1,054.76 

Reserve  for  Defaulted  Membership  Dues...       $500.00 
Reserve  for  Bad  Accounts  Receivable 50.00 

550.00 

Net  Surplus  for  the  year $504.76 

2  Due  from  members  for  1918  publications. 
*  Due  from  subscribers  for  1918  publications. 


REPORT  OF  THE  MANAGING  EDITOR  OF  THE  AMERICAN 

ECONOMIC  REVIEW  FOR  THE  YEAR 

ENDING  DECEMBER,  1918 

The  cost  of  publishing  the  American  Economic  Review  during  the 
current  year  has  been  $7,798.77  as  compared  with  $8,006.68  in  1917* 
This  saving  is  largely  due  to  a  reduction  in  the  number  of  pages 
printed.  The  volume  for  this  year  covers  906  pages  as  compared  with 
approximately  1000  pages  in  preceding  years.  The  printing  item, 
therefore,  is  about  $250  less  than  in  1917.  Clerical  assistance,  owing 
to  a  slight  advance  in  the  salary  list,  is  a  little  higher.  By  principal 
items  the  cost  has  been  as  follows: 

Printing    $3497.73 

Salary  of  editor 1500.00 

Payments  to  contributors 1203.25 

Clerical   assistance    1260.06 

Supplies    332,73 

Total $7793.73 

The  average  edition  published  during  the  past  year  has  been  3050, 
the  same  as  that  of  the  previous  year. 

The  following  have  served  as  editors:  Professor  T.  W.  Page  and 
Dr.  J.  L.  Coulter,  whose  terms  expire  this  year;  Professor  F.  A.  Fet- 
ter and  Professor  H.  E.  Mills,  whose  terms  expire  in  1919;  and  Pro- 
fessor G.  E.  Barnett  and  Dr.  L.  H.  Haney,  whose  terms  expire  in  1920. 

There  have  been  but  few  changes  in  the  staff  which  has  contributed 
to  regular  departments.  In  the  abstracting  of  periodicals  Professor 
Clive  Day  has  just  resigned.  No  successor  has  yet  been  appointed  to 
take  his  place.  Mr.  A.  J.  Dadisman,  of  the  University  of  West  Vir- 
ginia, has  succeeded  Dr.  J.  L.  Coulter  in  agricultural  economics. 

During  the  past  year  106  persons  have  cooperated  in  writing  for 
the  Review,  including  leading  articles,  communications,  reviews,  docu- 
ment notes,  and  periodical  abstracts. 

Appended  are  comparative  tables  showing  the  distribution  of  con- 
tents and  costs  by  principal  items,  in  continuation  of  tables  previously 
given. 

Davis  R.  Dewey, 

Managing  Editor. 


Table  1. — Pages  Given  to  Each  Section 


Year 

Leading 
articles 

Reviews 

New  Books 
listed 

Documents, 
Repts.,  etc. 

Periodical 
abstracts 

Notes 

Doct 
Diss. 

Totals 

1911 

842 

304 

62 

89 

183 

40 

8 

978 

1919 

991 

298 

101 

110 

186 

41 

11 

1038 

1913 

347 

268 

104 

141 

167 

43 

8 

1078 

1914 

827 

243 

136 

113 

166 

35 

10 

1030 

1915 

314 

257 

90 

142 

144 

42 

14 

1008 

1916 

388 

256 

91 

90 

140 

46 

13 

1024 

1917 

878 

192 

110 

127 

120 

42 

15 

984 

1918 

872 

157 

91# 

112 

99 

41 

17 

906 

*  Of  which  22  pages  were  given  to  brief  reviews. 

Table  2. — Number  of  Items  in  Each  Section 


Year 

Leading 
articles 

Reviews 

New  Books 
listed 

Document 
notes 

Periodical 
abstracts 

1911 

21 

207 

785 

27 

1074 

1912 

17 

213 

1452 

32 

1727 

1918 

20 

198 

1416 

42 

1877 

1914 

20 

145 

1575 

S3 

2021 

1915 

16 

185 

1062 

29 

1758 

1916 

24 

143 

1024 

22 

1586 

1917 

20 

100 

1156 

25 

1441 

1918 

22 

64 

923# 

27 

1264 

*  Of  which  78  were  briefly  reviewed. 

Table  8. — Percentage  Given  to  Each  Section 


Year 

Leading 
articles 

Reviews 

New  Books 
listed 

Documents, 
Repts.,  etc. 

Periodical 
abstracts 

Notes 

Doctoral 
Dissertations 

1911 

84.9 

31.0 

6.2 

9.1 

18.4 

4.0 

.8 

1912 

28.0 

28.7 

9.6 

10.6 

17.9 

4.0 

1.0 

1918 

32.2 

24.9 

9.6 

13.0 

15.5 

4.0 

.7 

1914 

81.8 

23.6 

13.2 

11.0 

16.1 

3.4 

.9 

1915 

81.3 

25.7 

9.0 

14.2 

14.4 

4.2 

1.3 

1916 

87.9 

25.0 

8.9 

8.8 

18.7 

4.5 

1.2 

1917 

37.4 

19.7 

11.1 

12.9 

12.2 

4.2 

1.2 

1918 

41.1 

17.3 

10.2 

12.4 

11.0 

4.6 

1.7 

Table  4. — Expenditures 


Year 

Printing 

Salary  of 
editor 

Payments  to 
contributors 

Clerical 

Supplies 

Travel. 
Ex.  Ed. 

Totals 

1911 

92495.18 

$1500.00 

$1320.25 

$865.50 

$413.51 

$186.15 

$6780.59 

1912 

3220.88 

1500.00 

1114.50 

794.89 

292.68 

6922.90 

1918 

3328.01 

1500.00 

1268.85 

983.09 

825.10 

7404.55 

1914 

3023.62 

1500.00 

1812.25 

1286.29 

459.18 

7531.34 

1915 

2884.91 

1500.00 

1210.00 

1171.87 

286.86 

7003.64 

1916 

3257J7 

1500.00 

1422.50 

1173.98 

389.86 

7694.06 

1917 

3762.37 

1500.00 

1267.00 

1151.80 

326.01 

8006.68 

1918 

8497.73 

1500.00 

1903.25 

1260.06 

332.73 

7798.73 

REPORT  OF  THE  COMMITTEE  ON  THE  PURCHASING 
POWER  OF  MONEY  IN  RELATION  TO  THE  WAR 

The  Committee  on  Purchasing  Power  of  Money  in  Relation  to  the 
War  has  held  seven  meetings  and  has  issued  four  reports  during  the 
year.  All  reports  were  unanimous.  Believing  their  most  useful  func- 
tion during  the  war  to  be  the  dissemination  of  existing  knowledge, 
rather  than  research,  they  have  endeavored  to  make  their  reports  as 
popular  as  the  nature  of  the  subject  permitted. 

The  reports  were  given  wide  circulation,  among  the  press  of  the 
country  and  otherwise,  by  the  Bureau  of  Publicity  of  the  War  Savings 
Section  of  the  Treasury  Department.  The  first  dealt  with  the  fallacy 
of  the  "Business  as  Usual"  philosophy  as  against  the  philosophy  of 
"Save  and  Work."  It  stressed  the  need  of  a  reduction  of  consumption 
and  an  increase  of  production,  of  the  repression  of  non-essentials  and 
of  the  promotion  of  organization  and  redirection  of  industry. 

"By  giving  up  non-essentials  to  buy  the  government  securities/'  the 
report  says,  "we  allow  the  government  to  buy  war  essentials  and  at 
the  same  time  release  productive  energy  from  the  making  of  non-es- 
sentials for  us  to  the  making  of  essentials  for  the  government." 

"But/'  it  goes  on  to  say,  "if  we  won't  make  the  needed  sacrifice  and 
perhaps  delude  ourselves  into  believing  that  we  do  not  have  to  do  so 
or  even  that  we  ought  not  to  do  so ;  that,  on  principle,  we  favor  "busi- 
ness as  usual'  for  ourselves  while  expecting  business  unusual  to  be 
superadded  by  the  government,  we  simply  go  through  the  motions  of 
giving  our  billions  to  the  government  without  really  giving  them  up. 
Therefore  the  government,  in  order  to  buy  away  from  us  what  we  will 
not  otherwise  surrender,  bids  up  prices,  and  the  rise  in  prices  which 
comes  about  through  this  sort  of  lending  is  cumulative." 

"As  the  prices  of  war  supplies  rise  the  money  cost  of  war  grows  and 
the  government  has  to  borrow  more.  Bigger  loans  by  us  to  the  gov- 
ernment require  bigger  loans  to  us  from  the  banks.  This  further  ex- 
pansion of  bank  credit  favors  a  further  rise  in  commodity  prices,  start- 
ing the  whole  process  over  again  in  a  vicious  circle." 

The  second  report  was  on  the  "Need  of  a  Unified  Plan  for  Read- 
justed Industry  to  a  War  Basis,"  and  can  be  summarized  by  the  fol- 
lowing extracts: 

"The  war  necessitates  a  shifting  of  millions  of  men  and  billions  of 
capital  to  new  tasks  in  the  shortest  possible  time." 

"The  offering  of  large  profits,  while  making  men  eager  to  produce, 
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has  not  insured  the  necessary  amount  of  labor  and  material  for  war 
work." 

"Greater  governmental  control  of  war  industry  is  necessary  to  sys- 
tematize the  shifting  of  industry,  and  to  make  certain  that  the  things 
required  for  winning  the  war  will  be  rapidly  produced  with  a  mini- 
mum of  dislocation  of  the  industrial  machine." 

The  third  report,  on  "Loans,  Taxes,  and  the  Purchasing  Power  of 
Money,"  can  be  summed  up  as  follows: 

"The  present  generation  must  pay  the  whole  cost  of  the  war;  the 
burden  cannot  be  shifted  to  the  next  generation. 

"Financing  the  war  by  long-term  bonds  does  not  put  crushing  tax 
burdens  on  future  generations,  because  the  taxes  they  pay  out  of  one 
pocket  come  back  to  the  other  pocket  in  the  form  of  interest  and  prin- 
cipal. 

"In  former  times  the  rich  lent  money  for  war  and  the  next  gener- 
ation was  taxed  to  repay  the  heirs  of  the  rich,  but  in  this  war  the 
bonds  are  so  widely  distributed  among  all  classes,  the  rich  of  future 
generations  may  be  the  chief  taxpayers. 

"Saving  is  the  soundest  method  of  financing  the  war,  but  rapid  re- 
adjustment makes  necessary  some  credit  expansion  to  stimulate  war 
industries  and  conserve  peace  industries." 

The  fourth  and  concluding  report  was  on  "Stabilizing  the  Dollar." 
The  proposal  as  worked  out  by  Aneurin  Williams,  M.P.,  and  others  is 
described  by  the  Chairman.  The  Committee  regards  the  stabilizing  of 
the  value  of  monetary  units  under  international  agreement  as  desirable 
and  economically  feasible. 

Two  sub-committees  of  the  main  Committee,  namely,  one  on  Index 
Numbers  and  one  on  Objections,  Difficulties,  and  Details  of  the  Plan 
to  Stabilize  the  Dollar,  have  not  completed  their  work  and  are  to  be 
continued. 

Respectfully  submitted. 

Committee : 

Wesley  Clair  Mitchell, 

Royal  Meeker, 

£.  W.  Kemmerer, 

B.  M.  Anderson,  Jr., 

W.  M.  Persons, 

Irving  Fisher,  Chairman. 


FIRST  REPORT  OF  THE  COMMITTEE  ON  FOREIGN  TRADE 
OF  THE  AMERICAN  ECONOMIC  ASSOCIATION1 


I.     Introduction 

American  problems  of  foreign  trade  are  today  involved  in  the  larger 
questions  of  the  economic  relations  between  nations  which  will  con- 
front the  Peace  Conference. 

It  has  therefore  been  the  aim  of  the  Committee  to  attempt  to  find 
in  the  present  situation  the  economic  influences  that  obstruct  a  just 
and  permanent  peace,  to  enunciate  policies  in  foreign  commerce  com- 
patible  with  such  a  peace,  and  to  indicate  the  agencies  for  their  exe- 
cution. 


II.     The  Scope  of  the  First  Report 

The  present  report  will  be  confined  to  the  elements  obstructing  a 
just  and  lasting  peace.  A  consideration  of  economic  policies  and  in- 
stitutions must  wait  on  the  political  results  of  the  Peace  Conference. 

1.  The  psychology  of  war  and  the  organisation  of  peace. — The  de- 
sire for  peace  dominated  all  of  Europe  in  the  closing  days  of  the  strug- 
gle. The  sentiments  of  war,  however,  are  yet  in  the  air,  and  accentu- 
ated by  the  victory.  And  presently  we  must  build  up  the  peace.  Pri- 
marily, a  proper  attitude  is  necessary,  so  as  to  avoid  incorporating 
into  the  organization  of  peace  those  measures  and  institutions  which 
reflect  the  spirit  of  war.  If  war  is  to  be  done  with,  its  counsels  can 
have  no  place  in  the  discussion  of  peace. 

2.  The  distribution  of  goods,  services,  and  gold. — The  war  has  up- 
set the  international  economic  balance.  Four  years  of  organized  de- 
struction have  temporarily  exhausted  many  of  the  belligerents.  Their 
territories  have  been  invaded  in  part.  Many  of  their  peace  industries 
have  been  curtailed  and  some  ruined.  Their  ocean  tonnage  has  been 
diminished.  Their  trade  has  shrunk.  Their  foreign' investments  have 
been  reduced.  Their  debts  abroad  have  increased  many  fold.  As  a 
result  of  her  entry  into  the  struggle,  the  United  States  has  in  common 
with  her  fighting  allies  lost  much,  though  less  than  that  suffered  by 
any  other  major  belligerent. 

i  Based  on  a  paper  of  Professor  O.  M.  W.  Sprague. 
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On  the  other  hand,  the  neutrals  and  the  inactive  allies  have  grown 
considerably.  They  have  advanced  in  the  very  fields  in  which  the  bel- 
ligerents have  retrogressed. 

Again,  the  economic  balance  has  been  upset  in  other  ways.  The 
war  drained  the  belligerents  of  raw  materials  and  created  for  them 
great  pyramids  of  paper  currency.  During  the  years  of  reconstruction 
the  distribution  of  much  needed  goods,  of  transportation  and  other 
services,  and  the  extension  of  the  means  wherewith  to  pay  for  them, 
must  be  effected  not  upon  a  selfish  national  basis  but  upon  a  just  in- 
ternational conception  such  as  pervaded  our  war  aims  and  elevated  the 
struggle  above  brutish  slaughter. 

&.  Competition  of  government  controlled  business. — The  govern- 
ments of  the  world,  either  by  direct  ownership  and  operation  or  by 
the  extension  of  subsidies,  supervision,  and  control,  will  be  more  inti- 
mately concerned  with  business  than  ever  before.  Legalized  combina- 
tions of  purchasers  will  face  combinations  of  sellers  of  other  nations. 
Difficulties  between  individual  traders  will  henceforth  become  possible 
cases  of  international  dispute.  The  situation  will  call  for  more  tact 
and  consideration  than  were  necessary  under  the  prewar  regime. 

4.  The  economics  of  military  preparedness. — Chief  among  the  ob- 
stacles to  an  enduring  peace  is  the  desire  for  self-sufficiency  as  a  pro- 
tection against  possible  war.  Out  of  this  in  part  arises  the  demand  for 
colonies,  for  commercial  preferences,  for  special  concessions.  The 
mere  desire  for  these  arouses  envy  and  fear  on  the  part  of  other  na- 
tions, who  must  likewise  seek  protection  against  possible  economic 
blockade.  Under  conditions  of  lasting  peace,  the  economic  develop- 
ment of  the  world's  resources  and  the  expansion  of  the  commerce  be- 
tween nations  would  be  unhindered  by  the  fear  of  the  exploitation  of 
economic  advantages  for  political  and  military  ends.  For  in  essence, 
national  interests  are  not  of  necessity  antagonistic;  they  are  rather 
mutually  complementary.  On  the  reciprocal  needs  of  nations,  com- 
merce is  based. 

To  secure  as  far  as  possible  the  abolition  of  war  as  a  means  of  set- 
tling international  differences  is  one  of  the  chief  duties  of  the  Peace 
Conference.  Shall  it  admit  the  possibility  of  a  resort  to  arms  for  the 
adjustment  of  national  .grievances  ?  If  trial  by  combat  remains  as  a 
potential  arbiter  of  differences,  war  will  surely  follow  any  scheme  of 
economic  preparedness  for  its  conduct.  If  the  wager  of  battle  be  ex- 
cluded, many  of  the  economic  causes  of  war  will  automatically  vanish. 
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The  priceless  boon  of  international  peace  may  be  bought  for  an  eco- 
nomic bagatelle. 
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PROGRAM  OF  THE  THIRTY-SECOND  ANNUAL 
MEETING 

MONDAY,  December  29 

10:30  a.  m.    First  Session.    Red  Room.  Hotel  La  Salle 

Joint  meeting  with  the  American  Association  of  University  Instructors 

in   Accounting.    Chairman,    Vice-President    Harry    R.    Hatfield,    The 

University  of  California 
Topic:    Should  the  Excess  Profits  Tax  Be  Retained  as  a  Permanent 

Part  of  Our  Tax  System? 
Paper:    British  Experience  with  Excess  Profits  Taxation 

Robert  M.  Haigh,  Columbia  University 
Paper:    Immediate  Future  of  the  Excess  Profits  Tax 

Thomas  S.   Adams,  Yale   University 

Discussion 
David  Friday,  The  University  of  Michigan 
George  E.  Holmes,  New  York  City 
Arthur  Anderson,  Chicago,  Illinois 
Thomas  E.  Lyons,  Wisconsin  Tax  Commission 
O.  C.  Lockhart,  New  York  City 

E.  M.  Friedman,  Washington,  D.  C. 

Roy  G.  Blakey,  The  University  of  Minnesota 

2:30  p.  m.    Second  Session.    Ball  Room,  Hotel  La  Salle 

Paper:    Germany's  Reparation  Payments 

F.  W.  Taussig,  Harvard  University 

Discussion 
Allan  A.  Young,  Cornell  University 
John  H.  Williams,  Princeton  University 
Jacob  Viner,  The  University  of  Chicago 
R.  H.  Hess,  The  University  of  Wisconsin 
Max  Wasserman,  The  University  of  Illinois 

8:00  p.  m.    Third  Session.    Y.  M.  C.  A.  Auditorium,  19  S.  La  Salle  St 

Joint  meeting  with  the  American  Sociological  Society.    Chairman,  Presi- 
dent Harry  Pratt  Judson,  The  University  of  Chicago 

Presidents'  Addresses 

The  Nature  of  our  Economic  Problem 

Henry  B.  Gardner,  The  American  Economic  Association 
A  Working  Democracy 

Frank  W.  Blackmar,  The  American  Sociological  Society 

10:00  p.  m.    Smoker,  Y.  M.  C.  A.  Auditorium,  tendered  by  the  University 
of  Chicago 

TUESDAY,  December  SO 

0iOO  a.  m.    Business  meeting  of  the  Association.    Ball  Room,  Hotel  La  Salle 

10:30  a.  m.    Fourth  Session.    In  two  sections 

A.   Topic:    Economic  Theory 

Paper:    Some  Probable  Results  of  a  Balanced  Industrial  System 
Thomas  X.  Carver,  Harvard  University 


Program 
Discussion 
Roy  G.  Blakey,  The  University  of  Minnesota 
Harry  G  Brown,  The  University  of  Missouri 
J.  £.  Le  Rossignol,  The  University  of  Nebraska 
Charles  E.  Persons,  Columbus,  Ohio 
Max  Wasserman,  The  University  of  Illinois 
F.  W.  Taussig,  Harvard  University 
Ira  B.  Cross,  The  University  of  California 
Anna  Bezanson,  Bryn  Mawr  College 
T.  N.  Carver 

B.    Topic:    Collective  Bargaining  in  Agriculture* 

Joint  meeting  with  the  American  Association  for  Agricultural  Legislation 

James  £.  Boyle,  Agricultural  College,  Cornell  University 
B.  H.  Hibbard  The  University  of  Wisconsin 
F.  W.  Shorthill,  Omaha,  Nebr. 
Henry  A.  Wallace,  Des  Moines,  Iowa 

1:00  p.  m.  A  luncheon  for  the  members  of  the  American  Economic  Asso- 
ciation, in  the  Ball  Room  of  the  Hotel  La  Salle,  tendered  by  North- 
western University. 

2:30  p.  m.    Fifth  Session.    Ball  Room,  Hotel  La  Salle 
Joint   meeting   with   the   American   Association    for   Labor   Legislation, 
Chairman,  Vice-President  Susan  M.  Kingsbury 

Paper:    Employees'  Representation  in  Management  op  Industry 
Royal  Meeker,  U.  S.  Commissioner  of  Labor  Statistics 

Discussion 
Col.  Harry  B.  Jordan,  Rock  Island  Arsenal 

Willard  E.  Hotchkiss,  National  Wholesale  Tailors'  Association,  Chicago 
D.  R.  Stevens,  Goodyear  Tire  and  Rubber  Company,  Akron,  Ohio 
Francis  H.  Bird,  United  Typothetae  of  America,  Chicago 
T.  B.  Wright,  American  Multigraph  Co.,  Cleveland 

8:00  p.  m.    Sixth  Session.    Ball  Room,  Hotel  La  Salle 
Chairman,  Vice-President  George  E.  Roberts 
Paper:    Prices  and  Reconstruction 
Wesley  C.  Mitchell,  New  School  for  Social  Research 

Paper:    Banking  Policy  and  the  Price  Situation 
Harold  G.  Moulton,  The  University  of  Chicago 

Discussion 
James  B.  Forgan,  First  National  Bank,  Chicago 
George  W.  Dowrie,  The  University  of  Minnesota 
George  E.  Putnam,  Washington  University 
Irving  Fisher,  Yale  University 
H.  G.  Moulton 

WEDNESDAY,  December  SI 

9:00  a.  m.    Business  meeting  of  the  Association.    Election  of  officers,  etc* 
10:30  a.  m.    Seventh  Session.    Round  Tables 
1.    The     Policy    op    Government    with     Reference    to   Competition, 
Cooperation,  Monopoly,  and  the  Issue  of  Securities 
William  F.  Gephart,  Washington  University,  Chairman 

*The  Proceedings  of  this  meeting  are  published  by  The  Association   for 
Agricultural  Legislation. 
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2.  Immigration  and  Immigration  Problems 

Harry  A.  Millis,  The  University  of  Chicago,  Chairman 

3.  The  Teaching  of  Economics 

C.  M.  Thompson,  University  of  Illinois,  Chairman 

2:30  p.  m.    Eighth  Session.    In  two  sections 

1.  Topic:    The   Railway  Problem 

Paper     Glenn  E.   Plumb,  Washington,  D.  C. 

Discussion 
S.  O.  Dunn,  Editor  Railway  Age,  Chicago 
Pierpont  V.  Davis,  National  City  Co.,  New  York 
J.  M.  Clark,  The  University  of  Chicago 
C.  O.  Ruggles,  Ohio  State  University 
R.  R.  Bowker,  New  York  City 
Mr.  Plumb 

2.  Round  Table  on  Is  Large-Scale  and  Centralized  Organization  of 
Marketing  in  the  Interest  of  the  Public? 

L.  D.  H.  Weld,  Swift  &  Company,  Chicago,  Chairman 
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BRITISH  EXPERIENCE  WITH  EXCESS  PROFITS 
TAXATION 

By  Robert  Murray  Haig 
Columbia  University 

The  only  invention  of  consequence  developed  during  the  war  in  the 
field  of  finance  is  the  special  taxation  of  excess  profits.  This  inno- 
vation has  proved  itself  to  be  a  remarkably  effective  device  for  pro- 
ducing large  revenues  and  has  achieved  a  degree  of  popularity  with 
the  public  generally  because  of  various  economic  and  social  effects 
which  have  been  attributed  to  it.  The  question  is  now  sharply  raised 
regarding  the  future  of  this  tax.  There  are  those  who  believe  that  this 
highly  specialized  war  machine  should  be  abandoned  on  the  battlefield 
as  incapable  of  performing  any  useful  function  in  time  of  peace. 
Others  believe  that  this  particular  sword  may  be  beaten  into  a  plow- 
share, or,  in  more  modern  phraseology,  that  though  designed  as  a  tank 
this  tax  can  be  made  to  operate  efficiently  as  a  tractor.  To  arrive  at 
a  wise  solution  of  this  question  is  the  most  important  fiscal  problem 
of  the  present  Congress. 

Recently  those  who  favor  the  abandonment  of  the  tax  have  begun 
an  active  agitation  for  its  immediate  repeal.  A  report  of  the  Cham- 
ber of  Commerce  of  the  State  of  New  York  urges  the  "elimination  of 
taxes  which  tend  to  interfere  with  the  accumulation  of  industrial  capi- 
tal"1 and  the  interpretation  of  those  who  prepared  the  report  makes 
it  clear  that  the  excess  profits  tax  is  the  particular  object  of  attack. 
The  National  Association  of  Credit  Men  has  urged  that  the  tax  be 
repealed  in  such  a  way  that  it  will  not  apply  even  to  1919  incomes. 
Even  the  Secretary  of  the  Treasury  has  joined  the  opposition  and  in 
his  report,  made  public  on  December  4,  recommends  the  "elimination 
or  reduction"  of  the  excess  profits  tax.  His  indictment  of  the  tax 
reads:  "It  encourages  wasteful  expenditure,  puts  a  premium  on  over- 
capitalization and  a  penalty  on  brains,  energy,  and  enterprise,  dis- 
courages new  ventures  and  confirms  old  ventures  in  their  monopolies. 
In  many  instances  it  acts  as  a  consumption  tax,  is  added  to  the  cost  of 
production  upon  which  profits  are  figured  in  determining  prices,  and 
has  been,  and  will,  so  long  as  it  is  maintained  upon  the  statute  books, 
continue  to  be,  a  material  factor  in  the  increased  cost  of  living."2 

On  the  other  hand,  representatives  of  the  large  farm  interests  have 

i  Report  on  High  Coat  of  Living,  p.  5. 
*Xew  York  Times,  December  4,  1919. 
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included  in  their  legislation  program  the  "democratic  financing  of  the 
war  cost  by  the  retention  of  the  income  and  excess  profits  taxes  and  a 
higher  tax  on  land  held  for  speculative  purposes."8 

The  agitation  for  repeal,  upon  analysis,  proves  to  be  divided  in  aim. 

1.  It  is  directed  partly  against  taxation  as  such,  raising  the  ques- 
tion as  to  the  size  of  the  total  taxes  to  be  imposed  by  the  federal  gov* 
eminent,  which  question  in  turn  disintegrates  into  problems  of  debt 
policy  and  amortization,  of  the  scope  of  public  functions,  and  of  econ- 
omy in  governmental  expenditure. 

2.  The  agitation  seems  to  be  directed  against  the  policy  of  busi- 
ness taxation  in  general,  questioning  the  scientific  soundness  of  taxes 
on  industry  as  compared  with  possible  alternatives,  particularly  in- 
creased income  tax  rates  and  the  so-called  "consumption"  taxes. 

S.  Finally,  the  agitation  is  aimed  in  part  against  the  excess  profits 
tax  itself  as  a  specific  form  of  businesa  taxation.  This  attack  brings 
into  view  all  of  the  problems  of  the  fiscal,  economic,  and  social  effects 
of  the  present  measure  and  suggests  the  possibility  of  adopting  al- 
ternative business  levies  such,  for  example,  as  a  tax  on  corporate 
profits  either  at  a  flat  rate  or  on  a  progressive  scale  but  without  any 
attempt  to  weight  the  burden  according  to  the  excessiveness  of  the 
profits. 

Surely  this  is  a  problem  whose  characteristics  commend  it  to  the 
attention  of  economists.  Thus  far  the  analysis  and  appraisal  of  the 
character  of  the  tax  have  been  left  almost  entirely  to  those  upon  whom 
its  burden  rests  and  the  resulting  analysis  can  scarcely  be  termed 
scientific  or  the  appraisal  dispassionate.  The  difficult  and  compli- 
cated questions  of  theory  involved  are  themselves  sufficient  to  mark 
this  problem  as  one  for  distinctively  professional  analysis.  This  paper 
does  not  attempt  such  an  analysis  and  appraisal.  It  merely  introduces 
the  problem  and  presents  material  which  it  is  hoped  will  be  helpful  in 
reaching  an  accurate  and  trustworthy  solution. 

Foreseeing  an  agitation  for  the  repeal  of  the  present  measure  and 
realizing  the  importance  which  the  issue  was  bound  to  assume,  ths 
Committee  on  War  Finance  of  this  Association  decided  in  the  spring 
of  1919  to  supplement  its  previous  investigations  into  the  operation  of 
the  excess  profits  tax  in  this  country  by  conducting  an  inquiry  into  the 
British  experience.  England  was  the  first  to  establish  a  war  tax  on 
excess  profits,  has  administered  it  for  five  years,  and  has  raised  enor- 
mous sums  of  money  by  its  use.  In  meeting  our  own  problem  it 
teemed  desirable  to  be  informed  how  the  British  view  their  undertake 

*  New  York  Times,  December  15,  1919. 
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ing,  what  they  consider  to  be  its  advantages  and  disadvantages,  what 
they  think  its  economic  effects  have  been,  how  they  meet  some  of  the 
technical  problems  which  trouble  us  in  the  administration  of  our  law, 
and  how  they  expect  to  decide  the  question  as  to  the  future  of  profits 
taxation  in  their  country.  A  report,  soon  to  appear,  will  present  in  de- 
tail the  results  of  this  investigation.  This  paper  summarizes  some  of 
the  more  significant  of  the  conclusions. 

Contrary  to  the  general  impression,  the  British  do  not  expect  to 
abandon  their  profits  tax.  Instead  they  plan  to  refine  it  and  put  it 
on  a  permanent  basis.  This  statement  would  doubtless  occasion  some 
surprise  even  in  England,  for  most  business  men  and  others  not  closely 
familiar  with  details  of  the  government's  fiscal  problem  appear  con- 
fident that  in  his  next  budget  speech  Mr.  Austen  Chamberlain  will 
entirely  abolish  the  tax  which  last  year  he  reduced  from  80  per  cent 
to  40  per  cent.  A  careful  examination  of  what  Mr.  Chamberlain  said 
when  he  introduced  the  1919  budget  shows  that,  far  from  promising 
the  abandonment  of  the  tax,  he  definitely  forecast  its  continuance  in 
some  form.  What  the  investigator  learned  in  the  course  of  his  survey 
has  convinced  him  that  within  the  next  few  months  excess  profits  tax- 
ation will  be  firmly  established  as  a  part  of  England's  peace-time  fi- 
nancial system. 

This  forecast  assumes  that  there  will  be  no  unexpected  political  de- 
velopments such,  for  example,  as  the  sudden  accession  to  power  of  a 
Labor  government  before  next  budget  time.  If  the  Labor  Party 
should  win  control,  a  heavy  capital  levy  will  probably  be  attempted 
instead  of  the  continuance  of  profits  taxation.  Indeed  a  modified  form 
of  capital  levy  is  not  beyond  the  range  of  possibility  even  though 
there  is  no  change  in  the  political  complexion  of  the  government. 

The  significance  of  this  news,  interesting  though  it  is,  may  easily  b* 
overestimated.  That  England,  with  her  more  desperate  financial 
situation,  expects  to  resort  to  profits  taxation  to  balance  her  budget  is 
no  reason  of  itself  for  the  continuance  of  that  form  of  taxation  in  this 
country.  If  the  British  tax  is  to  persist,  it  is  not  because  the  officials 
are  attracted  to  the  system  on  the  ground  of  administrative  advantages. 
Indeed  Somerset  House  will  approach  the  task  of  placing  this  tax  on 
a  permanent  basis  with  a  spirit  of  humility  and  a  heart  full  of  fore- 
boding. It  is  not  because  the  business  community  likes  the  tax.  On 
the  contrary  the  business  men  become  rampant  at  the  mere  mention 
of  the  possibility  of  the  tax  being  made  permanent.  It  is  not  because 
the  public  generally  is  enthusiastic  about  the  measure.    The  belief  that 
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it  is  in  part  responsible  for  the  high  prices  is  so  widespread  that  the 
tax  had  apparently  lost  much  of  the  general  popularity  it  at  one  time 
possessed.  It  is  not  because  the  radical  labor  leaders  demand  the  tax, 
because  they  are  not  in  the  slightest  degree  interested  in  it,  having 
their  aim  directed  at  bigger  game,  namely,  the  nationalization  of  the 
mines,  the  railways,  and  the  means  of  production  in  general.  The 
chief  reason  why  the  British  will  probably  continue  excess  profits  tax- 
ation is  that  they  need  enormous  sums  of  money  and  the  alternative 
methods  of  raising  it  seem  to  carry  still  greater  objections  than  the 
profits  tax  itself.  It  is  not  the  positive  attraction  of  the  profits  tax 
but  the  revulsion  from  the  idea  of  a  capital  levy  or  a  system  of  con- 
sumption taxes  which  decides  the  issue.  In  other  words  while  they  do 
not  find  the  frying  pan  comfortable,  they  prefer  it  to  the  fire. 

In  recognizing  all  this,  however,  we  must  not  lose  sight  of  the  fun- 
damental fact  that  the  British,  in  arranging  their  financial  alternatives, 
place  the  profits  tax  high  in  the  order  of  preference  above  such  im- 
posts as  luxury  taxes  and  high  tariffs.  Indeed  their  luxury  tax,  which 
served  as  a  model  for  our  own,  was  finally  considered  too  bunglesome 
to  deserve  a  trial  and  has  never  been  put  into  operation.  We,  on  the 
other  hand,  with  a  luxury  tax  actually  with  us  and  a  tariff  struggle  in 
the  offing,  may  well  take  the  British  decision  into  our  reckoning. 

Finally,  the  news  of  the  English  decision  will  doubtless  be  consid- 
ered important  by  those  who  are  convinced  that  the  profits  tax  is  an 
important  element  in  the  determination  of  prices.  For  Americans  in 
business  competition  with  the  British  there  may  be  comfort  in  the 
thought  that  English  prices  will  continue  to  be  subject  to  this  influ- 
ence. If  the  tax  has  any  international  competitive  significance — and 
it  probably  has  little  if  any — we  probably  need  not  be  deterred  from 
continuing  our  impost  by  fear  of  placing  our  business  at  a  disadvantage 
in  comparison  with  that  of  England. 

The  form  which  the  new  British  profits  tax  promises  to  assume  is 
of  greater  interest  and  importance  than  the  mere  fact  that  the  British 
expect  to  make  the  tax  permanent.  To  many  it  may  appear  strange 
that  they  should  turn  to  America  for  their  model  and  that  they  should 
find  the  principles  underlying  our  own  much  abused  profits  tax  of 
1917  best  suited  to  their  needs.  Yet  in  England  it  is  recognized  that 
the  standard  of  pre-war  earnings,  the  distinctive  feature  of  their  law, 
has  become  more  and  more  anomalous  with  each  passing  year  and  that 
the  standard  of  invested  capital,  the  distinctive  feature  of  our  profits- 
tax  law — whatever  else  may  be  said  of  it,  or  against  it — is  one  which 
is  as  well  adapted  to  a  permanent  or  to  a  temporary  tax.     Const- 
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quently  in  the  proposal  which  at  present  holds  most  promise  of  being 
enacted  into  law  the  British  have  incorporated  the  invested  capital 
standard. 

If  the  British  continue  profits  taxation  they  will  make  the  rates 
moderate  as  compared  with  the  war  tax.  It  will  be  recalled  that  at 
its  peak  the  British  excess  profits  duty  carried  a  rate  of  80  per 
cent  on  the  excess  over  the  pre-war  standard.  It  is  said  that  at  one 
time  of  political  crisis  during  the  war  a  rate  of  100  per  cent 
was  seriously  proposed  and  was  only  avoided  by  the  insistence  of  the 
officials  of  the  Inland  Revenue  that  such  a  tax  would  be  impossible 
to  administer.  It  must  be  borne  in  mind  also  that  the  income  tax  of 
6  shillings  in  the  pound,  or  30  per  cent,  applies  to  what  remains  after 
the  excess  profits  tax  has  been  collected,  as  compared  with  our  own 
corporation  income  tax  of  12  per  cent,  reduced  this  year  to  10  per 
cent.  This  fact  together  with  the  differences  in  practice  with  regard 
to  the  taxation  of  appreciations  in  property  values  and  the  alternative 
rates  under  the  American  law  make  impossible  an  exact  comparison 
between  the  weight  of  the  English  and  American  taxes.  Their  40 
per  cent  rate  applying  this  year  is  expected  to  yield  about  £50,000,000. 
The  probability  is  that  the  British  will  attempt  to  continue  indefinitely 
the  yield  of  the  tax  at  about  this  figure.  To  secure  this  sum  by  a 
profits  tax  with  an  invested  capital  standard  it  will  apparently  be 
necessary  to  levy  progressive  rates  on  a  scale  which  corresponds  very 
closely  with  that  of  our  1917  excess  profits  tax  law.  The  British 
expect  to  be  able  to  administer  successfully  a  tax  of  this  weight. 

The  British  proposal  meets  a  number  of  the  difficult  problems  con- 
nected with  profits  taxation  in  a  manner  which  is  in  some  instances 
suggestive.  For  example,  they  can  see  no  justice  in  making  the  tax 
apply  to  corporations  only  as  is  the  case  under  our  present  law. 
Again,  they  feel  that  the  problem  of  business  concerns  with  little  or 
no  invested  capital  can  be  fairly  well  met  by  utilizing  a  sliding  scale 
of  salary  allowances  instead  of  exempting  them  as  we  do.  The  dis- 
tinction between  a  profession  and  a  business  is  one  which  troubles 
them  sorely,  but  nevertheless  they  consider  it  possible  to  establish  the 
differentiation  in  a  fashion  approximately  equitable.  The  fact  that 
appreciations  of  property  values  are  not  considered  taxable  income  in 
England  raises  a  problem  for  them  which  has  not  troubled  us  seriously 
here.  If  they  are  to  recognize  as  invested  capital  the  full  amount 
paid  for  assets,  tangible  and  intangible,  by  the  purchaser  of  a  business, 
they  realize  that  their  new  tax  would  be  widely  evaded  unless  it  were 
coupled  with  some  type  of  special  increment  tax  upon  the  profit  from 
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the  sale,  imposed  at  the  time  of  transfer.  The  difficulties  of  arrang- 
ing such  a  tax,  which  in  our  case  are  cared  for  automatically  in  a 
fairly  satisfactory  manner  under  our  income  tax,  lead  them  to  favor 
the  adoption  of  the  rule  that  assets  shall  be  valued  at  cost  to  the 
original  owner  even  after  having  been  transferred  to  the  new  pur- 
chaser. 

The  effects  of  heavy  profits  taxation  which  were  discernible  in  Eng- 
land in  the  summer  of  1919  do  not  conduce  to  optimism  with  regard  to 
the  future  of  the  proposed  new  tax.  There  was  much  evidence  that 
the  war  tax  had  been  repressive,  that  it  had  led  to  extravagant  and 
wasteful  expenditure,  that  it  had  been  largely  evaded.  With  regard  to 
its  effects  upon  prices  the  situation  was  far  from  clear.  There  is 
reason  to  believe,  however,  that  many  of  the  ill  effects  are  not  the 
necessary  and  inevitable  consequences  of  profits  taxation  but  are  rather 
to  be  attributed  to  the  heavy  weight  and  the  temporary  character  of 
the  tax  now  in  force. 

The  British  tax  has  had  no  acute  effect  upon  business  stability* 
Businesses  have  not  been  forced  into  bankruptcy  by  the  Excess  Profits 
Duty  and  there  has  been  but  little  borrowing  to  meet  the  payments. 
But  this  is  due  primarily  to  a  collection  policy  which  is  in  marked 
contrast  to  our  own.  In  England  the  Treasury  has  been  given  dis- 
cretion to  arrange  convenient  terms  of  payment.  In  cases  where  it  is 
difficult  for  the  taxpayer  to  meet  his  obligations,  he  lays  his  case 
before  the  officials  of  the  Inland  Revenue  and  receives  such  conces- 
sions as  they  consider  appropriate.  This  gives  an  elasticity  to  the 
system  which  has  doubtless  prevented  much  distress. 

This  delegation  of  authority  to  postpone  collections  has  very  serious 
counter  effects,  however.  The  privilege  has  been  abused.  As  a  con- 
sequence of  the  liberal  attitude  of  the  Inland  Revenue,  the  arrears  from 
this  levy  have  accumulated  until  they  now  amount  to  approximately 
£200,000,000,  four  times  the  amount  expected  from  the  40  per  cent 
rate  in  force  this  year.  Our  own  rigorous  collection  policy  has  caused 
some  inconvenience,  it  is  true,  but  there  will  not  be  many  who  would 
favor  copying  English  practice  on  this  point.  We  can  congratulate 
ourselves  that  the  problem  of  enormous  arrears  is  not  one  of  our  finan- 
cial problems  of  reconstruction. 

What  the  less  immediate  effects  upon  business  stability  have  been 
can  not  accurately  be  determined.  It  is  obvious,  however,  that  huge 
sums,  a  substantial  portion  of  which  would  otherwise  have  gone  to- 
ward strengthening  and  expanding  business  undertakings,  have  been 
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rendered  unavailable  for  this  purpose  and  consequently  business  in 
the  aggregate  must  be  less  well  established  and  safeguarded  than 
would  have  been  the  case  had  the  tax  not  been  imposed  at  all. 
Whether  they  are  less  well  established  and  safeguarded  than  they 
would  have  been  under  some  alternative  tax  producing  the  same  reve- 
nue is  open  to  question. 

Precisely  what  effects  the  profits  duty  has  had  upon  prices  it  is 
impossible  to  say.  The  English  newspapers  are  full  of  complaints 
placing  upon  the  tax  a  large  part  of  the  responsibility  for  the  pre- 
vailing high  prices.  Sidney  Webb  asserts  that  such  statements,  so 
far  as  they  refer  to  commodities  not  under  government  control,  spring 
from  "sheer  ignorance"  and  most  of  the  economists  agree  with  him. 
Business  men,  however,  almost  universally  testify  that  the  tax  has  in- 
fluenced them  to  increase  their  prices.  They  claim  that  by  a  curious 
inversion  the  tax,  designed  in  part  as  a  corrective  of  excess  profits,  be- 
comes itself  a  cause  of  excess  profits.  But  in  some  of  these  cases  one 
suspects  that  the  tax  has  been  seized  upon  as  an  excuse  for  monopoly 
prices  which  would  be  just  as  high  in  the  absence  of  the  levy  and  that 
the  argument  represents  at  once  an  apology  for  past  greed  and  a  plea 
for  future  exemption  from  just  burdens.  One  manufacturer  told  the 
investigator  that  his  concern,  suddenly  finding  itself  after  a  number  of 
lean  years  in  possession  of  a  large  stock  and  confronted  with  a  demand 
so  great  that  it  could  not  possibly  meet  it,  was  in  a  position  where  it 
could  ask  almost  any  price  it  chose  for  its  product,  and  the  fact  that 
the  profits  duty  had  to  be  paid  influenced  his  directors  to  charge  a 
higher  price  than  they  otherwise  would  have  asked.  Such  tender- 
hearted tyros  at  profiteering  who  depend  on  the  tax  to  give  them  moral 
courage  to  charge  what  they  can  get  for  their  goods  in  the  market 
are  probably  rare  economic  phenomena  and,  moreover,  unless  they 
happen  to  be  selling  directly  to  the  consumer4  anything  they  refrain 
from  adding  to  their  price  is  probably  added  to  it  by  the  next  man  in 
the  marketing  chain,  so  that  the  ultimate  retail  price  is  no  lower. 

On  the  other  hand,  another  manufacturer  testified  that  he  had  de- 
liberately reduced  his  prices  to  avoid  the  tax,  expecting  by  offering  his 
goods  at  very  reasonable  rates  to  build  up  a  good  will  which  would 
yield  added  returns  later  when  the  profits  tax  had  disappeared. 

It  is  not  easy  to  understand  how  a  tax  which  is  imposed  only  after 
moderate  profits  have  been  accumulated  can  operate  in  an  important 
and  direct  fashion  as  a  cause  of  high  prices,  if  the  market  is  freely 

*  This  point  has  been  convincingly  stated  by  Dr.  T.  S.  Adams  on  various 
occasions. 
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competitive.  Even  in  a  seller's  market  such  as  exists  in  many  lines 
today,  the  power  to  charge  a  high  price  is  not  dependent  upon  the 
existence  of  such  a  tax.  There  probably  are  long-time,  indirect  effects 
in  the  direction  of  increased  prices  from  a  business  tax  such  as  this. 
The  slightest  repression  on  enterprise — and  this  tax  undoubtedly  does 
exercise  some  repression  in  the  long  run — would  be  expected  to  have 
such  effects,  but  it  seems  very  doubtful  whether  these  indirect,  re- 
mote forces  have  as  yet  become  effective  in  this  country. 

There  is  general  agreement  in  England  that  in  the  case  of  commodi- 
ties manufactured  under  government  contract,  especially  during  the 
earlier  years  of  the  war,  the  excess  profits  duty  was  very  often  taken 
into  account  in  arriving  at  a  price.  That  is,  the  manufacturer  usually 
considered  the  excess  profits  duty  an  expense  and  succeeded  in  secur- 
ing terms  which  left  him  after  paying  it  about  the  amount  of  profit 
he  would  have  striven  for  had  the  tax  not  been  in  existence.  Conse- 
quently the  tax  in  England  was  to  a  considerable  extent  illusory,  the 
government  itself  creating  the  profits  which  it  took  back  in  taxes. 

Methods  of  dodging  the  excess  profits  duty,  aside  from  shifting  it 
in  the  form  of  higher  prices,  are  endless  in  variety  and  marvelous  in 
ingenuity.  At  one  extreme  stands  the  device  of  the  prosperous  fac- 
tory owner  who  declines  to  exert  himself  because  the  taxes  upon  profits 
resulting  from  additional  effort  leave  him  too  little  to  tempt  him  to 
further  activity.  This  is  a  form  of  avoidance  which  can  scarcely  be 
classified  as  evasion  and  which  is  impossible  to  prevent  or  punish.  At 
the  other  extreme  stands  the  petty,  crude  stealing  of  the  small  busi- 
ness man  who  puts  his  family  on  his  payroll  at  fat  salaries  for  nomi- 
nal duties  or  refrains  from  recording  on  his  books  some  of  his  more 
profitable  transactions. 

Between  these  two  extremes  lie  devices  representing  every  degree 
of  variation  in  legitimacy  and  legality.  An  owner  of  a  rubber  plan- 
tation postpones  tapping  his  trees  until  the  profits  tax  shall  have  dis- 
appeared. The  factory  owner  spends  his  excess  profits,  otherwise 
subject  to  tax,  for  almost  any  purpose  which,  while  it  can  be  classified 
as  an  expense  chargeable  to  the  present  year's  income,  may  never- 
theless result  in  increased  profits  in  that  future  time  when  profits 
taxes  will  be  no  more,  or  in  an  improved  goodwill  which  can  be  sold 
at  any  time  as  a  part  of  the  business  assets  under  the  English  law 
without  the  profit  becoming  subject  to  income  tax  on  profits  duty.  This 
is  the  explanation  of  the  heavy  advertising  which  has  been  a  striking 
feature  of  war-time  England.  The  manager  of  a  large  commercial 
house  explained  in  this  way  the  decision  be  bad  made  to  seise  this 
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opportunity  for  establishing  a  large  number  of  branch  agencies  which 
would  for  the  first  few  years  be  losing  ventures.  If  the  excess  profits 
duty  has  depressed  those  businesses  which  promise  quick  returns  it 
has  at  the  same  time  stimulated  other  businesses  which  offer  deferred 
profits. 

Renovations  and  repairs  are  made  on  a  lavish  scale.  To  paint  one's 
establishment  with  one's  taxes  is  the  accepted  procedure.  Greatly 
increased  salaries  are  paid,  especially  in  the  case  of  those  employees 
who  will  be  likely  to  remember  the  employer's  generosity  and  tacitly 
accept  it  as  advance  payment  of  salary.  One  foreman  chuckled  over 
the  four  entirely  unexpected  and  admittedly  undeserved  bonuses  which 
had  fallen  into  his  lap  during  the  last  year. 

These  expenditures  for  purposes  which  promise  future  rather  than 
present  returns  shade  off  into  mere  wasteful  extravagance.  When  the 
government  took  £86  out  of  the  £100  of  an  excess  profit  (that  is,  80 
per  cent  profits  duty  plus  income  tax  at  six  shillings  in  the  pound)  the 
tendency  was  to  buy  any  article  selling  for  £100  which  had  a  value 
to  the  taxpayer  of  £14  or  more.  Even  with  the  profits  tax  rate  re- 
duced to  40  per  cent,  the  income  tax  and  profits  duty  take  together 
58  per  cent  of  the  excess  profit.  As  one  business  man  remarked,  there 
seems  to  be  some  magic  about  the  50  per  cent  mark.  If  the  govern- 
ment takes  more  than  half  of  the  pound  of  profit,  abuses  develop. 

In  England  when  one  concern  buys  out  another  the  pre-war  records 
of  the  two  concerns  are  amalgamated  and  form  the  standard  by  which 
to  measure  the  excess  profits  of  the  combined  businesses.  This  has 
led  to  a  lively  traffic  in  bankrupt  or  near-bankrupt  concerns  which 
were  prosperous  before  the  war.  There  is  competition  for  the  privi- 
lege of  using  the  pre-war  records  of  these  unprofitable  businesses. 

There  has  also  been  a  very  strong  tendency  to  escape  the  tax  by 
undervaluing  inventories.  One  merchant  cites  the  case  of  a  business 
he  had  recently  acquired  where  the  stock  valued  for  tax  purposes  at 
.£3000  was  easily  worth  nearly  double  that  sum.  A  large  manufac- 
turer testified  that  materials  in  the  process  of  manufacture  had  al- 
most disappeared  from  the  accounts  of  many  plants,  such  items  be- 
ing easy  to  manipulate  with  little  danger  of  detection  by  the  officials 
of  the  inland  revenue. 

All  accounts  agree  that  there  was  comparatively  little  outright  eva- 
sion of  the  profits  duty  during  the  war.  Since  the  armistice,  however, 
an  entirely  different  spirit  has  been  present.  Whereas  before  eva- 
sion of  the  tax  was  considered  little  short  of  treason,  the  circumven- 
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tion  of  the  statute  has  now  become  a  fascinating  game  at  which  large 
numbers  apparently  try  their  hand.  Whether  evasion  can  be  prevented 
is  a  question  upon  which  there  is  the  greatest  difference  of  opinion. 
The  Hon.  Reginald  McKenna,  who,  when  Chancellor  of  the  Ex- 
chequer, introduced  the  profits  tax,  remarked  that  the  Inland  Revenue 
had  been  since  1842  building  up  an  income  tax  which  would  prevent 
evasion  and  that  it  would  require  another  hundred  years  to  devise  a 
successful  method  of  administering  a  profits  tax!  On  the  other  hand 
it  must  be  recognized  that  many  of  the  devices  enumerated  above  are 
designed  to  postpone  the  yield  of  the  business  until  the  profits  tax  has 
been  abolished.  If  the  tax  were  made  permanent,  the  efficiency  of  all 
such  arrangements  would  disappear.  Again,  the  wastefulness  and 
extravagance  in  expenditure  attributed  to  the  tax  is  caused  by  the 
heaviness  of  the  rates.  The  prevention  of  evasion  would  be  an  en- 
tirely different  problem  if  the  tax  were  expected  to  continue  in- 
definitely and  if  the  rates  were  made  moderate. 

The  evasion  just  described  has  developed  in  spite  of  better  admin- 
istration than  we  have  in  this  country.  There  is  no  opportunity  here 
to  describe  in  detail  the  English  administrative  organization,  but  it 
should  be  made  clear  that  they  have  succeeded  in  evolving  a  system 
under  which  every  taxpayer  need  not  be  an  expert  in  income  and 
profits  tax  procedure  in  order  to  be  assured  of  having  his  interests 
properly  cared  for.  Local  assessments  are  made  by  highly  skilled 
permanent  civil  servants  in  whom  the  taxpayer  can  place  confidence. 
The  attitude  of  this  local  official  is  not  one  of  suspicion  and  distrust, 
of  impatience  with  peculiar  difficulties,  and  of  rigorous  adherence  to 
the  letter  of  the  statute,  irrespective  of  its  spirit  and  intent.  He  is  a 
man  familiar  with  business  practice  and  vested  with  considerable  dis- 
cretion. He  approaches  the  taxpayer  in  a  spirit  of  helpfulness  and 
intelligent  understanding.  He  may  arrive  at  decisions  which  are 
binding  and  may  make  compromises  which  will  stand.  Through  assess- 
ments determined  in  conference  with  this  official  a  degree  of  certainty 
is  introduced  into  the  procedure  which  is  a  refreshing  contrast  to  our 
own  situation.  If  we  could  develop  officials  of  similar  quality  to  the 
English  local  surveyor  and  could  decentralize  the  assessment  as  the 
English  have  done,  much  of  the  present  dissatisfaction  with  our  in* 
come  and  profits  taxes  would  disappear. 

Not  only  are  the  assessments  determined  in  a  more  efficient  manner 
than  our  own,  but  cases  of  dissatisfaction  with  the  decisions  of  local 
assessors  are  dealt  with  in  a  fashion  worthy  of  imitation.     In  case  a 
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taxpayer  desires  an  appeal  he  is  neither  compelled  to  complain  to 
those  who  have  perpetrated  the  alleged  wrong  against  which  he  is 
protesting  nor  forced  into  a  court  of  law.  He  may  instead  lay  his 
case  before  a  board  made  up  of  men  who  are  not  treasury  officials 
at  all  and  who  will  decide  the  issue  in  the  spirit  of  arbitration.  More- 
over this  is  done  near  the  taxpayer's  home.  It  is  not  necessary  to 
make  a  long  and  expensive  trip  to  the  capital  of  the  country. 

To  meet  certain  of  the  general  problems  connected  with  the  admin- 
istration of  the  excess  profits  tax,  the  British  established  a  Board  of 
Referees.  As  originally  set  up,  this  tribunal  was  to  consider  only  ap- 
plications for  increases  in  the  statutory  percentages  allowed  as  a 
credit  on  capital  invested  in  industries  surrounded  by  conditions  which 
merited  special  allowances.  Only  the  representatives  of  entire  indus- 
tries were  heard.  This  Board  has  earned  an  enviable  reputation  for 
itself  and  its  functions  have  recently  been  considerably  enlarged. 

Much  of  the  favor  which  was  attained  by  our  Excess-Profits-Tax 
Reviewers  and  by  our  Advisory  Tax  Board  was  due  to  the  fact  that 
they  had  a  certain  aloofness  from  the  Treasury.  They  did  not  take 
the  ordinary  bureaucratic  attitude  toward  the  problems  put  before 
them.  In  spite  of  the  fact  that  they  were  Internal  Revenue  officials 
they  could  be  counted  upon  to  take  a  large,  unbiased  view  of  the  tax- 
payer's problem.  The  discontinuance  of  the  Advisory  Tax  Board  is 
exceedingly  regrettable  unless  its  temporary  absence  makes  it  even 
more  easy  to  secure  some  arbitrating  body  of  a  character  similar  to 
that  of  the  British  Board  of  Referees. 

The  British  have  avoided  many  of  our  difficulties  by  a  greater  broad- 
ness and  flexibility  in  their  statutes  as  well  as  in  their  administration. 
Illustrations  of  their  common-sense  view  as  contrasted  with  the  policy 
of  strict  adherence  to  book  facts  are  the  provisions  permitting  the  de- 
duction in  a  given  taxable  year  of  repairs  postponed  because  of  ab- 
normal conditions  and  the  scheme  for  allocating  the  income  from 
a  long-term  contract  over  the  entire  period  of  accrual. 

In  a  complete  and  well-considered  estimate  of  the  success  of  the  Eng- 
lish duty  it  would,  of  course,  be  necessary  to  take  into  account  both  the 
tremendous  productivity  of  the  tax  and  the  very  important  role  it  has 
played  in  reconciling  labor  to  a  program  of  war  production.  The 
duty  owed  its  existence  very  largely  to  the  necessity  of  placating 
labor.  But  for  its  success  in  this  direction  the  war  might  have  been 
lost. 

In  neither  England  nor  the  United  States  are  the  possibilities  of  the 
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device  appreciated  as  a  means  of  securing  certain  of  the  advantages  of 
socialism  without  the  attendant  disadvantages. 

The  investigation  has  yielded  considerable  technical  information  re- 
lating to  procedure  under  the  English  Excess  Profits  Duty  which  is 
set  forth  in  detail  in  the  report.5  Some  of  this  material  has  already 
been  found  useful  to  the  Bureau  of  Internal  Revenue.  Moreover, 
testimony  was  received  regarding  a  number  of  questions  of  policy  and 
practice  under  the  income  tar  law,  including  such  topics  as  the  at- 
tempt to  distinguish  capital  appreciations  from  income  for  tax  pur- 
poses, the  differentiation  between  earned  and  unearned  income,  the 
operation  of  the  system  of  abatements  and  the  system  of  collection-at- 
source,  taxation  on  the  basis  of  the  three-year  average,  and  the  taxation 
of  foreign  corporations  with  agencies  in  Great  Britain.  As  these  are 
questions  which  now  press  for  consideration  in  the  recasting  of  our 
income  tax  law  it  has  been  considered  desirable  to  include  a  treatment 
of  them  in  the  report. 

The  main  conclusions  to  be  drawn  from  British  experience  with 
profits  taxation  may  be  summarized  briefly  as  follows: 

1.  In  England  they  think  highly  enough  of  profits  taxation  to  con- 
template its  continuance.  The  general  principle  of  such  a  tax,  tersely 
described  by  Dr.  J.  C.  Stamp  as  "a  preliminary  skimming  of  the 
richer  crocks  of  cream,"  is  one  which  appeals  to  them  as  worthy  of 
incorporation  into  their  permanent  system  in  view  of  their  present 
difficult  financial  condition. 

2.  They  believe  their  present  profits  tax  with  its  standard  of  pre- 
war earnings  to  be  anomalous  and  out  of  date.  Some  adaptation  of 
our  own  standard  of  invested  capital  is  in  their  opinion  the  best  test 
to  apply  in  seeking  to  determine  the  relative  richness  of  the  crocks  of 
cream. 

8.  They  appreciate  the  fact  that  differentiation  between  classes  of 
business  and  special  treatment  of  unusual  individual  cases  are  essential 
in  a  tax  of  this  type.  The  burden  must  not  apply  with  full  rigor  to 
profits  won  at  great  hazard.  Some  crocks  of  cream  appear  to  be 
richer  than  they  are.  The  necessary  flexibility  can,  they  believe,  be 
introduced  in  part  through  the  operation  of  a  body  like  their  Board  of 
Referees  with  powers  to  make  concessions  applying  to  industries  as 
a  whole,  and  in  part  by  a  broad  policy  (both  in  statute  and  in  admin- 
istration) with  respect  to  individual  cases  of  hardship. 

»  This  material  has  been  prepared  for  publication  by  Mr.  George  E.  Holmes, 
of  the  New  York  Bar. 
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4.  The  tax,  they  believe,  must  be  reasonably  light.  British  ex- 
perience confirms  our  own  that  a  very  heavy  tax  inevitably  leads  to 
extravagance,  which  reduces  the  total  amount  of  cream  available  for 
skimming. 

5.  The  tax  to  be  successful  must  be  permanent  in  character.  The 
English  realize  that  a  temporary  tax  can  be  easily  avoided.  The  pro- 
duction of  the  cream  can  and  will  be  postponed  by  a  variety  of  de- 
vices if  there  is  a  rational  certainty  that  the  skimming  policy  is 
shortly  to  be  abandoned. 

6.  Finally,  they  concede  that  such  a  tax  bristles  with  administrative 
difficulties  so  great  as  to  challenge  the  skill  of  even  so  admirable  an 
organization  as  England's  civil  service.  The  British,  however,  feel 
that  their  service  will  successfully  meet  the  challenge. 

The  application  of  these  conclusions  to  our  own  fiscal  situation  and 
the  formulation  of  a  definite  recommendation  as  to  what  we  should  do 
about  continuing  profits  taxation  involve  an  analysis  too  elaborate 
for  complete  presentation  in  this  paper.  The  writer  may  be  permit- 
ted,  however,  to  point  the  moral  which  he  thinks  should  adorn  the 
tale,  even  though  there  is  not  time  to  tell  the  entire  story. 

1.  The  Secretary  of  the  Treasury  insists  that  total  tax  revenues  must 
not  be  reduced  for  the  present.  Congressional  leaders  seem  disposed 
to  agree  with  him.  The  abolition  of  our  profits  tax  is  consequently 
dependent  upon  the  production  of  a  more  attractive  substitute.  The 
two  proposals  which  have  thus  far  appeared  are  Senator  Smoot's  gen- 
eral sales  tax  and  Secretary  Glass's  increase  in  the  normal  income  tax 
rate.  Neither  of  these  methods  would  raise  the  sums  now  produced 
by  the  profits  tax  without  involving,  in  the  opinion  of  the  writer, 
worse  evils  than  those  which  we  are  now  enduring  under  our  profits 
tax.  However,  the  evils  of  the  two  suggested  alternatives  are  of  the 
type  which  immediately  and  primarily  affect  the  general  public  rather 
than  the  business  classes  as  such.  A  sales  tax  would  involve,  in  a 
word,  a  consumption  tax  whose  burden  would  be  distributed  for  the 
most  part  in  a  haphazard  and  unscientific  manner  in  the  form  of  in- 
creased prices.  On  the  other  hand,  an  increased  normal  income  tax 
rate  would  have  many  ill  effects.  In  the  first  place  it  would  put  an 
enormously  increased  strain  on  the  already  wobbly  administration.  An 
increase  in  the  normal  rate  to,  say,  twice  or  three  times  the  present 
rate  would  make  the  income  tax  alone  a  more  different  administrative 
problem  than  the  present  combination  of  income  plus  profits  tax.  It 
would,  unless  coupled  with  some  complicated  system  of  abatements, 
eliminate  the  progressive  principle  from  the  lower  ranges  of  income 
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tax  rates,  where  the  principle  is  of  greatest  importance.  Finally,  its 
net  effect  would  be  a  shifting  of  the  burden  now  borne  by  investors  to 
earned  incomes  of  moderate  size,  exactly  the  group  hardest  hit  by  the 
present  increase  in  prices.  As  compared  with  either  of  these  alterna- 
tives the  writer  believes  that  it  would  be  better  to  continue  the  policy 
of  skimming  the  richer  crocks  of  milk. 

2.  However,  this  assumes  that  the  present  revenue  yield  should  be 
maintained.  The  wisdom  of  this  should  be  challenged  in  a  much  more 
vigorous  manner  than  has  thus  far  been  done.  The  present  yield 
should  not  be  maintained  unless  a  very  large  portion  of  it  is  to  go 
for  amortization  purposes,  and  it  is  doubtful  whether  it  should  be 
maintained  even  for  that  purpose.  The  suggestions  for  a  national 
budget  and  for  an  efficiency  audit  may  result  in  some  saving,  but  in 
addition  to  this  there  must  be  borne  in  upon  Congress  the  necessity  of 
rapidly  reducing  our  swollen  expenditures.  "The  road  to  ruin"  should 
be  turned  into  a  dramatic  slogan  for  retrenchment  here  as  has  been 
done  in  England.  A  reduction  in  expenditure  would  make  possible  a 
reduction  in  excess  profits  tax  rates,  which  would  go  far  toward  elimi- 
nating the  objections  which  exist  at  present  to  that  tax. 

Certainly  we  should  abandon  all  thought  of  continuing  profits  tax- 
ation, however,  unless  we  are  prepared  to  take  radical  action  in  the 
direction  of  the  improvement  of  our  administration.  Indeed  improve- 
ment in  this  direction  is  imperative  irrespective  of  the  question  of  the 
continuance  of  the  profits  tax.  If  the  income  tax  itself  is  to  be  saved 
from  a  degeneration  equal  to  that  of  the  general  property  tax  in  our 
states  today,  something  must  be  done  to  build  up  an  organization 
which,  without  the  present  amount  of  trouble,  cost,  and  irritation  to 
the  taxpayer,  will  determine  accurately  and  satisfactorily  what  tax- 
able income  is.  In  this  matter  we  should  sit  at  the  feet  of  the  British 
and  learn  what  they  have  to  teach  us.  Especially  should  we  strive  to 
secure  for  our  country  their  system  of  original  assessments  by  skilled, 
permanent,  responsible  civil  servants  and  their  system  of  appeal  and 
review  conducted  on  the  principle  of  arbitration  by  persons  not  con- 
nected with  the  Treasury. 

The  appeal  system  could  be  inaugurated  without  great  difficulty  and 
delay.  The  assessment  plan  can  probably  be  established  only  through 
the  general  improvement  of  our  civil  service.  Support  should  be 
given  to  both  by  all  who  feel  that  it  is  desirable  to  continue  to  raise 
our  federal  revenues  by  direct  taxes  on  either  incomes  or  profits. 


IMMEDIATE  FUTURE  OF  THE  EXCESS  PROFITS  TAX 
By  T.  S.  Adams 
Tale  University 

In  discussing  this  subject  I  make  one  assumption  and  state  five 
premises  which  represent  in  my  opinion  not  only  facts,  but  the  pivotal 
and  controlling  facts.  The  assumption  is  that  under  existing  condi- 
tions there  is  no  excuse  for  immediate  reduction  of  the  tax  revenue. 
The  facts  or  premises  referred  to  are  as  follows: 

I.  The  Facts 

1.  There  is  an  imperative  need  for  immediate  simplification  in  the 
system  of  internal  revenue  taxes.  The  unvarnished  truth  is  that  the 
income  and  profits  taxes  are  so  heavy  and  so  intricate  that  a  sufficient 
number  of  auditors  and  experts  cannot  be  secured  by  the  government 
to  audit,  assess,  and  settle  old  claims  as  fast  as  new  claims  are  created. 

2.  The  old  tax  claims  must  be  cleared  up  and  definitely  settled.  At 
present  the  taxpayer  never  knows  when  he  is  through.  New  rulings 
cause  old  returns  for  a  number  of  years  back  to  be  re-examined  and  re- 
opened. Many  of  the  largest  tax  returns  for  1917,  the  first  year  of 
the  war,  have  not  been  audited.  The  Commissioner  of  Internal  Reve- 
nue estimates  that  a  thorough  audit  of  these  old  assessments  would  re- 
sult in  additional  revenues  of  many  hundreds  of  millions  of  dollars, 
positively  more  than  a  billion  dollars.  These  old  claims  should  be 
cleared  up  not  only  for  the  revenue  which  they  represent,  but  to  give 
that  certainty  to  the  taxpayer  without  which  the  development  of  in- 
dustry and  business  must  be  seriously  impeded. 

3.  These  old  claims  arise  chiefly  under  the  income  and  profits  taxes. 
These  are  the  huge  pillars  of  our  financial  temple.  At  present  they 
are  seriously  awry.  The  excess  profits  tax  does  not  apply  to  individual 
business  men,  partnerships,  or  personal  service  corporations ;  it  is  con- 
fined to  a  fraction  of  the  corporations  of  the  country.  The  income  tax 
on  the  other  hand,  so  far  as  the  heavy  surtaxes  are  concerned,  does  not 
apply  to  the  undistributed  profits  of  corporations.  A  partnership  (or 
the  members  thereof)  may  pay  hundreds  of  thousands  of  dollars  more 
taxes  than  the  owners  of  the  business  would  pay  if  it  were  in  corporate 
form.  Per  contra  a  given  corporation  may  pay  indefinitely  larger  taxes 
than  its  immediate  competitors  organized  as  partnerships.  J.  P.  Mor- 
gan &  Company  is  a  partnership,  but  many  of  its  principal  competi- 
tors are  corporations.     Macy  &  Company  of  New  York  has  been 
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until  recently  a  partnership;  but  John  Wanamaker,  Gimbel  Brothers, 
and  most  of  the  New  York  department  stores  are  corporations.  The 
taxes  upon  the  two  forms  of  business  organization  may  differ  indefi- 
nitely. We  have  two  systems  of  business  taxation,  whereas  we  should 
have  but  one. 

4.  Whatever  the  virtues  and  excellencies  of  the  excess  profits  tax, 
it  cannot  persist  as  a  partial  tax  applicable  only  to  a  portion  of  the 
corporations  of  the  country.  If  the  underlying  principle  is  sound  it 
should  be  applied  to  all  business  concerns  capable  of  earning  "excess 
profits." 

5.  Whatever  the  virtues  of  the  income  tax,  it  cannot  persist  with  its 
heavier  rates  applicable  only  to  individuals,  partnerships,  and  non- 
corporate taxpayers.  These  conclusions  seem  to  me  practically  self- 
evident. 

II.  Immediate  Proposals 

If  the  preceding  statement  of  facts  represents  a  correct  diagnosis  of 
the  situation,  we  must  either  extend  the  excess  profits  tax  to  cover  all 
forms  of  business  enterprise,  or  abolish  it  and  subject  corporations  to  a 
full-fledged  income  tax.  The  latter,  I  believe,  is  the  only  practicable 
alternative.  The  essential  reason  for  this  conclusion  is  found  in  the 
fact  that  the  excess  profits  tax  imposes  upon  the  administrative  ma- 
chine a  burden  too  heavy  to  be  successfully  carried.  The  excess  profits 
tax  applies  to  those  earnings  or  profits  in  excess  of  a  normal  return. 
Whether  this  normal  return  be  computed  upon  the  basis  of  past  profits, 
invested  capital,  or  both,  it  can  only  be  determined  safely  after  close 
study  of  individual  cases.  As  stated  above,  the  government  cannot  se- 
cure the  requisite  number  of  trained  auditors  to  keep  pace  with  the 
multiplying  assessments.  If  for  no  other  reason,  the  excess  profits  tax 
must  be  repealed  in  order  to  prevent  an  administrative  log  jam. 

But  it  will  not  suffice  merely  to  abolish  the  excess  profits  tax.  Cor- 
porations, in  order  to  be  placed  upon  something  like  an  equality  with 
individuals  and  partnerships,  must  bear  an  additional  tax  roughly 
equivalent  to  the  surtaxes  on  undistributed  profits  paid  by  sole  pro- 
prietors, the  members  of  partnerships,  and  the  stockholders  of  per- 
sonal service  corporations.  This  additional  tax  should  apply  only  to 
undistributed  profits.  Distributed  profits  should  be  treated  as  a  de- 
duction after  the  manner  of  the  excess  profits  or  war  profits  credit 
They  should  be  exempt  because  they  are  subject  to  the  normal  tax  as 
part  of  the  corporate  earnings,  and  to  surtaxes  as  part  of  the  incomes 
of  the  individual  stockholders.    In  general  this  proposal  is  designed  to 
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place  corporations  and  partnerships  upon  an  equality.  To  accomplish 
this  end  I  should  recognize  a  constructive  or  pro  forma  declaration  of 
dividends  for  purposes  of  taxation,  without  requiring  the  cash  to  be 
actually  distributed.  This  would  permit  a  corporation  to  place  itself 
upon  an  equality  with  its  non-corporate  competitors  if  it  so  desired, 
'while  retaining  such  part  of  its  net  income  as  prudence  suggested 
should  be  used  in  extensions  or  development. 

The  proposal  at  this  point  is  important  enough  to  illustrate  in  some 
detail.  The  normal  tax  upon  individuals  is  8  per  cent  and  upon  cor- 
porations 10  per  cent.  Incidentally  I  would  equalize  this  by  leveling 
up,  and  make  the  normal  tax  in  both  cases  10  per  cent.  Then  I  should 
place  an  additional  tax  of  say  20  per  cent  upon  the  undistributed 
profits  of  the  corporation ;  but  if  the  corporation  preferred,  it  would  be 
permitted  to  issue  either  a  stock  dividend  or  what  might  be  called  a 
"constructive  dividend"  or  "certificate  of  interest,"  which  would  bring 
about  the  taxation  of  its  undistributed  profits  in  the  hands  of  the  stock- 
holders and  thus  relieve  the  corporation  of  the  additional  tax  while  at 
the  same  time  it  left  the  funds  in  the  corporation's  hands  for  use  in  the 
business.  The  legality  or  constitutionality  of  such  a  law  would  prob- 
ably be  questioned.  But  I  see  no  reason  to  believe  that  the  courts  would 
interfere  with  a  provision  of  this  kind  when  its  adoption  is  entirely 
voluntary  on  the  part  of  the  corporation.  In  any  event,  it  could  easily 
be  provided,  if  either  the  stock  dividend  or  the  proposed  "constructive 
dividend"  is  held  to  be  exempt  from  taxation  to  the  stockholders,  that 
the  corporation  should  be  subject  to  the  additional  tax  on  undistributed 
profits. 

An  additional  tax  of  20  per  cent  would  go  far  to  replace  the  excess 
profits  tax.  It  might  yield  quite  as  much  as  the  present  excess  profits 
tax.  We  must  remember  in  this  connection  that  while  the  aggregate 
corporate  income  for  1919-1920  will  probably  fall  considerably  below 
the  high  war  levels  of  1916-1918,  the  invested  capital  of  the  corpora- 
tions— upon  which  the  exemption  or  deduction  depends — has  been 
steadily  and  rapidly  increasing.  Furthermore,  corporations  are  rapidly 
acquainting  themselves  with  methods  of  lawful  evasion,  particularly  the 
substitution  of  preferred  stock  for  bonded  or  other  indebtedness. 

It  is  time  to  abandon  the  excess  profits  tax,  not  only  because  it  is 
too  complex  and  discriminatory  in  its  application,  but  because  it  is  los- 
ing its  productivity. 

As  an  essential  part  of  the  practical  plan  which  I  am  proposing, 
Congress  should  authorize  the  Commissioner  of  Internal  Revenue,  or 
a  tax  board,  to  make  final  settlements  of  all  existing  tax  claims.    Noth- 
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ing  can  be  more  important  than  this  from  every  practical  standpoint. 
These  claims  fill  the  business  man  with  apprehension  and  doubt.  A 
congressional  mandate  to  clear  them  up  would  in  my  opinion  be  a 
blessing  to  the  administrative  authorities.  They  represent  in  addition 
a  vast  source  of  revenue.  There  is  little  justification  for  the  adoption 
of  new  taxes,  or  the  continuation  of  obviously  imperfect  old  taxes, 
while  there  are  hundreds  of  millions  of  back  taxes  still  to  be  collected. 
In  conclusion,  it  is  desirable  to  add  that  the  conclusions  which  I 
have  expressed  are  purely  personal. 


THE  EXCESS  PROFITS  TAX— DISCUSSION 

David  Friday. — Nothing  which  I  have  read  for  some  time  has  given 
me  such  satisfaction  as  the  statement  in  Dr.  Haig's  paper  that  the 
British  do  not  intend  to  abandon  their  profits  tax.  A  tax  on  differen- 
tial profits  was  an  experiment  that  many  of  us  had  wished  to  see  tried, 
even  before  the  European  war.  It  seemed  an  utterly  vain  hope  until 
the  exigencies  of  war  finance  brought  the  thing  into  being  in  England 
and  later  in  this  country.  I  hope  that  it  will  be  continued,  and  believe 
that  if  the  facts  with  respect  to  profits  are  fairly  and  honestly  dis- 
closed to  the  public,  there  will  be  a  general  demand  for  its  continuance. 

We  had  long  suspected  that  the  workings  of  the  price  system  played 
queer  pranks  when  it  came  to  the  distribution  of  incomes  and  of  wealth. 
In  an  industrial  society  so  complex  as  ours,  subject  to  the  effects  of 
wind  and  weather,  of  wars  and  rumors  of  war,  and  of  the  business 
cycle,  the  results  of  the  price  system  upon  profits  were  suspected  to  be 
not  simple,  uniform,  and  predictable, — normal  if  you  please, — but  to 
result  in  variations  in  profits  and  incomes  that  were  largely  fortuitous. 
To  correct  this  accidental  by-product  of  the  workings  of  markets,  com- 
petitive and  otherwise,  many  of  us  favored  a  tax  on  differential  profits. 

That  our  suspicions  with  respect  to  the  lack  of  uniformity  in  the 
ratio  of  profits  to  capital  and  in  the  predictability  of  those  profits  were 
warranted,  at  least  for  the  period  of  the  war,  is  proven  by  the  statisti- 
cal by-product  of  the  tax.    A  glance  at  Table  I  will  make  this  clear. 

Table  I. — Percentage  of  Net  Income  to  Invested  Capital:  1917 
(1244  Corporations) 


Per  cent 

earned  on 

capital 

Mining  and 
manufacturing 

Mercantile 

Railroads  and 
public  utilities 

Financial 

No. 

Net 
income 

No. 

Net 
income 

No. 

Net 
income 

No. 

Net 
income 

Under  10 
10  to  15 
15  to  20 
20  to  25 
26  to  30 
80  to  40 
40  to  50 
50  to  75 
75  to  100 
Over  100 

177 
110 
132 
92 
75 
85 
48 
49 
16 
19 

808 

($  000) 

56,787 

180,679 

317,973 

318,452 

172,366 

461,941 

1,079,590 

151,036 

35,758 

54^52 

2,828,934 

78 
49 
46 
30 
21 
22 
11 
12 
4 
11 

284 

($  000) 

18,567 

51,462 

52,286 

77,080 

6,854 

8,995 

6,792 

27,129 

189 

10,180 

259,533 

88 
12 
8 
3 
0 
0 
0 
1 
3 
2 

112 

($  000) 

350,418 

71,112 

21,019 

2,007 

2,493 

18,282 

1,810 

24 
14 
8 
3 
0 
0 
0 
0 
0 
1 

45 

($  000) 
7,237 

16305 

717 

3,063 

128 

Total 

466,640 

27,444 

Income    tax.... 
Excess  profits  tax 

28,233 
548,124 

5,015 
31,751 

14,306 
13,443 

54 

1,054 

Total    

576,357 

86,766 

27,749 

1,108 

Per  cent  0 
to  net  in 

f  taxes 
come 

20 

14 

6 

4 

so 
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What  is  the  normal  rate  of  profits  for  the  803  mining  and  manufac- 
turing corporations  in  this  table?  The  mercantile  corporations  show 
more  uniformity.  They  seem  to  group  more  closely  around  20  per  cent, 
but  surely  any  such  spread  as  is  evidenced  by  the  figures  for  this  group 
is  not  consonant  with  the  theory  of  normality  even  for  the  corporations 
lying  between  10  and  25  per  cent,  to  say  nothing  of  the  group  earn- 
ings between  50  and  75  per  cent.  If  any  further  proof  is  needed  of 
the  wide  variation  in  the  per  cent  of  income  to  invested  capital  see  the 
testimony  of  Secretary  McAdoo  before  the  Ways  and  Means  Commit- 
tee, August  14,  1918,  page  2029,  and  of  Professor  T.  S.  Adams,  same 
day  and  place,  page  2089. 

But  Table  I  shows  the  earnings  for  a  year  in  which  war  profits  were 
enormous.  The  incomes  reported  by  all  corporations  of  the  United 
States  rose  from  $4,800,000,000  in  1918,  the  highest  prewar  year,  to 
$8,600,000,000  in  1916  and  to  $10,700,000,000  in  1917.  The  profits 
for  1917  may,  therefore,  fairly  be  said  to  have  been  abnormal.  But 
investigation  shows  that  while  the  range  of  profits  is  different  in  the 
prewar  years,  the  variation  is  almost  as  great.  Table  II  and  Table 
III,  as  well  as  Table  IV,  reveal  this. 

Table  II.— Prewar  Profits:  1911-1913 
(3402  Corporations) 


Per  cent 

Number 

Earnings 

earned  on 

of 

exceed 

capital 

corporations 

expenses 

7  to  8 

74 

$13,994,565 

8  to  9 

158 

90,019366 

9  to  10 

966 

96,698360 

10  to  11 

985 

89,182,493 

11  to  19 

967 

31,654,480 

13  to  13 

944 

13,550,797 

13  to  14 

188 

90,360,554 

14  to  15 

196 

18,197,794 

Over  15 

1,774 

169,646,931 

Total 

3,409 

$348,165,699 

Table  III. — Ratio  op  Barkings  to  Investment* 
(158  Industrial  Corporations.    Total  Investment,  $406,830,000) 


Per  cent 

Number  of 

Per  cent 

Number  of 

earned 

corporations 

earned 

corporations 

Less  than  6 

19 

15  to  90 

26 

6  to  8 

18 

90  to  95 

16 

8  to  10 

90 

95  to  80 

11 

10  to  19 

11 

80  to  40 

7 

19  to  15 

16          I 

Over  40 

10 

iData  from  J.  E.  Sterrett:    "Yield  on  Trade  and  Public  Service  Invest- 
ment,'' American  Economic  Review,  Mar.,  1916. 
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Table  IV. — Ratio  of  Earnings  to  Investment  of  337  Shoe  Manufactueing 

Companies! 


Amount  of  investment 


Under  $100,000 

$100,000  to  $250,000..., 
$350,000  to  $1,000,000... 
$1,000,000  to  $3,000,000. 
Over  $3,000,000  

Total 


Number 

of 

companies 


85 
56 
74 
14 
8 


337 


Per  cent  earned 


1914       1915       1916       1917 


12.8 
16.7 
15.5 
15.0 
14.7 


15.1 


14.6 
15.8 
15.9 
15.5 
14.6 


15.0 


81.5 
25  3 
26.6 
26.3 
25.4 


26.1 


26.5 
22.5 
25.0 
20.3 
26.8 


24.7 


i  Data  from  Report  of  Federal  Trade  Commission. 

Table  V. — Rates  of  Earnings  on  Investment  of  15  Companies 
Included  in  Table  IV. 


Company 
number 

1914 

1915 

1916 

1917 

1 

— GA0 

—15.76 

.98 

29.03 

2 

20.92 

41.80 

38.36 

24.15 

3 

4.94 

9.16 

1232 

6.83 

4 

16.89 

24.52 

48.13 

15.44 

5 

20.65 

10.67 

29.92 

9.06 

6 

24.61 

52.67 

72.07 

23.68 

7 

—4-70 

49.70 

— 5£0 

— «&*! 

8 

15.83 

14.03 

18.09 

18.82 

9 

.30 

—8.S5 

4.53 

4.95 

10 

7.82 

14.82 

37.45 

30.14 

11 

25.66 

24.22 

26.37 

24.22 

12 

10.88 

1.20 

14.36 

8.66 

13 

61.33 

—26.0$ 

88.62 

— fy.S7 

14 

52.99 

.36 

95.08 

62.91 

15 

17.29 

—6.75 

157.88 

142.47 

The  same  thing  is  shown  in  another  way  by  an  examination  of  the 
published  earnings  of  industrial  corporations.  I  have  tabulated  the 
earnings  of  224  of  these  for  the  years  1911  to  1916.  The  average 
earnings  of  these  corporations  for  the  five  years  1911  to  1915  in- 
clusive were  $493,600,000.  The  lowest  earnings  of  any  single  year 
were  in  1914  and  amounted  to  $381,000,000;  the  highest  were  in  1915, 
being  $663,000,000.  When  the  three  highest  years  for  each  corpora- 
tion are  taken,  it  turns  out  that  their  average  earnings,  arrived  at  by  a 
combination  of  these  three  highest  years,  amounted  to  $745,400,000, 
while  the  average  earnings  for  the  two  lowest  years  *were  only  $116,- 
100,000.  These  statistics  leave  little  doubt  that  the  range  of  fluctua- 
tion in  the  ratio  of  income  to  capital  is  greater  than  most  of  us  had 
expected.  Even  in  the  case  of  so  conservative  and  stable  a  business  as 
banking,  the  reports  of  the  Comptroller  of  the  Currency  disclose  a  sur- 
prising range  of  fluctuations.  In  an  industrial  system  like  ours  there 
are,  at  all  times,  excess  profits,  fortuitous  in  nature.  If  some  portion 
of  these  be  taken,  we  leave  profits  nearer  that  normal  which  is  as- 
sumed to  result  from  the  workings  of  the  competitive  market. 
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But  the  excess  profits  tax  or  some  other  form  of  tax  on  differential 
profits  should  be  continued  not  merely  because  it  is  just  and  furnishes 
a  much  needed  correction  of  the  workings  of  our  price  system.  It  is 
the  tax  that  least  impedes  enterprise  and  business  activity.  Indeed  I 
should  like  to  see  the  excess  profits  tax  substituted  for  all  other  taxes, 
except  the  tax  on  land.  Modern  business  is  fraught  with  a  high  de- 
gree of  uncertainty  and  risk.  The  state  should  apportion  the  burden 
of  taxation  so  as  to  minimise  this  risk  as  much  as  possible.  This  can 
best  be  done  by  requiring  people  to  pay  taxes  only  in  years  when  they 
have  unusually  high  profits  and  by  relieving  them  of  as  much  of  the 
burden  of  taxation  as  possible  in  other  years.  Even  in  the  prosperous 
year  1917,  there  were  84,000  corporations  whose  returns  to  the  Com- 
missioner of  Internal  Revenue  showed  no  net  income  and  in  most  cases 
showed  an  actual  deficit.  These  corporations  had  paid  state  and  local 
taxes  amounting  to  $115,000,000.  It  would  have  been  more  wise  and 
more  just  to  collect  this  amount  from  those  corporations  which  showed 
an  income  two  and  one  half  times  as  large  in  that  year  as  in  the  pre- 
war period. 

Finally,  as  an  economist,  I  should  like  to  see  the  excess  profits  tax 
continued  for  the  sake  of  its  statistical  by-product.  This  could  not 
of  itself  be  a  sufficient  argument  for  its  continuation,  but  I  confess  that 
it  influences  my  attitude  toward  the  matter.  The  inadequacy  of  our 
data  concerning  profits  is  glaring.  The  excess  profits  tax  returns  of 
1917  have  taught  us  much,  and  we  shall  learn  much  more  from  the  1918 
returns.  If  the  tax  were  continued  for  a  decade  we  should  then  have 
data  with  respect  to  profits  in  normal  times  as  well  as  in  war  times,  and 
could  proceed  to  formulate  a  relevant  and  adequate  theory  of  profits; 
a  theory,  that  is,  which  would  set  forth  the  principles  underlying  the 
causes  of  fluctuations  in  business  profits  for  all  industries  from  year 
to  year  and  from  industry  to  industry  in  the  same  year.  In  1918  indi- 
viduals and  corporations  reported  to  the  Bureau  of  Internal  Revenue 
net  income  of  $20,000,000,000,  after  eliminating  all  duplications.  Of 
this  amount  $14,500,000,000  consisted  of  business  profits.  It  is  farci- 
cal to  pretend  that  we  have  an  adequate  explanation  of  the  distribution 
of  wealth  and  income  when  we  know  so  little  about  the  underlying 
principles  which  determine  this  share. 

George  E.  Holmes. — If  the  excess  profits  tax  is  to  be  retained  as  a 
source  of  revenue,  perhaps  the  most  important  question  concerns  itself 
with  the  improvement  of  our  definition  of  invested  capital.  The  defi- 
nition contained  in  the  present  statute  (Revenue  Act  of  1918,  Sections 
825-328)  is  now  generally  recognized  as  very  defective.  It  lays  too 
great  emphasis  on  form;  it  allows  undue  advantage  to  be  taken  of  the 
accident  of  reorganization  or  recapitalization  prior  to  March  8,  1917; 
it  treats  intangible  property  (such  as  patents,  trade-marks,  and  good- 
will) in  too  arbitrary  a  fashion;  it  excludes  too  much  real  capital  and 
includes  too  much  apparent  capital.  The  suggestions  I  offer  are  five  in 
number,  but  the  same  principle  underlies  all  of  them,  which  is  that  the 
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definition  of  invested  capital,  forming  the  basis  of  the  tax,  should  be 
uniform  without  regard  to  whether  or  not  the  aggregate  amount  of  in- 
vested capital  is  thereby  increased. 

1.  The  total  value,  as  at  March  1,  1913,  of  all  the  assets  used  in 
the  business  of  a  corporation  in  existence  on  that  date  should  be  in- 
cluded in  the  invested  capital  of  that  corporation. 

This  comprises  not  only  the  actual  value  of  the  tangible  property, 
but  also  the  value  of  the  intangible  property, — goodwill,  patents,  etc., 
— whether  or  not  the  asset  was  carried  on  the  books  of  the  corporation. 
In  this  way  only  can  the  variety  of  organizations  and  methods  of 
financing  be  placed  on  the  same  level.  By  this  means  the  old,  con- 
servative corporation  will  stand  on  a  parity  with  the  reorganized,  per- 
haps overcapitalized,  corporation;  the  corporation  which  has  not  capi- 
talized its  intangible  assets  will  not  suffer  in  comparison  with  the  one 
that  has.  One  great  discrimination,  if  not  the  greatest,  in  the  present 
law  will  be  avoided.  This  is  not  a  new  idea.  It  was  suggested  when 
the  present  statute  was  in  its  formative  stage,  and  was  discarded  at 
that  time  for  fear  that  the  resulting  capitalization  would  be  so  great 
as  seriously  to  reduce  the  excess  profits  intended  to  be  reached  by  the 
tax.  This  objection  has  more  apparent  than  real  merit.  The  amount 
of  revenue  should  be  controlled  by  the  rate  of  the  tax,  not  by  the  base. 
The  base  should  be  uniform  in  its  application.  It  then  becomes  imma- 
terial whether  the  base  results  in  a  great  or  small  aggregate  capitali- 
zation, in  comparatively  big  or  little  taxable  excess  profits.  The  rate 
will  take  care  of  the  tax;  the  base  will  take  care  of  equalizing  the 
burden  between  taxpayers. 

No  great  administrative  difficulty  need  be  feared  in  determining  the 
value  of  assets  as  of  March  1,  1913.  This  is  done  in  many  cases  today 
for  the  purpose  of  computing  the  profit  on  the  sale  of  assets,  or  de- 
preciation, or  depletion.  The  principles  to  be  followed  in  ascertaining 
the  value  of  goodwill  are  well-established  and  uniform  rules  can  readily 
be  laid  down. 

2.  Borrowed  money  should  be  included  in  invested  capital. 

For  the  purpose  of  a  business  tax, — such  as  the  excess  profits  tax 
really  is, — the  real  capital  used  in  producing  the  taxable  income  should 
be  considered  in  applying  the  measure  of  the  tax.  Conversely,  the 
interest  paid  in  such  indebtedness  should  be  included  in  the  taxable 
income.  Such  interest  should  not  be  income  to  a  creditor  for  the  pur- 
pose of  the  same  tax,  nor  should  the  principal  sum  on  which  the  in- 
terest is  paid  be  regarded  as  invested  capital  of  such  creditor.  There 
is  no  reason,  however,  why  the  interest  should  not  be  taxable  income 
for  purposes  of  the  income  tax,  and  a  deductible  expense  of  the  debtor 
for  the  purpose  of  such  tax.  Objection  has  been  made  to  the  inclu- 
sion of  borrowed  money  on  the  ground  that  it  gives  rise  to  administra- 
tive difficulties,  but  it  is  extremely  doubtful  if  the  difficulty  of  deter- 
mining what  should  be  included  will  be  greater  than  determining  what 
should  be  excluded, — and  the  present  law  requires  the  exclusion  of 
borrowed  money.    At  the  present  time  corporations  have  in  large  part 
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ceased  to  finance  themselves  through  bond  issues  and  are  using  pre- 
ferred stock  to  accomplish  the  same  purposes.  So  far  as  the  debtor 
corporation  is  concerned,  the  distinction  between  bonds  and  preferred 
stock  is  not  very  great.  Both  produce  working  capital.  The  prefer- 
ence, if  any,  as  to  one  or  the  other  of  the  two  forms  of  securities  is 
expressed  by  the  creditor  and  concerns  his  relation  to  other  creditors. 
A  prosperous  concern  has  no  difficulty  in  replacing  its  bonds  with  pre- 
ferred stock, — the  only  disadvantage  being  in  the  obligation,  gener- 
ally, to  pay  a  somewhat  higher  rate  for  the  use  of  the  capital,  and 
this  is  offset  by  advantages  inherent  in  preferred  stock  as  against 
bonds.  Preferred  stock  yielding  dividends  at  a  fixed  rate  and  re- 
deemable by  the  corporation  bears  a  close  analogy  to  borrowed  money. 
To  get  at  a  uniform  base  both  borrowed  money  and  preferred  stock 
should  be  excluded  from  invested  capital,  or  both  should  be  included. 
The  practical  solution  seems  to  lie  in  including  borrowed  money  rather 
than  excluding  preferred  stock.  This  tends  again  to  increase  capitali- 
sation and  reduce  excess  profits — a  matter  to  be  adjusted  by  the  rates 
of  the  tax. 

3.  Only  that  capital  which  is  actually  employed  in  the  business  of 
the  taxpayer  should  be  considered  as  invested  capital. 

In  the  Revenue  Act  of  1917  an  attempt  was  made  to  limit  the  amount 
of  surplus  and  undivided  profits  which  should  be  included  in  invested 
capital  to  that  portion  which  was  actually  used  and  employed  in  the 
business.  But  conflicting  provisions  of  the  statute  demanded  a  con- 
struction which  allowed  the  inclusion  of  all  capital  and  surplus  except 
that  invested  in  inadmissible  assets.  In  an  excess  profits  tax  law,  in- 
tended to  tax  a  business,  the  capital  and  income  of  that  business  alone 
should  be  considered;  other  capital  and  other  income  should  be  ex- 
cluded. This  is  the  rule  in  Great  Britain, — and  no  insurmountable 
difficulties  seem  to  have  been  encountered  there  in  practice.  At  pres- 
ent, under  our  system,  a  corporation  with  large  accumulations  of  sur- 
plus obtains  an  undue  advantage.  It  may  invest  that  surplus  in  bonds 
yielding  a  small  but  safe  return,  add  the  capital  so  invested  to  its  capi- 
tal actually  invested  in  its  business,  and  the  low  return  of  income  from 
investments  to  the  high  return  from  its  business.  The  result  is  a 
smaller  tax.  The  inclusion  of  all  the  capital  and  surplus  of  a  corpora- 
tion in  invested  capital  produces  artificial,  unsubstantial  comparisons 
between  taxpayers.  The  inclusion  of  only  that  capital  and  surplus 
which  is  actually  used  to  create  the  business  income  would  tend  toward 
making  the  base  of  the  tax  uniform. 

4.  Intangible  property  should  be  taken  into  invested  capital  at  its 
actual  value  on  March  1,  1913,  or  at  the  date  of  acquisition. 

The  treatment  of  intangible  property  for  purposes  of  invested  capi- 
tal in  the  present  law  produces  ridiculous  results.  The  value  of  such 
property  is  made  to  depend  upon  the  form  of  the  transaction  and  the 
date  of  its  consummation.  All  other  things  being  equal,  the  difference 
of  a  day  or  two  in  the  time  at  which  stock  is  issued  for  intangible 
property  may  make  a  difference  of  many  thousands  of  dollars  in  in- 
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vested  capital.  If  a  million  dollars  of  stock  is  issued  on  December  81 
for  patents  of  equal  value,  the  invested  capital  for  the  following  year 
is  $250,000  greater  than  if  precisely  the  same  transaction  takes  place 
on  the  following  business  day.  This  is  an  utter  disregard  of  essentials 
and  an  arbitrary  discrimination  which  cannot  be  justified. 

Intangible  property  has  a  recognized  actual  value  as  well  as  tangible 
property.  It  is  recognized  by  the  courts  and  should  be  given  due 
recognition  in  a  taxing  statute  of  this  kind.  The  actual  value  at  the 
time  of  acquisition,  without  any  artificial  limitation,  should  be  consid- 
ered as  invested  capital  if  the  base  of  the  tax  is  to  be  uniform.  If  the 
first  suggestion  I  have  made  were  adopted,  namely,  that  the  value  of 
all  assets  on  March  1,  1913,  be  considered  as  invested  capital,  the  in- 
clusion of  the  actual  value  of  the  intangible  property  (as  that  term  is 
defined  in  the  statute)  acquired  after  that  date  would  naturally  and 
consistently  follow.  Of  course  mere  formal  sales  or  reorganizations 
should  not  in  any  event  be  allowed  to  result  in  the  increase  of  invested 
capital  with  respect  to  either  tangible  or  intangible  property;  but 
actual  bona  fide  sales  establish  new  values,  and  under  our  system  of 
taxing  profits  the  realization  of  such  higher  values  produces  taxable  in- 
come to  the  vendor  of  the  property.  The  Commissioner  should  be  given 
the  greatest  latitude  in  determining  when  new  values  should  be  al- 
lowed; his  action  should  be  governed  by  general  statutory  rules,  not 
specific  rules, — and  in  this  there  would  be  no  delegation  of  judicial  or 
legislative  power,  for  invested  capital  is  essentially  a  question  of  fact, 
and  the  Commissioner's  authority  lawfully  extends  to  the  finding  of 
facts. 

5.  Earnings  arising  in  the  taxable  year  should  be  included  in  in- 
vested capital  to  the  extent,  and  from  the  time,  they  are  actually  and 
permanently  invested  in  the  business. 

This  again  is  necessary  in  order  to  establish  a  uniform  base. 
Whether  or  not  earnings  of  the  taxable  year  are  actually  and  perma- 
nently invested  in  the  business  is  a  matter  of  fact.  The  presumption 
in  most  cases  would  be  that  such  earnings  are  merely  held  for  dis- 
tribution at  the  end  of  the  year  or  at  a  later  period.  But  if  it  can  be 
shown  that  a  taxpayer  has  actually  invested  such  earnings  in  plant, 
buildings,  or  machinery,  due  allowance  should  be  made  for  the  fact 
that  this  is  an  addition  to  the  capital  which  produces  the  taxable  in- 
come. The  rule  in  Great  Britain  seems  to  be  that  the  profits  accumu- 
lating within  the  period  of  an  account  are  not  to  be  regarded,  during 
that  period,  as  accumulated  profits  employed  in  the  business,  except 
so  far  as  a  fixed  investment  in  capital  assets  (for  example,  the  pur- 
chase of  a  plant)  is  made  out  of  such  profits.  The  British  statute,  as 
recently  amended,  expressly  excludes  current  profits,  but  it  appears 
that  the  foregoing  rule  is  nevertheless  followed  in  practice. 

In  the  limited  time  available  it  is  impracticable  to  discuss  fully  the 
various  incidental  phases  of  invested  capital,  and  the  remarks  I  have 
made  are  intended  merely  to  indicate  some  general  principles  which 
should  be  followed  in  any  definition  of  invested  capital.     Another 
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thought,  referring  more  particularly  to  the  rates  of  the  tax,  has  also 
occurred  to  me.  If  a  tax  in  the  nature  of  an  excess  profits  tax  is  to  be 
adopted,  it  might  well  supplant  the  income  tax  on  corporations  as  well 
as  the  present  excess  profits  tax.  Such  a  tax  should,  for  the  sake  of 
simplicity,  be  the  only  tax  imposed  on  corporations.  Assuming  that 
the  present  income  tax  will  apply  to  individuals  and  partnerships 
without  material  change  in  principles  or  rates,  it  may  be  conceded  that 
the  excess  profits  tax  can  properly  be  limited  to  corporate  incomes. 
Such  tax  on  corporations  might  take  the  form  of  a  graduated  income 
tax  based  on  the  relation  of  income  to  invested  capital.  No  deduction 
from  the  net  income,  except  perhaps  $3000,  should  be  allowed  before 
applying  the  rates.  The  rates  might  be,  for  example,  10  per  cent  on 
the  amount  of  net  income  exceeding  $3000  not  exceding  6  per  cent  of 
the  invested  capital ;  and  20  per  cent  on  the  amount  of  net  income  ex- 
ceeding 6  per  cent  of  the  invested  capital.  The  rates  given  in  this 
example  are  merely  illustrative,  and  are  not  intended  to  express  any 
opinion  as  to  what  rates  may  be  necessary  in  order  to  produce  the  reve- 
nue required  or  proper  from  the  viewpoint  of  taxpayers.  The  di- 
vision of  income  at  an  amount  equal  to  6  per  cent  of  the  invested  capi- 
tal is  suggested  because  this  is  close  to  the  average  interest  rate  and 
makes  less  important  the  question  of  inclusion  or  exclusion  of  assets 
regarding  which  there  may  be  doubt  as  to  admissibility,  e.g.,  funds 
temporarily  on  deposit  in  a  bank.  It  would  be  highly  desirable  if  this 
point  marking  the  progression  of  rates  could  be  movable  with  respect 
to  trades  or  businesses  in  which  the  financial  hazard  is  greater  than 
normal  and  with  respect  to  which  the  return  on  capital  invested  should 
be  correspondingly  higher  than  normal.  This  appears  to  be  achieved 
successfully  in  Great  Britain  where  the  Board  of  Referees  fixes  the 
percentage  standard  for  various  trades  at  a  higher  rate  than  the  basic 
percentage  standard,  which  is  6  per  cent  for  corporations.  It  also 
seems  desirable  both  from  the  viewpoint  of  revenue  and  of  sound  eco- 
nomic principle  that  the  graduated  rates  be  limited  to  two:  a  com- 
paratively low  rate  for  corporations  with  fixed  or  low  incomes  where 
the  margin  between  income  and  outgo  is  narrow,  and  a  comparatively 
high  rate  for  others.  But  the  maximum  rate  should  not  be  so  high  as 
to  destroy  the  incentive  to  make  large  profits  or  to  encourage  extrava- 
gant disbursements  on  the  ground  that  the  government  in  effect  bears 
a  large  share  of  the  expense, — an  attitude  fostered  and  encouraged  by 
our  present  rates. 

Arthur  Anderson. — Professor  Haig  has  presented  in  a  remarkably 
summarized  manner  the  chief  points  which  arise  in  connection  with  the 
question  as  to  whether  or  not  the  excess  profits  tax  should  be  con- 
tinued as  a  part  of  the  permanent  tax  system.  From  the  point  of  view 
of  both  those  who  favor  the  continuation  of  the  tax  and  those  who 
favor  its  abolishment  the  thoughts  developed  in  the  paper  merit  care- 
ful consideration.  With  the  prospect  of  an  annual  national  budget, 
calling  for  many  years  to  come  for  the  expenditure  of  upwards  of  four 
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times  the  outlay  prior  to  the  war,  we  are  face  to  face  with  a  heavy  tax 
levy  to  be  met  either  directly  or  indirectly.  Viewing  the  situation 
therefore  from  its  broadest  aspects,  the  question  resolves  itself  into, 
not  whether  or  no  we  shall  be  heavily  taxed,  but  rather  the  most 
equitable  manner  of  spreading  the  burden. 

Any  influence  which  the  excess  profits  tax  has  had  on  prices  is  prob- 
ably secondary  and,  in  a  measure,  inconsequential.  It  will  be  recalled 
that  the  upward  price  tendency  reflected  itself  in  the  middle  and  latter 
part  of  1916,  and  many  businesses  in  that  year  had  larger  net  profits 
than  in  1917  or  1918,  after  deducting  the  excess  profits  taxes  applica- 
ble to  those  years.  If  the  excess  profits  tax  has  influenced  prices  it  is 
due  to  the  extravagance  which  was  invited  by  the  government  in  1917 
and  1918,  indeed  if  not  in  1919,  through  the  high  rates  of  taxation 
which  prevailed  in  all  of  those  years.  Undoubtedly  large  amounts  were 
expended  for  repairs,  renewals,  advertising,  salaries,  and  other  items, 
which  would  not  have  been  so  expended  if  a  large  proportion  could  not 
have  been  passed  on  to  the  government  in  the  form  of  reduced  taxes. 
This  is,  without  question,  one  of  the  principal  arguments  that  can  be 
properly  raised  against  the  continuation  of  an  excess  profits  tax.  It 
is  at  least  doubtful  whether  the  1919  rates  are  not  too  high  and 
whether  unless  a  reduction  is  made  this  evil  will  not  continue.  Just 
what  the  result  would  be  under  more  stable  and  competitive  business 
conditions  cannot  be  forecast,  although  it  is  the  general  view  of  those 
who  favor  the  continuation  of  the  excess  profits  tax  that  the  effect,  if 
any,  would  not  be  material. 

The  success  of  an  excess  profits  tax  in  this  country  will  depend  more 
largely  upon  proper  administration  of  the  tax  than  any  other  factor. 
Professor  Haig  has  called  our  attention  to  the  British  plan  of  a  Board 
of  Referees  and  the  pronounced  success  with  which  it  has  met.  Fur- 
thermore, we  are  reminded  of  the  aloofness  which  the  Advisory  Board 
had  from  the  Treasury  Department  in  the  administration  of  the  1917 
act.  It  is  of  course  easier  to  criticise  than  to  construct,  but  those  of 
us  who  have  had  to  do  with  the  preparation  of  cases  involving  the 
assessment  of  substantial  amounts  feel  strongly  that  the  present  cen- 
tralized control  by  the  Treasury  Department  at  Washington  will,  if 
continued,  tend  to  weaken  the  excess  profits  tax  system.  The  creation 
of  District  Boards  (probably  not  less  than  12  in  number)  not  unlike 
the  Federal  Reserve  Boards,  with  unusually  broad  powers  but  never- 
theless controlled  through  the  central  or  main  body  at  Washington, 
will  mend  what  now  appears  to  be  a  serious  weakness  in  the  present 
plan  of  administration.  Furthermore,  the  personnel  of  such  boards 
should  not  be  made  up  solely  of  men  with  the  government's  viewpoint 
any  more  than  of  men  with  purely  the  interests  of  the  taxpayers  in 
mind.  One  of  the  principal  reasons  why  the  Advisory  Board  met  with 
such  general  favor  was  the  fact  that  its  members  represented  the  dif- 
ferent interests,  and  it  was  more  or  less  detached  from  the  Treasury 
Department.  The  collection  of  excess  profits  taxes,  being  so  far- 
reaching,  must  be  made  along  such  lines  as  will  promote  the  greatest 
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possible  harmony  and  cooperation  between  the  government  and  the 
taxpayer. 

Another  important  factor  appears  to  be  the  effect  that  the  excess 
profits  tax  has  had  on  the  development  of  industry.  The  present  high 
rates  of  taxes  (both  on  corporations  and  individuals)  have  prevented 
the  merger  of  interests.  (Right  at  this  juncture  it  may  not  be  amiss 
to  suggest  that  it  is  a  serious  question  whether  it  is  wise  to  continue 
the  present  high  rates  of  surtaxes  as  applied  to  individuals.)  Many 
prospective  combinations  of  capital  and  sales  of  businesses  have  not 
been  consummated  because  of  the  tax  liability  involved.  In  England 
appreciation,  or  increase  in  property  values,  is  not  subject  to  taxation. 
Apparently  appreciation  or  profit  on  the  sale  of  capital  assets  is  tax- 
able under  all  revenue  acts  passed  by  Congress  and  the  regulations 
issued  thereunder  by  the  Treasury  Department.  Many  distinguished 
members  of  the  bar  believe  that  profit  on  the  sale  of  capital  assets  is 
not  taxable,  either  under  the  1917  or  1918  revenue  act,  and  have 
advised  their  clients  to  pay  that  portion  of  the  tax  applicable  thereto 
under  protest, — if  not  entirely  to  omit  the  item  from  the  return, — so 
stating  on  the  face  of  it.  Pending  a  decision  upon  the  part  of  the 
United  States  Supreme  Court,  and  assuming  that  it  is  considered  wise 
and  that  it  can  be  legally  done,  it  appears  that  a  distribution  or  allo- 
cation of  such  profits  over  the  period  during  which  they  accrued  and 
a  reassessment  of  the  taxes  for  those  years  may  be  a  solution  of  the 
problem. 

A  word  should  be  added  to  the  remarks  of  Professor  Haig  covering 
a  possible  "graduated  scale  of  income  taxes/'  presumably  without  ref- 
erence to  invested  capital.  If  taxes  should  be  assessed  on  "ability  to 
pay,"  mere  size  of  income  is  not  the  only  point  to  be  considered.  The 
corporation  with  a  large  invested  capital  and  relatively  small  income 
would  be  discriminated  against  as  compared  with  a  corporation  hav- 
ing the  same  income  but  a  small  investment.  There  would  also  be  a 
more  direct  tendency  in  such  a  case  to  regard  the  tax  levied  as  part  of 
the  cost  of  the  product. 

It  is  highly  important  that  a  definite  tax  program,  which  will  be  ef- 
fective a  year  hence,  be  adopted  as  early  as  practicable.  It  is  exceed- 
ingly unwise  to  enact  retroactive  tax  laws.  American  taxpayers  should 
know  just  what  may  be  expected  of  them  over  a  period  of  years. 

Thomas  E.  Lyons. — Any  consideration  of  the  repeal  or  abandon- 
ment of  the  excess  profits  tax  must  face  the  fact  that  the  federal  gov- 
ernment will  require  an  aggregate  revenue  of  from  four  billion  to  six 
billion  dollars  annually  for  several  years  to  come.  The  annual  ex- 
penditure prior  to  the  war  was  about  $1,200,000,000.  It  is  probable 
that,  with  the  greatly  increased  cost  of  labor  and  supplies,  the  same 
service  would  now  cost  from  30  to  50  per  cent  more.  In  the  meantime 
governmental  activities  have  greatly  increased,  and  the  annual  expendi- 
ture for  ordinary  administration  cannot  now  fall  much  below  two  bil- 
lion dollars.    There  is  a  strong  prospect  of  a  material  increase  of  the 
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army  and  navy,  and  a  heavy  deficit  is  to  be  met  resulting  from  the 
government  operation  of  railroads  and  other  public  utilities  which  will 
probably  mean  a  billion  dollars  more.  The  yearly  interest  on  the  pub- 
lic debt  will  approach  another  billion,  so  that  the  annual  expenditure 
for  these  purposes  alone  will  approximate  four  billion  dollars.  If  any 
substantial  part  of  the  principal  is  retired,  an  additional  levy  of  from 
one  to  two  billion  dollars  will  be  necessary. 

The  aggregate  receipts  of  the  Internal  Revenue  Department  for  the 
year  1918,  under  the  war  revenue  act  of  1917,  were,  in  round  num- 
bers, $3,700,000,000,  and  the  aggregate  receipts  for  the  year  ending 
July  1,  1919,  under  the  revenue  act  of  1918,  were  $3,850,000,000. 
The  excess  profits  and  income  taxes  assessed  during  that  year  are 
payable  in  installments  and  the  Commissioner  of  Internal  Revenue  esti- 
mates that  receipts  from  these  deferred  payments  and  other  sources 
will  yield  two  billions  additional,  or  $5,850,000,000  in  all. 

It  should  be  borne  in  mind  that  these  large  revenues  were  derived 
from  the  inflated  incomes  of  1917  and  1918,  which,  according  to  the 
figures  presented  by  Professor  Friday,  have  already  begun  to  decline, 
and  will  probably  continue  to  do  so.  The  rates  of  both  the  income  and 
excess  profits  taxes  applicable  to  1919  income  are  substantially  lower 
than  those  applicable  to  the  income  of  preceding  years,  and  a  conse- 
quent reduction  of  revenue  will  result.  It  will  be  observed  that  the 
revenue  laws  of  1917  and  1918,  although  based  on  war  time  income, 
were  strained  to  the  limit  to  yield  the  amounts  above  stated.  With 
reduced  rates  and  a  reduced  aggregate  income,  the  yield  for  coming 
years,  even  if  the  present  revenue  law  be  retained,  must  show  substan- 
tial reduction. 

The  income  and  excess  profits  taxes  of  1917  and  1918  produced  ap- 
proximately 60  per  cent  of  the  total  revenue  collected,  and  the  ex- 
cess profits  tax  alone  yielded  not  less  than  35  per  cent  of  the  total  in 
each  of  these  years.  If  that  is  repealed,  where  shall  we  turn  for  a  sub- 
stitute? The  bulk  of  the  loss  resulting  from  the  repeal  of  the  excess 
profits  tax  would  have  to  be  produced  by  the  income  tax,  and  this 
would  require  either  a  reduction  of  exemptions  or  an  increase  of  rates 
or  both.  Little  reliance  may  be  placed  on  the  reduction  of  exemptions, 
because  that  course  would  enormously  increase  the  opposition  to  the 
tax  and  produce  comparatively  little  revenue.  This  is  shown  by  the 
fact  that  of  the  3,400,000  persons  and  corporations  who  paid  income 
or  excess  profits  taxes  in  1918,  2,300,000  paid  an  average  tax  of  less 
than  ten  dollars  apiece.  The  total  revenue  from  this  great  number  of 
small  taxpayers  was  less  than  $23,000,000.  Prospect  of  any  material 
revenue  from  this  source  may,  therefore,  be  dismissed.  Neither  does 
it  seem  possible  to  increase  the  normal  surtax  rates,  already  high,  suf- 
ficiently to  make  good  the  loss  that  would  result  from  the  repeal  of 
the  excess  profits  tax. 

It  has  been  suggested  that  consumption  taxes  may  be  extended  and 
increased,  but  in  the  present  temper  of  the  people  this  course  would  en- 
counter strong  opposition  as  shifting  the  burden  from  so-called  big 
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business  and  profiteers  to  small  taxpayers.  The  widespread  impres- 
sion that  those  who  profited  most  by  the  war  have  contributed  little 
to  its  cost  may  be  erroneous,  and  in  many  cases  unjust,  but  the  im- 
pression is  abroad  and  Congress  will  not  fail  to  note  it.  They  certainly 
have  not  escaped  heavy  taxes,  but  the  figures  presented  by  Professor 
Friday  as  to  the  stupendous  incomes  realized  and  the  large  profits  re- 
maining after  payment  of  these  taxes  are  amply  sufficient  to  explain 
the  popular  suspicion.  These  considerations  will  not  be  ignored,  nor 
fail  to  have  influence  when  a  new  revenue  bill  is  being  framed.  The 
choice  is  not  between  a  revenue  system  such  as  this  Association  may 
recommend  and  the  present  law,  but  between  the  present  system  and 
that  which  Congress  will  substitute  in  its  place.  If  we  could  be  as- 
sured of  such  a  revenue  bill  as  Dr.  Adams  would  frame  and  this  As- 
sociation approve,  I  would  accept  it  without  reservation,  but  such  a 
bill  and  that  which  Congress  will  enact  are  two  very  different  things. 
In  this  state  of  uncertainty,  and  in  view  of  the  fiscal  needs  of  the 
government  for  several  years  to  come,  is  it  not  the  part  of  wisdom  to 
devote  our  energies  to  improving  the  present  law,  which  has  proved  so 
great  a  revenue  producer,  instead  of  venturing  into  a  new  and  untried 
field?  Taxpayers  have  become  accustomed  to  the  law  as  it  stands,  and 
notwithstanding  the  vehement  propaganda  now  being  carried  on,  it 
has  not  proved  a  serious  hardship  or  embarrassment  to  business.  It 
does  not  impose  a  large  tax  upon  any  one  who  has  not  had  a  large  in- 
come. No  one  claims  that  the  present  system  is  perfect,  nor  doubts 
that  a  better  balanced  and  more  equitable  one  could  be  devised,  but, 
as  before  stated,  the  choice  lies  between  what  we  now  have  and  what 
we  are  likely  to  get.  In  that  situation,  I  have  no  hesitation  in  taking 
my  stand  in  favor  of  retaining  the  present  system,  for  the  time  being 
at  least,  and  improving  its  provisions  so  as  to  eliminate  the  most  pro- 
nounced inequalities,  as  against  an  attempt  to  secure  a  new  and  dif- 
ferent law,  the  character,  terms,  and  yield  of  which  are  problematic 
and  unknown. 

Roy  G.  Blakey. — I  agree  with  Professor  Adams  that  there  is  grave 
danger  of  discrediting  the  excess  profits  tax  and  also  the  income  tax 
unless  their  administration  can  be  radically  improved.  In  other  words, 
there  is  much  danger  that  we  shall  retrograde  rather  than  progress  in 
the  matter  of  taxation  unless  very  wise  changes  are  made.  If  this 
new  taxation  is  thoroughly  discredited  it  may  be  very  difficult  to  re- 
vive it  in  cases  of  great  need  or  emergency. 

In  proposing  remedies,  however,  we  are  confronted  with  a  dilemma. 
On  the  one  hand,  it  seems  almost  impossible  to  make  adequate  improve- 
ments in  the  administration  of  the  existing  taxes;  on  the  other  hand, 
it  seems  improbable  that  other  taxes  which  will  raise  as  much  revenue 
will  be  administered  any  better  or  be  any  more  equitable.  Another 
possibility  is  to  reduce  taxation  very  radically  and  resort  to  further 
borrowing,  but  to  those  who  see  far  and  clearly  this  is  the  worst  kind 
of  taxation  that  could  be  proposed. 
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The  first  and  fundamental,  fact  is  that  we  must  have  large  revenues 
from  some  source  and  somebody  must  pay  them,  however  painful  that 
may  be.  The  immensity  and  the  relative  newness  of  the  task  of  ad- 
ministering the  present  excess  profits  tax  result  in  a  breakdown  in  the 
face  of  peace-time  psychology  and  the  cumbersome  civil  service  ma- 
chine. To  turn  from  the  excess  profits  tax  to  an  equivalent  increase 
in  the  income  tax  gives  no  promise  of  better  results.  To  substitute  a 
tariff  which  would  be  fiscally  adequate  is  impossible.  Though  such  an 
attempt  would  probably  gladden  the  hearts  of  many  standpat  protec- 
tionists, no  socially-minded  economist  could  stomach  it,  even  if  it 
could  be  made  fiscally  adequate. 

It  is  possible,  however,  to  make  some  improvements  in  the  law,  and 
it  should  be  possible  to  revive  the  Tax  Advisory  Board  and  to  make 
some  substantial  improvements  in  the  personnel,  quality,  and  size  of 
the  staff  that  administers  the  law.  To  hope  that  Congress  will  reform 
itself  so  that  it  can  reform  the  civil  service  and  make  it  efficient  is  to 
exhibit  an  excessive  amount  of  faith  in  congressmen  and  also  in  the 
people  who  choose  congressmen.  But  I  do  not  see  that  we  can  do  any 
better  than  to  make  the  best  of  this  discouraging  situation  and  con- 
tinue an  improved  excess  profits  tax  because  other  alternatives  appear 
worse. 

When  Professor  Adams  argues  that  the  excess  profits  tax  has  little 
or  no  effect  upon  prices  and  the  cost  of  living,  I  disagree  emphatically. 
That  manufacturers  and  dealers  raise  prices  because  they  pay  this  tax 
is  not  the  important  consideration,  as  Professor  Adams  seems  to  imply. 
As  he  says,  they  make  their  prices  as  high  as  seems  wise  and  profitable 
regardless  of  the  tax  and  such  a  tax  is  not  an  expense  of  business 
entering  into  competitive  costs.  What  is  more  important  in  this  con- 
nection is  that  the  large  corporate  and  individual  surpluses  and  in- 
comes thus  paid  to  the  government  in  taxes  are  not  available  for  in- 
vestment in  plant  extension,  and  thus  future  production  of  goods  is  re- 
duced and  prices  raised.  Furthermore,  people  of  relatively  small 
means  are  thus  relieved  of  taxation  and  those  whose  money  incomes 
have  increased  indulge  in  victrolas,  furs,  jewelry,  automobiles,  etc., 
as  they  have  never  done  before.  Their  buying  of  such  goods  has  not 
only  helped  to  increase  the  prices  of  luxuries  and  semi-luxuries,  but 
has  diverted  much  productive  capacity  from  the  making  of  necessaries. 
Consequently  all  of  us  pay  high  prices. 

Most  of  the  capital  saved  in  the  recent  past  has  been  by  corpora- 
tions and  people  with  large  incomes.  It  seems  almost  certain  that  our 
material  progress  will  be  much  retarded  in  the  future  unless  the  masses 
can  be  educated  to  increase  their  savings  and  thus  make  up  in  some 
part  for  what  the  government  takes  from  those  with  large  incomes  in 
the  form  of  heavy  taxes. 

In  considering  the  effect  upon  prices,  we  should  add  to  the  above  the 
waste  and  extravagance  caused  by  high  taxes.  Large  bonuses,  extrav- 
agant advertising  campaigns,  and  all  sorts  of  questionable  undertak- 
ings are  entered  upon  when  one  argues,  "Oh  well,  the  government  will 
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pay  half  or  two-thirds  of  the  cost  anyway;  maybe  I'll  get  something 
out  of  it  in  later  years  when  taxes  are  lower,  and  the  chance  is  worth 
the  third  or  half  of  the  cost  which  falls  on  me." 

Among  many  features  of  the  federal  excess  profits  and  income  taxes 
which  need  amending,  there  is  one  that  is  so  grossly  unjust  that  I  will 
take  time  to  mention  it.  For  example,  if  a  property  was  bought  for 
$100,000  in  1918  and  sold  for  $150,000  in  1918,  and  if  there  were  no 
income  or  expense  in  connection  with  it  in  the  meantime,  or  if  the  ex- 
penses equalled  the  income,  then  the  $50,000  advance  in  price  is  con- 
sidered taxable  income  for  the  year  1918.  There  is  a  double  inequity 
in  this.  First,  the  $50,000  should  not  all  be  allotted  to  the  year  1918 
and  the  high  tax  rates  of  that  year  applied  to  the  entire  amount.  Any 
increase  in  value  should  be  distributed  over  all  of  the  years  in  which  it 
occurred  and  not  all  be  taxed  in  the  year  of  sale.  In  the  second  place, 
while  there  was  an  apparent  value  increase  of  $50,000  in  this  case, 
there  was  no  real  income,  there  was  merely  an  increase  in  price,  there 
was  no  increase  in  value.  The  purchasing  power  of  the  $150,000  in 
terms  of  goods  was  less  in  1918  than  was  that  of  $100,000  in  1918. 
Under  existing  conditions,  it  is  probably  impracticable  to  make  all  of 
the  adjustments  that  would  be  necessary  if  the  administrators  of  the 
law  were  required  to  make  accurate  allowances  for  changes  in  prices, 
but  both  legislators  and  interpreting  administrators  should  take  suffi- 
cient cognizance  of  such  facts  to  make  the  law  and  its  administration 
as  equitable  as  possible.  Even  with  all  the  obstacles  that  exist,  much 
improvement  is  yet  possible. 


GERMANY'S  REPARATION  PAYMENTS 

By  F.  W.  Taussig 
Harvard  University 

The  treaty  of  peace  imposes  upon  Germany  charges  for  reparations 
which  cannot  fail  to  entail  far-reaching  changes  in  the  trade  between 
her  and  other  countries.  Through  a  period  of  thirty  years,  more  or 
less,  she  will  be  compelled  to  make  heavy  remittances  to  other  coun- 
tries. Without  entering  now  on  any  close  estimate  of  her  obligations, — 
more  will  be  said  presently  of  the  treaty  clauses  which  define  them, — 
it  may  be  premised  that  they  require  the  regular  payment  to  the  Al- 
lies of  sums  quite  beyond  anything  heretofore  known  in  international 
transactions  on  government  account.  The  German  Government  will 
have  to  effect  payments  which  can  not  be  less  than  $750,000,000  a 
year  and  may  reach,  even  exceed,  a  round  billion. 

The  present  paper  is  chiefly  concerned  with  these  huge  foreign  re- 
mittances and  their  consequences.  The  internal  rearrangements 
which  Germany  may  have  to  make  are  another  matter.  The  German 
Government  will  have  to  find  corresponding  fiscal  resources,  through 
taxes  and  the  like  compulsory  charges.  This  is  a  heavy  burden,  but 
not  necessarily  an  impossible  one.  At  all  events,  whatever  the  internal 
burden  and  the  ways  of  carrying  it,  the  problem  taken  up  in  the  fol- 
lowing pages  is  how  a  sum  of  this  kind,  secured  by  the  German  Gov- 
ernment from  its  own  citizens,  can  be  remitted  outside  Germany,  and 
what  will  be  the  consequences  of  the  operations. 

The  orthodox  or  Ricardian  theory  of  such  a  case  can  be  easily 
worked  out.  In  that  theory,  as  the  reader  need  hardly  be  reminded, 
it  is  assumed  that  specie  (gold)  is  in  use  both  in  Germany  and  in  the 
countries  with  which  she  trades.  The  order  of  events  would  be  fore- 
seen as  follows.  First,  a  rise  of  foreign  exchange  in  Germany,  due  to 
the  government's  demand  for  bills  wherewith  to  effect  remittances  to 
foreign  countries.  Pounds  sterling,  francs,  dollars  will  be  in  demand. 
The  specie  export  point  will  soon  be  reached  and  gold  will  flow  out 
of  Germany.  Next,  a  period  of  lower  prices  in  Germany  and  of  prices 
continuing  steadily  to  become  lower.  Conversely,  there  will  be  rising 
prices  in  foreign  countries.  Third,  exports  from  Germany  will  in- 
crease, being  stimulated  by  lower  prices;  imports  into  Germany  will 
decline,  being  checked  by  that  same  situation.  The  gap  between 
merchandise  imports  and  exports  will  steadily  increase,  until  finally 
that  stage  is  reached  when  the  total  spread  between  the  two  will  be 
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equal  in  money  value  to  the  sum  total  which  the  German  Government 
needs  annually  to  remit.  Equilibrium  will  then  be  established.  Mer- 
chandise exports  from  Germany  will  exceed  merchandise  imports  by 
a  billion  a  year  (or  whatever  is  the  amount  of  the  reparation  remit- 
tances), and  bills  of  exchange  for  that  precise  amount  will  be  regularly 
at  the  disposal  of  the  German  Government  Specie  will  no  longer 
flow;  international  trade  will  have  adjusted  itself  to  the  new  condi- 
tions. 

When  that  stage  has  been  reached  Germany  will  be  parting  annually 
with  goods  valued  at  a  billion  dollars  a  year.  These  will  go  to  the 
reparation  countries  and  will  constitute  for  them  the  real,  the  sub- 
stantial reparation.  They  will  not  necessarily  go  to  them  directly. 
It  is  quite  conceivable  that  Germany  will  send  exports  to  third  coun- 
tries, perhaps  South  America,  perhaps  the  Orient,  perhaps  Russia. 
From  these  goods  will  then  flow  to  the  reparation  countries,  substituted 
by  an  indirect  process  for  Germany's  own  exports.  Such  cross  trading 
and  cross  financing  in  international  trade  may  be  assumed  to  be  fa- 
miliar to  the  conversant  reader.  Whether  from  Germany  or  other 
countries,  France  and  the  others  will  receive  goods,  wares,  and  mer- 
chandise, and  Germany  will  send  out  an  equivalent  amount  of  her  own 
annual  product. 

What  is  less  familiar,  and  may  be  dwelt  on  for  a  moment,  is  that 
Germany  sustains  a  further  loss  than  that  measured  by  the  billion 
dollars.  Her  people  will  have,  throughout  the  period  over  which  the 
reparation  payments  are  spread,  money  incomes  which  are  lower- 
Conversely,  other  countries  and  especially  the  reparation  countries 
will  have  money  incomes  which  are  higher.  Germany  not  only  parts 
with  exported  goods,  but  parts  with  physical  quantities  of  those  goods 
greater  than  she  would  have  had  to  part  with  at  the  scale  of  prices 
and  incomes  that  prevailed  before  the  operation  set  in.  Germany  de- 
livers more  of  exported  goods  than  would  have  sufficed  to  make  up  a 
billion  dollars  during  the  preceding  period.  Moreover,  the  imports 
which  she  continues  to  buy  are  less  in  quantity  than  before,  not  only 
because  she  receives  less  money's  worth,  but  because  the  imports,  less 
than  before  in  terms  of  money,  are  even  more  diminished  in  terms  of 
physical  quantity.  This  loss  is  more  obscure,  less  likely  to  be  per- 
ceived or  consciously  felt,  than  the  overt  remittance,  but  is  none  the 
less  real.  It  is  the  inevitable  consequence  of  the  process  by  which  the 
direct  reparation  payments  have  to  be  effected, — a  process  in  the  course 
of  which  Germany  must  induce  other  peoples  to  take  more  and  more 
of  her  exported  goods,  and  must  herself  take  less  and  less  of  im- 
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ported  goods,  in  order  to  make  up  the  needful  sum  total  of  money 
remittances. 

Push  this  reasoning  a  stage  further.  Sooner  or  later,  say  in  a 
generation,  the  transaction  will  be  finally  wound  up.  The  reparation 
payments  will  cease.    What  then? 

Obviously  there  will  be  radical  readjustments;  indeed,  complete  re- 
versal. The  German  Government  will  cease  to  be  in  the  market  for 
bills  of  exchange.  German  exporting  industries  none  the  less  will 
still  be  producing;  and  they  will  continue  to  produce  for  export  and 
to  send  out  their  goods  so  long  as  foreign  markets  and  foreign  prices 
remain  what  they  had  come  to  be  during  the  preceding  period.  As 
the  exports  continue,  however,  and  now  exceed  not  only  the  imports 
but  the  sum  total  of  Germany's  debit  obligations,  specie  will  flow  back 
to  Germany.  Prices  and  money  incomes  will  rise  in  Germany.  The 
exporting  industries  will  go  through  a  period  of  poor  business  and  de- 
pression, and  exports  will  gradually  be  checked.  Imports  on  the 
other  hand  will  be  tempted.  A  continuance  of  these  operations,  of 
which  the  one  is  of  course  the  obverse  of  the  other,  will  lead  finally  to 
a  stage  of  equilibrium  identical  with  that  which  prevailed  at  the  very 
start.  With  the  increase  of  imports  and  decrease  of  exports,  a  normal 
merchandise  balance  will  again  be  reached.  Prices  will  have  risen  in 
Germany,  presumably  to  their  previous  level;  prices  in  foreign  coun- 
tries will  have  fallen,  presumably  to  their  previous  level. 

On  this  point — the  eventual  backflow — I  take  it  on  me  to  digress  for 
a  moment.  The  backflow  is  the  consequence  purely  and  simply  of  the 
cessation  of  the  reparation  remittances.  It  is  a  common  error  to  sup- 
pose that  shifts  in  international  trade  of  this  and  similar  character 
lead  to  a  backflow  under  any  circumstances, — to  a  reaction  during  their 
very  course.  It  is  supposed  that  during  the  course  of  any  remittances 
the  flow  of  specie  from  one  country  to  another  necessarily  counteracts 
itself,  leading  to  a  return  of  the  specie  which  had  begun  to  move. 
This  is  quite  erroneous.  If  there  be  a  continuing  and  unceasing  re- 
mittance, for  example  a  perpetual  tribute,  specie  will  flow  out  of  the 
tributary  country  and  into  the  receiving  country  until  the  readjust- 
ment of  imports  and  exports  supplies  a  merchandise  balance  equal  to 
the  tribute.  Then  the  flow  of  specie  will  definitively  cease.  No  back- 
flow  will  ensue.  There  will  be  permanently  higher  money  incomes  and 
prices  in  the  receiving  country,  permanently  lower  prices  in  the  pay- 
ing country.  So  it  is,  in  the  strict  theory  of  the  case,  whenever  re- 
mittances have  to  be  made  unceasingly  on  other  than  merchandise  ac- 
count.    The  occasion  for  the  remittances  may  be  tourist  expenses, 
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interest  dues,  ocean  freights,  or  what  not.  So  long  as  they  continue, 
they  lead  to  a  sustained  readjustment  of  international  prices  and  in- 
comes, initiated  by  a  flow  of  specie.  There  ensues  a  redistribution  of 
the  specie  supply  among  the  countries  concerned,  not  counteracted  by 
a  backflow  but  maintained  without  disturbance  so  long  as  the  remit- 
tances themselves  continue. 

The  characteristic  of  a  reparation  or  indemnity  charge,  however,  is 
that  by  its  terms  it  does  not  go  on  indefinitely.  It  comes  to  an  end 
once  for  all  at  a  predetermined  date.  Then,  and  then  only,  readjust- 
ment and  backflow  set  in.  In  other  transactions, — tourist  expenses, 
for  example, — the  need  for  remittance  goes  on  indefinitely;  in  still 
others,  such  as  lending  and  borrowing  transactions  with  their  accumu- 
lating interest  accounts,  there  may  be  shifts,  gradual  or  abrupt.  What- 
ever the  impelling  force,  so  long  as  it  continues,  there  will  ensue  an 
equilibrium  adapted  to  the  modified  conditions,  a  sustained  change  in 
the  international  distribution  of  specie,  and  corresponding  sustained 
changes  in  the  price  levels  of  the  several  countries. 

To  return  now  to  the  analysis  of  the  earlier  stage,  during  which  no 
backflow  can  be  deemed  possible.  Unfortunately  there  is  nothing  in 
economic  experience  which  is  of  service  for  verification  or  revision  of 
the  theoretical  conclusions.  The  indemnity  remittances  required  in 
the  past  from  countries  of  less  advanced  civilization,  such  as  Turkey 
and  China,  have  taken  place  under  so  many  complicating  conditions  as 
to  be  of  little  pertinence.  The  only  large  operation  of  the  kind  be- 
tween great  civilized  countries  is  the  Franco-German  indemnity  fol- 
lowing the  war  of  1871.  Yet  this  also  serves  little  for  the  present 
purpose.  In  the  first  place  one  lump  sum  was  paid,  the  famous  five 
billions  of  francs, — paid  in  a  very  short  stretch  of  time.  In  the  sec- 
ond place,  the  payment  was  effected  by  a  process  which  could  avail 
only  for  an  operation  to  be  wound  up  in  a  brief  period.  France 
achieved  the  task  in  the  main  by  utilizing  the  foreign  securities  then 
held  by  her  people,  constituting  potential  assets  distributed  widely 
over  the  world.  A  single  great  payment  can  be  effected  in  this  way, 
and  was  so  effected.  Something  of  the  same  sort  was  done  (spread 
over  a  period  a  little  longer)  when,  under  different  circumstances  and 
with  a  different  object,  Great  Britain  and  France  paid  the  United 
States  for  our  extraordinary  exports  of  1916-17.  No  such  process 
can  be  made  available  for  heavy  remittances  continued  at  a  regular 
rate  over  a  long  period,  such  as  Germany  has  to  provide  for. 

But  quite  apart  from  any  qualifications  or  corrections  which  past 
experience  might  suggest,  the  international  payments  called  for  by 
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the  reparation  requirements  are  so  huge  in  volume,  so  vastly  greater 
than  had  ever  been  imagined,  that  the  theory  of  the  case,  as  set  forth 
above,  must  be  revised  and  modified.  Two  things  stand  out  as  in- 
evitable. First,  the  ordinary  mechanism  of  international  trade, — specie 
outflow,  price  changes,  and  consequent  changes  in  exports  or  imports, — 
cannot  cope  with  transactions  so  huge.  Second,  whatever  the  mechan- 
ism that  may  serve  to  bring  about  the  eventual  outcome,  that  outcome 
can  be  nothing  else  than  a  great  and  constant  excess  of  merchandise 
exports  from  Germany.  These  two  aspects  of  the  problem  I  will  take 
up  in  order. 

I 

Even  if  the  case  were  of  the  simplest  sort, — if  both  Germany  and 
the  reparation  countries  were  on  a  specie  basis, — no  outflow  of  gold 
from  Germany  can  be  conceived  which  would  bring  about  a  fulfillment 
of  the  enormous  requirements.  If  the  German  Government  were  to 
undertake  remittance  by  purchasing  bills  of  exchange  in  the  market, 
then  allowing  specie  outflow  to  set  in  and  to  last  until  automatically 
brought  to  a  close,  Germany's  circulating  medium  would  be  completely 
drained  in  a  few  months,  at  most  in  a  year.  Exports  and  imports  of 
merchandise  could  not  possibly  accommodate  themselves  in  short  order 
to  such  overwhelming  changes.  One  might  indeed  indulge  in  the  in- 
tellectual exercise  of  imagining  the  problem  to  work  itself  out  to  the 
bitter  end.  It  could  be  doubtless  argued  that  eventually  there  must 
come  a  readjustment  in  accord  with  the  fundamentals  of  theory.  But 
such  drastic  adjustment  could  be  reached  only  after  a  period  of  mone- 
tary revolution  and  credit  collapse  which  would  affect  not  Germany 
alone,  but  the  entire  world.  It  would  be  idle  to  speculate  on  possi- 
bilities of  this  sort. 

The  reparation  clauses  and  the  remittances  called  for  by  them  may 
now  be  considered  somewhat  more  in  detail,  that  we  may  get  nearer 
to  the  probabilities  or  possibilities  of  the  case.  The  treaty  provisions 
on  this  subject  divide  themselves  into  three  parts.  In  the  first  place 
Germany  is  to  pay  five  billions  of  dollars  by  May  1,  1921.1  This  first 
block  payment,  however,  will  virtually  not  figure  in  the  remittance 
operations.  As  credits  toward  making  it  up,  Germany  is  to  be  allowed 
to  count  all  the  ships,  securities,  coal,  machinery,  cattle,  and  like  im- 
mediate assets  which  she  may  turn  over  to  the  Allies  until  the  date 
mentioned.    Whatever  remains  to  be  paid  after  these  credit  items  have 

i  For  simplicity,  I  reckon  the  gold  mark  as  equal  to  a  quarter  of  a  dollar, — 
20  billion  marks  equal  to  5  billion  dollars. 
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be  able  to  sell  to  advantage  in  Germany  and  will  have  to  pay  high 
for  the  means  of  remittance  to  the  foreign  vendors.  The  whole  situ- 
ation obviously  will  tend  to  attract  labor  and  capital  to  the  German  ex- 
porting industries  and  to  repel  them  from  the  importing  industries. 
The  greater  the  divergence  between  foreign  exchange  and  the  com- 
modity price  level,  the  more  rapid  and  extensive  will  be  these  trans- 
positions of  German  industry. 

The  process  means  simply  that  a  given  amount  of  German  labor 
and  capital  is  turned  to  the  specific  object  of  reparation.  The  ex- 
porting industries  provide  goods  which  go  to  foreign  countries.  No 
imports  arrive  in  return.  Identically  the  same  thing  happens,  only 
through  a  different  mechanism,  as  that  which  is  provided  for  in  the 
treaty  clauses  which  require  Germany  to  send  to  France,  Belgium,  and 
Italy  so  many  tons  of  coal,  so  many  head  of  cattle,  so  much  railway 
material  and  agricultural  machinery. 

Observe,  however,  that  the  process  is  not  so  consciously  directed  to 
its  purpose.  It  is  true  that  some  deliberate  utilization  of  this  peculiar 
state  of  foreign  exchanges  may  be  made  by  the  German  Government. 
But  I  suspect  that  in  the  main  there  will  be  simply  the  prime  and  con- 
spicuous force  of  an  unceasing  demand  for  foreign  exchange, — no  in- 
tention that  thereby  pressure  will  be  directed  toward  pushing  ex- 
ported goods  out  of  the  country.  And  under  a  specie  regime  also, 
the  outflow  of  goods  which  ensues  is  the  undesigned  consequence  of  the 
remittances  to  foreign  countries,  taking  place  without  deliberate  in- 
tent on  the  part  of  the  government  or  of  the  trading  community. 

Under  a  paper  money  regime,  however,  the  mechanism  is  not  only 
different  in  character,  but  probably  of  greater  efficacy.  A  paper  money 
regime  and  the  great  and  rapid  shifts  in  foreign  exchange  which  it 
renders  possible  will  apparently  exercise  pressure  on  the  movement 
of  goods  more  rapidly  than  would  the  same  operations  under  a  gold 
regime.  It  promises  to  play  into  Germany's  hands  in  an  unexpected 
way.  The  shift  to  new  conditions  of  international  trade  and  to  new 
relations  between  exports  and  imports,  and  the  procurement  of  the 
great  quantity  of  foreign  exchange,  are  likely  to  be  most  difficult  dar- 
ing the  very  first  years.  Once  the  transition  is  over  and  the  new  state 
of  equilibrium  reached,  things  will  go  more  smoothly.  And  apparently 
that  smooth  and  comparatively  stable  situation  will  be  reached  more 
quickly,  more  automatically,  because  of  the  very  circumstance  which 
ordinarily  would  be  a  disturbing  and  dangerous  factor  in  international 
trade, — a  depreciated  paper  money  regime. 
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The  divergence  between  foreign  exchange  and  the  general  level  of 
prices,  considerable  and  striking  as  it  may  be  in  the  early  stages  of 
this  curious  transition,  will  tend  to  decrease  as  the  transition  is  com- 
pleted. The  drift  of  labor  and  capital  to  exporting  industries  and  the 
increasing  supply  of  exported  goods  will  tend  to  bring  out  larger  and 
larger  amounts  of  foreign  exchange  and  so  to  lessen  the  premium  on 
exchange  in  Germany.  The  decline  in  imports  will  work  in  the  same 
direction.  German  prices  and  German  incomes,  both  in  exporting  and 
in  importing  industries,  will  gradually  accommodate  themselves  to  the 
new  situation.  Foreign  exchange,  specie  premium,  and  the  general 
level  of  prices,  will  finally  tend  to  come  together.  The  kind  of  paral- 
lelism between  foreign  exchange  and  domestic  prices  which  was  as- 
sumed in  Ricardian  theory  will  emerge  in  the  end. 

II 

So  much  as  to  the  first  of  the  outstanding  features  of  the  case:  the 
mere  mechanism  of  payment.  Turn  now  to  the  second:  the  concrete 
form  in  which  the  payments  must  be  effected. 

There  is  but  one  possibility.  The  substance  of  the  payments  will 
be  in  goods  and  in  goods  only.  Germany  can  remit  only  by  sending 
out  merchandise,  and  the  limit  of  remittance  is  found  in  the  possible 
excess  of  merchandise  exports  over  merchandise  imports.  The  extent 
of  reparation  that  can  be  secured  is  limited  by  the  available  amount 
of  exportable  goods. 

In  many  estimates  and  speculations  concerning  the  maximum  which 
Germany  can  be  made  to  pay,  figures  have  been  put  together  showing 
her  total  wealth  and  total  resources.  All  such  calculations  are  quite 
beside  the  case.  Statistics  of  wealth,  property,  total  possessions,  have 
nothing  to  do  with  reparation  possibilities.  That  part  only  of  her 
property  and  wealth  can  be  looked  to  for  reparation  purposes  which 
can  be  delivered  to  the  Allies  and  used  by  them.  Her  fixed  wealth  in 
the  form  of  lands,  houses,  railroads,  factories,  is  quite  unavailable 
(subject  to  an  exception,  not  important,  presently  to  be  mentioned). 
Nothing  in  the  way  of  plant  can  be  moved  away  or  put  at  the  disposal 
of  foreigners.  The  one  and  only  way  in  which  payments  can  be  made 
to  foreigners  is  by  turning  over  to  them  things  which  they  can  take  and 
will  take.  These  things  include  on  the  one  hand  such  easily  movable 
assets  as  gold  and  securities;  but,  as  already  indicated,  everything  of 
this  kind  will  have  been  exhausted  before  the  sustained  flow  of  repa- 
ration payments  sets  in.  They  include  also  the  exportable  goods,  wares, 
and  merchandise;  and  here  are  the  specific  assets  which  alone  remain 
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for  utilization.  If  a  capital  sum  is  to  be  fixed, — a  total  representing 
the  present  value  of  a  series  of  payments  spread  over  many  years, — 
that  sum  is  simply  the  capitalized  value  of  the  maximum  excess  of 
Germany's  merchandise  exports  over  her  merchandise  imports.  Some- 
how a  huge  favorable  balance  of  trade  (never  has  the  phrase  had 
greater  irony)  must  be  rapidly  developed.  Exports  must  expand,  im- 
ports must  shrink.  By  this  process,  and  by  this  process  only,  can  the 
wherewithal  be  provided  for  sending  to  other  countries  what  is  due 
on  reparation  account. 

Before  proceeding  to  the  corollaries  that  flow  from  this  proposition, 
let  us  note  the  one  qualification  to  be  attached  to  it.  There  is  a  con- 
ceivable way  in  which  lands,  houses,  and  railroads  in  Germany  could 
be  used  for  reparation  purposes:  namely,  that  foreign  investors  should 
buy  this  irremovable  property,  and  arrange  to  pay  the  purchase  price 
to  the  reparation  countries.  In  view  of  the  extreme  difficulty  of  hand- 
ling investments  thus  left  in  Germany ;  in  view  of  the  drain  impending 
in  any  event  upon  the  available  savings  of  foreign  countries;  in  view 
too  of  the  extreme  reluctance  of  the  German  Government  and  the  Ger- 
man people  thus  to  part  with  the  command  of  their  own  industrial 
outfit, — this  possibility  seems  to  me  almost  negligible.  Moreover,  it 
would  promptly  lead,  as  the  conversant  reader  needs  hardly  be  in- 
formed, to  a  need  of  further  remittances  out  of  Germany.  The  inter- 
est and  profits  on  these  investments  by  foreigners  in  Germany  would 
have  to  be  sent,  and  for  these  again  the  only  resource  would  be 
merchandise  exports.  There  is  here  no  serious  qualification  of  the 
main  proposition.  To  repeat,  the  only  way  in  which  Germany  can 
meet  her  obligations  is  by  an  excess  of  merchandise  exports  equal  in 
value  to  the  interest  and  amortization  of  the  reparation  bonds ;  that  is, 
not  far  from  a  billion  dollars  a  year. 

Such  being  the  situation,  the  German  Government  must  consciously 
and  deliberately  grapple  with  the  task.  No  country,  Germany  least 
of  all,  would  rely  solely  on  automatic  trade  adjustments  for  the  pro- 
curement of  this  enormous  supply  of  foreign  exchange.  There  must 
be  search  for  ways  of  deliberately  stimulating  exports  and  deliberately 
checking  imports. 

Import  restrictions  are  an  obvious  device.  They  have  been  utilized 
in  Great  Britain  and  France  and  other  European  countries  during  the 
war  for  essentially  the  same  reason,  namely,  that  the  ordinary  mechan- 
ism of  foreign  trade  did  not  bring  about  that  diminution  in  the  purchase 
of  foreign  goods  which  was  deemed  necessary  in  the  public  interest. 
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Germany  may  be  expected  to  prohibit  some  imports  and  to  impose 
high  duties  upon  others.  Import  restrictions  doubtless  will  in  part 
be  sumptuary  in  character,  designed  to  lessen  the  consumption  of 
articles  of  luxury,  even  of  comfort.  It  is  quite  within  the  bounds  of 
possibility  that  they  will  also  have  a  slant  in  the  direction  of  protection. 
Such  combination  of  fiscal  and  protectionist  policies  is  familiar  enough. 

But  restriction  of  imports  will  not  alone  suffice.  Exports  must  be 
enlarged  as  well  as  imports  lessened.  The  circumstance  that  German 
imports  consist  in  large  part  of  raw  materials  or  indispensable  food 
supplies  puts  a  limit  on  the  effective  application  of  import  restrictions. 
But  devices  for  promoting  exports  may  be  expected  to  be  utilized  to  the 
limit  And  their  utmost  utilization  can  not  be  consistently  objected 
to  by  the  reparation  countries.  Among  those  available  are  export 
bounties,  special  rates  of  transportation  for  exported  goods,  and  spe- 
cially reduced  prices  of  export  commodities.  Remission  of  taxes  or  re- 
duction of  taxes  on  exporting  industries  might  also  be  on  the  list. 
Under  ordinary  circumstances  practices  of  this  sort  are  to  be  con- 
demned in  the  interest  of  the  very  country  that  applies  them.2  Though 
they  may  promote  export  trade,  they  do  so  to  the  disadvantage  of  the 
exporting  country  itself.  Their  advocacy  and  defense  usually  rest 
upon  a  crass  mercantilism.  But  in  a  case  like  the  present  all  the  usual 
reasoning  ceases  to  apply  and  the  ordinary  objections  cease  to  have 
weight.  When  it  comes  to  the  tremendous  task  of  financing  these 
reparation  dues,  any  and  every  device  for  promoting  exports  would 
seem  to  be  in  order.  They  may  mean  a  loss  to  the  exporting  country; 
but  Germany  as  an  exporting  country  obviously  is  doomed  to  incur  a 
loss.  She  is  under  the  necessity  of  turning  to  any  and  every  method 
of  meeting  the  necessities  of  the  case. 

Consider  now,  however,  another  consequence.  Suppose  Germany 
does  promote  exports  in  every  possible  way.  What  sound  and  fury 
there  will  be  from  the  protectionists  and  mercantilists  of  other  coun- 
tries! Here  is  Germany  the  vanquished,  the  necessitous,  the  country 
compelled  to  disgorge, — entering  on  the  very  career  of  a  "war  after 
the  war"  which  these  same  protectionists  and  mercantilists  had  most 
feared  and  reprobated.  She  prohibits  imports  or  imposes  high  duties. 
So  far  from  constituting  a  docile  market  to  which  the  conquerors  can 
ship  goods  without  let  or  hindrance,  she  arrogantly  refuses  admission 
to  their  wares.    And  as  regards  exports,  here  is  penetration  with  a 

*I  have  considered  the  working  of  such  practices,  under  normal  circum- 
stances, in  my  volume  Free  Trade,  the  Tariff  and  Reciprocity,  chapter  V. 
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vengeance.  A  sinister  Germany  emerges,  bent  upon  trade  conquest. 
The  very  steps  for  forcing  export  trade  which  have  been  so  often  pla- 
carded before  an  abhorrent  world  as  deeds  of  the  arch  criminal  are  now 
resorted  to  more  deliberately  and  upon  a  greater  scale  than  ever  before. 

Not  only  will  there  be  horror  and  wrath  among  the  true  blue  pro- 
tectionists in  countries  hostile  to  Germany,  but  the  gentry  of  this  same 
type  in  the  Fatherland  will  rejoice.  They  will  find  in  the  achievement 
of  a  Weltmarkt  some  compensations  for  their  humiliation.  Ger- 
many's exports  will  be  permeating  the  world  and  bringing  countries 
near  and  distant  "within  the  sphere  of  her  influence."  Notwithstand- 
ing the  plain  fact  that  these  exports,  being  so  much  tribute,  yield  noth- 
ing at  all  to  the  country,  the  mercantilist  attitude  will  infallibly  per- 
sist. It  colors  so  indelibly  the  thinking  of  the  ordinary  man  and  the 
everyday  financial  writer  that  it  may  persist  even  in  the  face  of  this 
reductio  ad  absurdum.  Germany  is  selling,  selling,  selling;  and  is  not 
this  the  way  in  which  nations  always  get  rich?  True,  the  sales  serve 
merely  to  enable  the  country  to  meet  the  obligations  of  defeat.  None 
the  less,  they  will  be  deemed  by  those  astute  folk  evidences  of  com- 
mercial victory. 

Further,  it  is  obvious  that  there  is  much  in  the  deliberate  plans  and 
expectations  of  the  Allies  which  runs  entirely  counter  to  this  sort  of 
commercial  change.  Their  own  trade  programs  are  flatly  inconsistent 
with  the  program  which  through  the  reparation  requirements  they  im- 
pose on  Germany.  They  have  been  solicitous  to  promote  their  own 
export  trade  and  to  supplant  Germany  in  every  foreign  market.  The 
English  have  ousted  the  Germans  in  every  cranny  throughout  the 
Orient,  South  America,  Africa,  the  Levant.  French  and  Italians  are 
no  less  bent  on  the  same  end.  Germany's  colonies  are  gone.  What- 
ever open  door  principle  may  be  accepted  for  colonies  under  the  man- 
datory system,  it  is  tolerably  certain  that  every  mandatory  power  will 
find  ways  of  making  the  market  most  open  for  its  own  goods.  Ger- 
many's ships  are  gone  too,  at  least  for  many  years  to  come.  True, 
there  is  exaggeration  in  the  current  talk  about  the  necessity  of  a  mer- 
chant marine  of  a  country's  own  for  the  purpose  of  enabling  it  to  carry 
on  an  export  trade.  Export  trade  can  be  developed  without  ships,  as 
is  amply  proved  by  the  pre-war  experience  of  the  United  States; 
even  foreign  ships,  when  they  bring  imports  into  Germany,  must  plan 
to  secure  freights  out  of  Germany  also.  But  some  interrelation  doubt- 
less there  is;  your  own  ships  may  be  made  to  aid  as  instruments  for 
promoting  your  own  trade ;  and  the  absence  of  a  merchant  marine  will 


Germany's  Reparation  Payments  45 

constitute  a  handicap  upon  the  development  of  Germany's  export  trade. 
And  yet, — it  is  so  obvious  as  to  seem  wearisome,  although  persistently 
overlooked  in  most  public  talk, — it  is  only  by  exporting  that  Germany 
can  make  reparation.  The  Allied  countries,  so  far  as  they  smother 
Germany's  exports,  as  they  persistently  are  trying  to  do,  are  cutting 
off  the  nose  to  spite  the  face. 

Whither  now  will  Germany  export?  In  part  no  doubt  directly  to  the 
reparation  countries  and  to  the  other  Allies;  in  part  to  third  coun- 
tries, which  in  turn  will  send  commodities  to  reparation  countries. 

All  protectionists,  especially  in  the  Allied  countries,  most  of  all  in 
the  reparation  countries,  will  furiously  oppose  direct  exports  into  their 
own  domains.  Everything  points  to  a  maintenance,  even  to  a  strength- 
ening, of  the  protectionist  attitude  in  France  and  Italy.  Exports  from 
Germany  to  those  countries  will  long  be  resented.  England  has  al- 
ways been  a  better  customer  for  Germany  than  the  others,  and  may 
continue  to  be  a  good  customer.  No  one  can  foretell  what  will  be  the 
commercial  policy  of  England  after  the  first  burst  of  passion  has  run 
its  course.  And  who  can  say  whether  the  United  States  tariff  system 
will  be  relaxed?  Moreover,  the  protectionist  feeling  has  been  so  in- 
tensified by  the  hatred  engendered  during  the  war  that  tariff  duties 
on  imports  from  Germany  are  likely  to  be  reinforced  by  boycotting. 
At  the  very  best  the  direct  exports  from  Germany  to  the  Allies  may 
hold  their  own ;  they  will  hardly  be  allowed  to  increase. 

Elsewhere  too  the  possibilities  are  dubious,  in  view  of  the  attitude  of 
the  Allies  as  described  in  the  preceding  paragraphs.  No  German  colo- 
nies remain.  This  market  was  at  no  time  a  large  one, — the  Germans 
themselves  exaggerated  its  importance, — but  such  as  it  was  and  is, 
what  between  chicanery  and  the  natural  influence  of  political  pre- 
ponderance, the  lion's  share  will  fall  to  their  rivals.  A  somewhat 
similar  situation  must  be  contemplated,  at  least  for  many  years  to 
come,  in  South  America  and  the  Orient.  All  the  Allies,  and  particu- 
larly the  British,  will  try  to  reap  the  fruits  of  the  policy  which  they 
followed  during  the  war, — ousting  German  firms  and  banks,  and  cut- 
ting out  all  German  connections,  with  the  express  object  of  securing 
the  trade  which  Germany  had  built  up. 

The  one  direction  in  which  a  considerable  expansion  of  German' 
trade  may  be  looked  for  is  in  Eastern  Europe  and  especially  Russia. 
Here  the  possibilities  are  considerable.  Not  only  are  they  considerable, 
but  they  are  to  be  welcomed.  On  all  but  bald  chauvinistic  and  mercan- 
tilist grounds  the  development  of  Russia  by  Germany  is  to  the  advan- 
tage of  both  countries  and  to  that  of  all  the  world.    And  everything  in 
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the  political  and  social  situation  of  the  two  peoples  points  to  the  prob- 
ability of  their  eventual  economic  cooperation.  The  ulterior  political 
and  social  consequences  no  one  can  predict.  The  experiments  in  a 
reconstruction  of  society  of  which  they  are  likely  to  be  the  scene  dur- 
ing the  coming  generation  will  be  among  the  most  instructive  and  in- 
deed fascinating  that  have  ever  come  under  the  observation  of  the 
economist.  Whatever  their  course  and  outcome,  they  seem  likely  to  be 
accompanied  by  trade  developments  in  which  Germany  will  supply 
manufactured  goods  to  Russia  and  Russia  will  make  payments  in  large 
measure  through  the  export  of  food  and  raw  materials.  And  here,  to 
repeat,  is  a  source  from  which  Germany  may  procure  the  wherewithal 
for  her  reparation  payments. 

Such  are  the  various  possibilities  and  probabilities.  How  are  they 
to  be  assessed  by  the  cool  headed?  What  is  there  of  real  good  and 
real  ill  to  Germany  and  the  Allies? 

The  processes  just  described  are,  to  repeat,  those  by  which  the 
reparation  countries  get  what  they  are  awarded.  Germany  receives 
nothing  for  the  exports  which  she  sends  to  the  various  markets.  Di- 
rectly or  indirectly  goods  reach  France  (that  country  may  be  taken 
as  the  outstanding  and  typical  reparation  country)  and  thereby  France 
secures  the  substance  of  reparation.  She  gets  it  in  the  only  concrete 
form  in  which  it  can  possibly  do  her  good, — in  things  to  eat,  wear, 
use,  and  enjoy. 

We  may  brush  aside  notions  that  all  this  is  a  cause  of  loss  to  France, 
not  of  gain.  Advocates  of  peace  have  been  disposed  to  urge  that 
militarist  exactions  cannot  under  any  circumstances  be  of  real  ad- 
vantage to  the  victors  themselves.  The  effects  of  the  Franco-German 
indemnity  of  1871  have  been  adduced  as  a  warning  example.  Doubt- 
less that  indemnity  was  not  an  unmixed  boon  to  the  Germans;  but 
none  the  less  it  was  a  clear  source  of  material  gain  to  them,  promoting 
in  no  small  measure  the  first  steps  in  Germany's  remarkable  industrial 
development.  France,  too,  will  gain  from  her  reparations ;  she  will  at 
least  be  better  off  with  them  than  she  would  have  been  without  them. 
She  will  secure  tangible  economic  gain. 

And  yet  France  (to  use  that  country  still  as  typical)  must  face  the 
fact  that  the  gain  will  not  be  secured  without  some  disturbance  of  ex- 
isting conditions  and  without  some  possibilities  of  unwelcome  concom- 
itants. Goods  come  from  Germany  gratis.  They  may  be  dubbed 
reparations, — not  gifts,  but  mere  replacement  of  what  was  destroyed 
or  taken;  yet  for  the  moment  they  are  virtually  the  same  as  gifts.    The 
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goods  so  supplied  take  the  place  of  similar  goods  which  might  have 
been  secured  in  other  ways,  perhaps  are  being  secured  at  the  very  time 
in  other  ways.  At  least  the  possibility  of  changes  and  readjustments 
in  France  herself  must  be  faced. 

Two  kinds  of  cases  may  arise,  corresponding  to  the  two  forms  which 
Germany's  export  trade  may  assume.  There  may  be  direct  export  of 
goods  from  Germany  to  France,  as  of  coal,  iron,  woolens.  The  labor 
and  capital  which  formerly  produced  these  same  things  in  France  will 
be  free  to  turn  to  something  else,  perhaps  must  turn  to  something 
else.  Indeed  France  must  somehow  direct  a  part  of  her  productive 
forces  to  the  actual  work  of  reparation, — to  rebuilding  villages,  facto- 
ries, railways.  Needless  to  say  the  protectionists  will  endeavor  with 
all  their  might  to  prevent  the  diversion  to  this  task  of  forces  now  en- 
gaged in  familiar  industries.  Thus,  the  treaty  of  peace  prescribes  spe- 
cifically that  Germany  must  deliver  to  France  quantities  of  coal,  cattle, 
machinery,  materials,  furniture.  Yet  if  these  same  things  should  be 
sold  by  German  exporters  for  delivery  in  France,  there  will  infallibly 
be  resentment.  Obviously  either  method  means  that  labor  and 
capital  which  might  have  turned  to  these  same  things  in  France  become 
free  to  do  something  else. 

Second,  there  is  the  indirect  process.  Germany,  for  example,  ex- 
ports to  Russia  and  Russia  sends  flax,  wool,  timber  to  France.  If 
this  takes  place,  France  in  turn  cannot  export  to  Russia  as  much  as  she 
might  if  Germany  were  out  of  the  way.  The  expansion  of  her  exports 
meets  with  a  competition  which  will  be  arraigned  as  illegitimate,  if 
not  wicked, — the  competition  of  a  country  which  has  not  only  low  and 
declining  money  costs  (wages  and  prices)  but  which  is  deliberately 
developing  exports  in  every  possible  direction  by  every  possible  means. 
So  with  England.  Germany  will  "invade"  markets  coveted  by  Eng- 
land and  will  rouse  the  ire  of  the  British  traders. 

In  sum,  the  reparation  countries  cannot  get  the  substance  of  what 
they  have  insisted  on  without  disturbance  and  readjustment  in  their 
own  industrial  organization.  It  is  indeed  conceivable,  though  highly 
improbable,  that  all  the  imports  into  (say)  France  which  the  repara- 
tion payments  will  bring  about  shall  take  the  form  exclusively  of  food 
and  raw  .materials  not  produced  within  her  limits  at  all,  or  so  pro- 
duced that  the  imports  will  always  supplement  the  domestic  supply, 
never  displace  any  part  of  it.  Even  so,  some  disturbance  of  existing 
conditions  seems  inevitable  throughout  the  countries  and  the  branches 
of  trade  coming  within  the  scope  of  these  extraordinary  operations. 
Imports  and  exports  will  shift  as  trade  balances  and  international 
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price  relations  come  to  be  readjusted,  and  the  several  countries  and 
the  several  industries  within  them  must  in  some  measure  submit  to 
corresponding  modifications. 

There  is  more.  Eventually  the  wind-up  of  the  whole  reparation 
business  will  come;  and  then  a  second  series  of  readjustments  must 
ensue,  in  the  opposite  direction.  A  return  must  take  place  to  inter- 
national and  domestic  trade  in  which  reparation  payments  no  longer 
play  a  part.  The  pains  of  transition  will  have  to  be  suffered  twice: 
first  while  the  economic  world  adjusts  itself  to  the  process  by  which 
reparation  is  accomplished,  and  again  when  the  cessation  of  this  pro- 
cess compels  a  return  to  the  old  and  more  normal  state  of  things.  The 
problems  are  similar  to  those  which  played  so  large  a  part  in  the  for- 
mer German  debate  between  the  advocates  of  Agrarpolitik  and  In- 
dustriepolitik.  In  that  controversy,  it  will  be  recalled,  the  advocates 
of  Agrarpolitik  maintained  that  unrestricted  manufacturing  develop- 
ment meant  a  great  diversion  of  labor  and  capital  to  manufacturing 
industries,  followed  after  a  generation  or  generations  by  an  inevitable 
reversion  to  the  old  conditions  and  a  return  to  a  self-sufficing  Agrar- 
staat.  Even  if  willing  to  admit  gains  from  the  initial  growth  of  manu- 
facturers, they  urged  that  the  gains  were  more  than  offset  by  the 
losses  from  the  double  transition.  The  balance  of  gain  and  loss  was 
not  easy  to  calculate,  and  very  likely  was  the  other  way;  yet  a  ques- 
tion of  offsets  did  arise.  So  in  the  present  case:  there  will  have  to  be 
a  double  set  of  adjustments,  one  at  the  beginning  of  the  process,  an- 
other at  its  end.  The  lost  motion  necessarily  arising  from  shift  and 
change  is  an  offset  to  the  tangible  material  advantages  secured  by  the 
reparation  countries  during  the  period  of  reparation  itself. 

To  all  this  may  be  added  a  word  of  warning, — which  in  the  utter- 
ances of  the  fervid  foreign  trade  promoters  would  become  a  prediction 
of  disaster, — on  the  future  export  trade  of  European  countries.  Some 
real  basis  there  may  be  for  the  forebodings  of  our  friends  the  mercan- 
tilists. It  must  be  admitted  that  the  countries  of  Western  Europe 
are  under  a  virtual  necessity  to  maintain  and  even  to  increase  exports, 
in  order  to  secure  the  wherewithal  to  pay  for  the  food  and  raw  ma- 
terials which  they  must  have.  Their  needs  for  these  things  vary  in 
degree;  France  perhaps  is  least  necessitous,  England  most  so;  but  all 
are  in  essentially  the  same  case,  and  all  must  count  on  maintaining  an 
export  trade.  In  such  trade,  it  must  further  be  admitted,  established 
position,  connection,  prestige,  habit,  custom  count  heavily.  Such  fac- 
tors tell  in  disposing  of  goods  under  any  conditions,  and  tell  perhaps 
most  of  all  in  selling  for  export.    Germany  will  have  been  compelled 
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during  the  reparation  period  to  develop  by  main  force  a  great  export 
business.  When  the  end  of  the  period  comes,  there  will  no  more  be  an 
automatic  cessation  of  her  exports  than  at  the  beginning  there  was  an 
automatic  start  of  those  exports.  She  will  be  in  possession  of  an  ex- 
port market  which,  however  distributed  geographically,  will  be  well 
established.  Having  developed  it,  she  will  be  in  better  position  to 
hold  it 

A  word  of  caution  as  I  conclude.  I  have  spoken  about  the  future  in 
terms  not  sufficiently  guarded.  Much  of  what  has  preceded  is  matter 
of  speculation;  and  it  might  have  been  wiser  to  give  warning  at  every 
stage  how  cautious  one  must  be  in  venturing  on  prediction.  We  are 
still  some  way  from  1921,  and  a  long  way  from  1926;  and  not  until 
1926  are  the  reparation  provisions  planned  to  be  in  full  effect.  Many 
things  may  happen  before  that  time,  in  the  political  field  as  well  as  in 
the  economic.  The  reparation  program  as  it  stands  in  the  Treaty 
may  be  much  altered,  perhaps  quite  upset.  It  remains  to  be  seen  how 
far  the  conditions  assumed  in  the  present  analysis  of  the  case  will 
prove  to  obtain.  My  forecast  must  be  understood  to  be  of  a  hypotheti- 
cal nature.  Only  if  the  assumed  premises  hold  good,  is*  it  to  be  ex- 
pected that  the  consequences  will  ensue  as  predicted. 

One  remark  may  be  made  about  the  chances  of  the  fulfillment  of 
the  reparation  program.  France  and  the  other  Allies  need  disposable 
means  at  once, — ready  funds.  They  must  market  the  German  bonds; 
or  else  their  own  securities  based  on  the  bonds,  presumably  with  some 
sort  of  endorsement  or  guarantee.  But  market  them  they  must  in 
order  to  command  the  resources  they  need  at  this  very  moment.  Once 
they  have  put  the  securities  in  the  hands  of  investors,  they  have  given 
hostages  to  fortune.  Thereafter  they  must  permit,  nay  facilitate,  Ger- 
man arrangements  for  export.  A  distinguished  French  statesman — 
one  whose  name,  were  I  free  to  give  it,  would  carry  weight — remarked 
to  me,  in  the  course  of  a  conversation  in  which  the  inevitableness  of 
Germany's  expanding  exports  was  pointed  out:  "if  this  proves  to  be 
the  case,  if  Germany  cannot  pay  without  competing  with  us  and  dis- 
placing us  in  the  export  trade  of  Russia  and  Siberia, — we  will  simply 
cancel  the  reparations."  The  answer  is  that  when  once  the  Allies  have 
cashed  in  the  German  reparations  by  selling  the  securities  to  investors, 
no  cancellation  is  possible.  Either  they  must  refrain  from  the  initial 
commitment  or  else  they  must  allow  the  contract  to  be  carried  out  to 
the  bitter  end. 

And  so,  like  all  the  international  arrangements  that  the  war  has  led 
to,  this  one  faces  a  problematic  future.  Who  can  say  what  sort  of 
world  we  shall  find  ourselves  in  ten  years  hence? 
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John  H.  Williams. — It  is  a  great  privilege  to  be  permitted  in  this 
company  to  discuss  the  paper  of  my  former  teacher,  Professor  Taussig, 
to  whom  I  am  chiefly  indebted  for  the  inspiration  and  direction  of  my 
own  interest  in  international  trade.  Professor  Taussig's  forecast  of 
the  effects  upon  international  trade  of  the  German  reparation  pay- 
ments is  illuminating,  and  full  of  suggestions  for  the  inductive  studies 
that  will  need  to  be  made  of  this  greatest  of  all  experiments  in  inter- 
national finance.  I  need  scarcely  say  that  in  his  main  conclusions  I 
agree  entirely  with  Professor  Taussig,  and  that  such  comment  as  I 
shall  make  will  be  mostly  in  the  nature  of  elaboration  of  certain  points 
which  I  find  especially  interesting. 

Professor  Taussig's  paper  deals  in  the  main  with  three  related  topics, 
which  I  shall  treat  in  the  following  order:  first,  the  form  in  which  the 
reparation  payments  will  be  made;  second,  the  direction  which  they 
will  take;  and  third,  the  mechanism  whereby  they  will  work  out  their 
effects  upon  international  trade. 

I  agree  entirely  with  Professor  Taussig's  conclusion  that  the  pay- 
ments must  take  the  form  of  goods  and  result  in  an  excess  of  German 
exports  over  imports ;  that  any  borrowing  of  capital  to  which  Germany 
might  resort  would  be  of  but  temporary  effect  and  only  serve  to  in- 
crease the  ultimate  payments  in  goods;  and  that  at  the  conclusion  of 
the  reparation  payments,  and  not  until  then,  the  excess  of  exports,  so 
far  as  due  to  the  reparation  payments,  must  disappear. 

I  should  like  to  add  a  word,  however,  concerning  the  amount  of  the 
excess  of  exports  while  the  payments  are  being  made,  and  the  probable 
situation  after  the  payments  have  ceased.  Professor  Taussig  puts  the 
excess  of  exports  at  about  $750,000,000,  or  the  amount  of  the  annual 
indemnity.  And  regarding  the  situation  after  the  conclusion  of  the 
reparation  payments,  he  says  that,  in  accordance  with  the  Ricardian 
analysis,  the  consequent  back-flow  of  specie  and  the  resulting  changes 
in  price  levels  will  lead  finally  to  a  "stage  of  equilibrium  identical  with 
that  which  prevailed  at  the  very  start." 

Both  of  these  statements,  of  course,  represent  an  intentional  simpli- 
fication of  complex  phenomena,  for  the  sake  of  theoretical  exposition. 
It  scarcely  needs  to  be  said  that  the  amount  of  the  excess  of  exports 
will  depend  in  part  upon  the  extent  of  the  other  "invisible"  items  in 
the  German  post-war  balance  of  international  payments.  In  the  five 
years,  1909-13,  the  German  trade  balance  showed  an  excess  of  imports 
over  exports,  averaging  $352,201,000  a  year.  About  $200,000,000  of 
this  represented  the  earnings  of  interest  on  German  capital  invested 
abroad,  and  about  $50,000,000  represented  shipping  earnings,  the  re- 
mainder being  divided  among  such  other  credit  items  as  earnings 
of  German  banks  and  commercial  houses  abroad,  tourists'  expendi- 
tures in  Germany,  and  the  like.  It  is  true  that  the  year  has  removed 
the  chief  of  these  German  credits, — all  of  her  shipping,  and  certainly 
the  greater  part  of  her  foreign  investments,  so  that,  aside  from  the 
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reparation  payments,  the  exports  and  imports  of  Germany  in  the  post- 
war period  might  be  expected  to  come  more  nearly  to  an  equality  than 
before  the  war.  Yet  even  at  the  beginning  of  this  new  period  these 
other  items  will  not  be  wholly  absent,  and  as  time  goes  on  they  may  be 
expected  to  assume  greater  and  greater  importance.  Some  lending  and 
borrowing,  for  example,  there  will  surely  be.  Also,  the  shipping  item 
will  stand  at  the  beginning  of  the  period  as  a  debit;  Germany  will  need 
to  export  more  than  she  imports  in  order  to  cover  the  expense  of  ocean 
carriage  in  foreign  vessels.  Later  on,  there  will  in  all  likelihood  be  a 
revival  of  the  German  merchant  marine.  When  we  consider  that  the 
prewar  German  merchant  fleet  of  over  5,000,000  gross  tons  was 
created  almost  entirely  in  the  quarter  of  a  century  following  1890,  it 
is  to  be  expected  that  in  the  next  quarter  of  a  century,  under  the  added 
economic  pressure  and  the  psychological  influence  of  a  rapidly  expand- 
ing export  trade,  the  re-creation  of  the  German  merchant  marine  will 
be  even  more  rapid,  and  that  the  shipping  item  will  again  pass  to  the 
credit  side  of  the  German  balance  of  payments.  To  the  extent  that 
this  change  occurs,  it  will  tend  to  cut  down  the  excess  of  exports  over 
imports. 

Concerning  neither  the  amount  of  the  excess  of  exports  at  any  given 
time,  therefore,  nor  its  varying  extent  throughout  the  period  of  the 
reparation  payments,  can  one  make  any  definite  statement  beyond  the 
indubitable  fact  that  payments  so  large  as  those  called  for  by  the 
reparation  program  are  sure  to  constitute  the  dominating  factor  in  the 
balance  of  payments. 

The  second  statement  quoted,  namely,  that  the  cessation  of  the  repa- 
ration payments  will  lead,  theoretically,  to  a  "stage  of  equilibrium 
identical  with  that  which  prevailed  at  the  very  start,"  arouses  in  me 
misgivings  which  I  have  entertained  for  a  couple  of  years  past.  I  am 
skeptical  of  the  reality  of  "stages  of  equilibrium"  in  international  trade 
at  all,  not  to  speak  of  the  possibility  of  a  return,  after  the  period  of  a 
generation,  to  an  identical  past  stage  of  equilibrium.  In  my  own 
studies  of  international  balances  I  have  not  come  upon  anything  which 
I  recognized  as  a  stage  of  equilibrium.  Always  there  is  unceasing 
change  in  the  volume  or  direction  of  the  numerous  items  making  up 
the  balance  of  payments.  What  one  finds  is  a  series  of  overlapping 
changes,  working  sometimes  in  the  same  direction,  sometimes  at  cross- 
purposes,  but  never  settling  down  to  a  stage  of  equilibrium.  Some  of 
the  changes  stand  out  with  such  prominence,  so  dominate  the  balance 
of  payments  for  a  period  of  years,  as  to  render  possible  the  quantita- 
tive study  of  their  effects, — as,  for  example,  the  great  outburst  of  bor- 
rowings in  Argentina,  culminating  in  the  Baring  panic  of  1890,  or  the 
similar  outburst  preceding  the  panic  of  1873  in  our  own  country,  or 
that  which  in  a  few  years  of  war  has  altered  our  own  international 
position  from  debtor  to  creditor. 

Especially  is  the  notion  of  a  stage  of  equilibrium  inapplicable  to  a 
country  which,  like  Germany,  is  on  a  basis  of  depreciated  paper  money. 
An  inconvertible  paper  situation  is  by  its  very  nature  one  of  insta- 
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bility.  Every  change  in  the  balance  of  international  payments  effects 
a  change  in  the  value  of  the  paper  currency,  and  every  change  in  the 
value  of  the  currency  in  turn  sets  in  motion  forces  which  react  upon 
the  trade  balance ;  and  this  process  is  unceasing  whenever  and  so  long 
as  paper  is  depreciated  below  par  with  gold,  and  is  not  freely  con* 
vertible  into  gold  at  a  fixed  rate  of  exchange.  My  own  study  of  the 
Argentine  balance  of  payments  during  the  paper  money  regime,  which 
terminated  in  1899,  has  convinced  me  that  in  an  inconvertible  paper 
money  situation  a  state  of  equilibrium  is  an  impossibility. 

This  reasoning  from  artificially  simplified  stages  of  equilibrium 
through  periods  of  transition  to  new  stages  of  equilibrium  is  a  char- 
acteristic product  of  the  Ricardian  mode  of  thought, — with  its  insis- 
tence upon  abstraction  from  change  and  its  love  of  mathematical  pre- 
cision. As  a  methodological  device  for  theoretical  exposition  it  is  use- 
ful and  perhaps  necessary.  In  applying  it  to  so  complex  a  situation  as 
that  which  will  arise  when  Germany,  a  country  with  depreciated  paper 
currency,  undertakes  to  pay  some  $750,000,000  of  annual  indemnity, 
one  needs  to  be  keenly  aware  of  its  limitations,  above  all  of  its  ex- 
tremely artificial  simplicity  and  preciseness. 

Professor  Taussig's  second  proposition  relates  to  the  direction  which 
the  excess  of  exports  occasioned  by  the  reparation  payments  is  likely 
to  take;  and  his  conclusion  is  that  Russia  offers  the  only  considerable 
outlet  for  German  trade  expansion.  Russia  will  need  manufactures 
and  Germany  agricultural  products.  The  same  factors  which  made 
the  Germans  so  powerful  an  influence  in  Russia  before  the  war, — the 
fact  of  proximity  coupled  with  the  German  powers  of  organized  com- 
mercial penetration, — may  be  expected  to  exploit  this  basic  condition 
favoring  trade  to  its  utmost,  and  without  loss  of  time.  Very  likely,  as 
before  the  war,  the  dominant  merchant  class  in  western  Russia  will 
again  be  German.  In  a  recent  article,  Professor  Goldstein,  of  the 
University  of  Moscow,  shows  by  statistical  tables  to  what  an  increas- 
ing extent  Germany  has  dominated  Russian  import  trade  since  1896; 
and  warns  the  Allies  against  a  renewal  of  the  German  domination. 

The  situation  is  not  altogether  clear,  however.  As  is  usually  the 
case,  other  factors  are  likely  to  work  at  cross-purposes  with  the  ob- 
served tendency.  One  of  these  factors  is  the  probable  effect  of  Rus- 
sian borrowing  operations.  Russia,  as  a  "young  country,"  rich  in 
natural  resources  but  poor  in  capital,  will  be  for  a  long  period  a  bor- 
rower of  capital, — once  she  convinces  the  outside  world  of  her  finan- 
cial integrity.  If  it  is  true,  as  Professor  Taussig  predicts  (and  I  think 
rightly),  that  Germany  will  be  unable  to  resume  the  gold  standard 
for  an  extended  period,  it  is  not  to  be  expected  that  she  will  be  in  a 
position  to  lend.  Russia  will  turn  for  loans  to  other  countries.  The 
countries  best  prepared  to  lend  will  undoubtedly  be  the  United  States 
and  Great  Britain.  The  borrowings  will  take  the  form  of  goods, — 
construction  materials,  machinery,  manufactures  of  various  sorts;  and 
past  experience  has  shown  that  these  goods,  the  direct  product  of 
loans,  are  most  likely  to  be  purchased  in  the  country  making  the  loans. 
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Prewar  German  and  British  trade  show  very  distinctly  this  connec- 
tion between  foreign  investment  and  foreign  trade.  Particularly  has 
this  been  the  case  in  their  relations  with  Latin  American  countries,  in 
whose  foreign  trade  I  have  been  especially  interested.  In  part,  the 
imports  to  Russia  will  come  as  a  direct  result  of  the  borrowing,  with- 
out giving  rise  to  foreign  exchange  operations,  and  in  part  as  the  in- 
direct result,  through  the  effects  of  the  borrowings  on  foreign  exchange 
rates,  gold  movements,  and  alterations  in  price  levels,  in  accordance 
with  the  Ricardian  analysis.  By  reason  of  Russian  borrowing,  there- 
fore, we  may  expect  to  find  England  and  our  own  country  competitors 
with  Germany  in  the  Russian  import  trade.  In  other  words,  we  have 
here  a  factor  whose  effect,  though  favoring  an  expansion  of  Russian 
imports,  would  be  to  limit  and  interfere  with  the  expansion  of  the  Ger- 
man export  trade  with  Russia. 

There  is  a  second  factor  which,  according  to  theory,  may  be  expected 
to  limit  the  expansion  of  German  exports  to  Russia,  though  in  a  di- 
rectly contrary  manner  from  that  just  mentioned.  Russia,  like  Ger- 
many, is  on  a  depreciated  paper  money  basis.  As  Professor  Taussig 
has  said,  a  depreciating  paper  currency  operates  as  a  powerful  stimu- 
lus to  exports  and  as  a  discouragement  to  imports.  Viewing  this 
factor  alone,  one  would  expect  an  expansion  of  Russian  exports,  and  a 
curtailment  of  imports,  a  "favorable"  balance  of  trade,  as  in  the  case 
of  Germany  herself: — a  set  of  circumstances  by  no  means  favorable 
to  an  expansion  of  German,  or  any  other,  exports  to  Russia. 

With  regard  to  the  other  possible  outlets  for  German  exports,  I  do 
not  share  Professor  Taussig's  opinion  concerning  the  probable  future 
of  the  German  export  trade  with  Latin  America.  It  is  true  that  the 
British  have  done  their  utmost  to  oust  German  firms,  and  to  break 
down  the  machinery  for  financing  German  trade;  and  it  is  true  that 
the  United  States  has  gone  farther  forward  in  Latin  American  trade 
in  the  last  five  years  than  in  any  generation  previous  thereto;  yet  my 
own  observations  in  Argentina  two  years  ago,  and  in  Guatemala  this 
past  summer,  lead  me  to  believe  that  the  reports  of  the  extent  to  which 
the  elimination  of  German  interests  has  been  carried  are  much  exag- 
gerated. In  the  countries  which  remained  neutral,  of  which  Argen- 
tina and  Chile  are  the  chief,  the  German  banks,  exporting  and  import- 
ing houses,  industrial  and  agricultural  enterprises  are  virtually  intact. 
Moreover,  even  in  the  countries  which  declared  war,  the  confiscation 
of  German  properties  did  not  go  so  far  as  is  generally  supposed,  only 
the  properties  of  Germans  resident  in  Germany  being  confiscated. 
I  heard  in  Argentina,  as  late  as  1918,  more  than  one  frank  avowal  of 
preference  for  German  goods.  During  the  war  the  large  German  ex- 
porting houses  in  Buenos  Aires  were  buying  stocks  of  raw  materials 
for  shipment  to  Germany  at  the  close  of  the  war.  Since  the  Armi- 
stice Germany  has  sent  to  Argentina  a  special  commissioner,  who  has 
successfully  negotiated  for  colonization  lands  for  German  immigrants ; 
and  Argentina  has  advanced  credits  to  Germany  for  the  purchase  of 
Argentine  food  products  and  raw  materials.     American  commercial 


54  American  Economic  Association 

representatives  returning  from  Latin  America  are  already  bringing  the 
story  of  German  activity  for  a  revival  of  her  Latin  American  trade. 
In  view  of  facts  of  this  sort,  my  belief  is  that  German  export  trade 
to  Latin  America  is  capable  of  fairly  rapid  revival  and  extension,  if 
German  export  prices  are  favorable  to  such  an  expansion. 

I  come  now  to  Professor  Taussig's  third  topic, — the  mechanism 
whereby  the  reparation  payments  will  work  out  their  effects  upon  in- 
ternational trade. 

As  Professor  Taussig  has  explained,  the  peculiarity  of  the  case  is 
that  Germany  is,  and  will  be  for  some  time,  on  a  basis  of  depreciated 
paper  money.  How  explain  alterations  in  exports  and  imports  result- 
ing from  the  reparation  payments,  when  the  usual  mechanism  of  gold 
points,  gold  movements,  and  their  resulting  effects  upon  the  price  levels 
of  the  trading  countries  are  absent?  This  intricate  problem  obvi- 
ously could  not  be  discussed  at  any  length  in  a  brief  paper  of  which 
it  is  only  a  part;  so  that  Professor  Taussig  has  contented  himself  with 
a  brief  general  statement.  At  the  suggestion  of  Professor  Taussig,  I 
spent  about  a  year  in  Argentina  studying  its  balance  of  payments  un- 
der the  depreciated  paper  regime,  which  lasted  from  1885  to  1899; 
and  I  should  like  to  point  out  one  or  two  important  differences  be- 
tween the  paper  money  mechanism  as  I  found  it  there  to  have  been  at 
work,  and  Professor  Taussig's  present  exposition. 

Professor  Taussig  says  that  in  the  Ricardian  analysis  for  gold  coun- 
tries, foreign  exchange  rates,  the  gold  premium,  and  the  general  level 
of  prices  move  in  precise  accord;  whereas  in  paper  money  countries 
foreign  exchange  rates  and  the  gold  premium  move  together,  but  di- 
verge widely  from  general  prices,  the  resulting  gap  offering  a  bounty 
to  exporters  and  imposing  an  added  burden  on  importers,  thus  bring- 
ing about  an  increase  of  exports  and  a  diminution  of  imports*  "The 
divergence  is  especially  wide  for  domestic  commodities,"  he  says.  "It 
is  less  so  for  international  goods ;  yet  it  is  considerable  and  lasts  long 
for  the  international  goods  also."  He  thus  makes  it  clear  that  the 
bounty  to  exports  consists  in  the  gap  between  the  premium  on  gold 
(that  is,  the  rate  of  foreign  exchange)  and  the  prices  of  these  inter- 
national goods. 

It  seems  to  me  that  both  of  these  statements  require  qualification: 
(1)  that  there  is  a  necessary  correspondence  between  the  rate  of  ex- 
change and  the  gold  premium;  (2)  that  there  is  a  gap  between  the 
gold  premium  and  general  prices  (or  more  narrowly,  between  the  gold 
premium  and  the  price  level  of  international  goods),  and  that  it  is  this 
gap  which  operates  as  a  bounty  to  exports,  and  a  discouragement  to 
imports. 

Regarding  the  first  statement,  there  is  no  inherent  reason  why  the 
gold  premium  and  the  rate  of  exchange  should  correspond.  The  fact 
of  their  correspondence  depends  entirely  upon  whether  the  exchange 
mechanism  is  a  paper  mechanism  or  a  gold  mechanism.  If  foreign  ex- 
change is  bought  with  depreciated  paper,  then  the  price  of  exchange, 
giving  title  to  foreign  gold  money,  is  itself  the  gold  premium, — that  is, 
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the  measure  of  the  value  of  the  domestic  paper  in  terms  of  the  inter- 
national standard  money,  gold.  It  is  entirely  possible,  however,  in  a 
paper  money  country  to  maintain  a  gold  standard  of  foreign  exchange, 
at  the  same  time  that  the  domestic  paper  currency  is  depreciated  below 
a  par  with  gold.  Such  a  gold  exchange  was  actually  maintained  in 
Argentina  throughout  the  entire  period  of  depreciated  paper  money. 
Persons  engaged  in  foreign  trade  maintained  a  gold  account,  as  well  as 
a  paper  account,  with  their  bankers,  and  bought  foreign  exchange  only 
with  gold,  which  they  purchased  in  the  open  market  with  paper.  Un- 
der such  a  system,  there  are  gold  points  and  international  gold  move- 
ments of  precisely  the  same  sort  as  in  any  gold  standard  country. 

The  point  I  wish  to  make,  therefore,  is  that  the  correspondence  be- 
tween foreign  exchange  rates  and  the  gold  premium,  and  the  gap  be- 
tween these  and  the  general  price  level,  are  not  the  essential  features  of 
the  explanation  of  trade  changes  in  paper  money  countries.  The  es- 
sential fact  is,  that,  whatever  the  mechanism  of  exchange  in  the  paper 
money  country,  gold  can  not  enter  into  the  monetary  circulation,  and 
can  not,  therefore,  bring  about  those  changes  in  price  levels  which 
form  the  crux  of  the  usual  explanation  of  trade  changes.  On  the  con- 
trary, just  the  opposite  price  changes  are  brought  about.  Whereas  in 
a  gold  country  an  increased  demand  for  exchange  raises  the  rate,  in- 
duces an  outflow  of  gold,  and  thus  lowers  the  price  level;  in  a  paper 
money  country  such  an  increase  of  demand  for  exchange,  by  requiring 
more  of  the  domestic  paper  to  be  given  for  the  title  to  foreign  gold, 
depreciates  the  paper  still  further,  and  thus  raises  the  price  level. 
This  would  be  the  first  effect  in  Germany  of  such  a  heavy  demand  for 
exchange  as  that  which  would  be  caused  by  the  payment  of  $750,000,- 
000  a  year  of  indemnity. 

How,  then,  with  this  precisely  opposite  effect  in  the  price  level,  ex- 
plain the  same  effect  on  the  foreign  trade  as  would  be  brought  about 
in  a  gold  standard  country, — namely,  an  increase  of  exports? 

Professor  Taussig's  explanation  is  that  the  increased  demand  for  ex- 
change would  cause  a  gap  between  the  rate  of  foreign  exchange  and 
the  general  level  of  prices,  so  that  exporters  could  buy  cheaply  in  Ger- 
many, sell  their  products  abroad,  and  dispose  of  the  resultant  bills  of 
exchange  to  marked  advantage.  My  own  investigation  supports  a 
somewhat  different  explanation.  It  finds  the  stimulus  to  exports,  not 
in  the  gap  between  foreign  exchange  rates  and  the  general  price  level, 
but  in  the  different  effects  of  a  depreciating  paper  money  on  different 
sets  of  prices,  all  of  which  form  a  part  of  the  general  price  level. 
Stated  more  definitely,  exports  are  stimulated  because  of  the  different 
effects  of  depreciating  paper  money  on  the  selling  prices  of  exports 
and  their  cost  of  production. 

Except  in  rare  instances,  where  a  nation  produces  so  great  a  part 
of  the  world  supply  of  a  product  as  to  dominate  the  world  market  (as 
in  the  case  of  our  own  cotton,  or  of  Brazilian  coffee),  one  nation  can 
not  ordinarily  determine  international  prices.  It  can  only  accept  the 
international  price,  and  determine  the  amount  of  product  it  will  export 
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at  that  given  price.  An  exporter  in  Germany,  therefore,  in  buying 
goods  for  foreign  consumption,  would  base  his  price  on  the  inter- 
national gold  price  of  the  commodity,  the  cost  of  freight  to  the  foreign 
country,  and  the  premium  on  gold.  In  other  words,  given  the  foreign 
gold  price  minus  cost  of  transportation  to  the  foreign  market,  he  would 
convert  this  price  into  German  paper  marks  at  the  current  rate  of  ex- 
change. Given  free  competition,  his  export  price  thus  becomes  a  paper 
money  reflection  of  the  international  gold  price.  Abstracting  from 
fluctuations  in  the  foreign  gold  price,  it  is  thus  apparent  that  German 
export  prices  would  keep  pace  exactly  with  the  rise  in  the  premium 
on  gold,  and  in  fact  be  identical  with  it.  My  study  of  Argentine  ex- 
port prices  for  the  fifteen  years,  1884-99,  shows  this  correspondence 
with  the  fluctuations  of  the  gold  premium  to  a  striking  degree.  On  the 
other  hand,  it  shows  that  wages,  rents,  and  other  costs  of  production 
do  not  rise  so  rapidly  as  export  prices.  It  is  this  gap,  between  ex- 
port prices  and  exporters'  costs  of  production,  and  not,  as  has  been 
stated,  a  gap  between  the  rate  of  exchange  (that  is,  the  gold  premium) 
and  the  general  price  level, — or  between  the  rate  of  exchange  and  the 
price  of  international  goods, — which  gives  an  extra  profit,  or  "bounty," 
to  the  exporter,  and  thus  causes  exports  to  expand. 

Ditlew  M.  Frederiksen. — I  would  like  to  add  a  couple  of  illu- 
strations, suggested  by  the  address  by  my  former  teacher,  Professor 
Taussig,  as  to  how  the  payment  of  the  German  indemnity  will  work 
out. 

One  is  suggested  by  the  experience  of  my  native  country,  Denmark, 
whose  foreign  trade  twenty  years  ago  was  almost  entirely  triangular. 
The  Danes  purchased  their  manufactures  from  Germany,  and  sold  their 
agricultural,  dairy,  and  packing-house  products  to  England.  Lately 
they  have  been  selling  more  to  Germany,  but  this  export  trade  will  evi- 
dently be  cut  off,  as  Germany,  owing  the  indemnity,  will  not  be  able 
herself  to  consume  these  agricultural  products,  but  will  continue  to 
export  manufactured  goods  to  Denmark,  and  Denmark  in  return  will 
send  food  products  to  England  and  other  allied  countries. 

The  cheap  German  manufactured  goods  will  stimulate  Danish  agri- 
culture, and  Danish  agricultural  products  will  compete  in  European 
markets  with,  for  instance,  those  from  the  United  States  and  Canada. 

The  same  will  be  true  of  Russia;  the  same  will  be  true  of  the  Sooth 
American  republics.  It  would  seem  that  so  large  an  amount  as  six 
hundred  million  dollars  a  year  will  have  a  far-reaching  effect  upon 
the  price  of  agricultural  products,  and  will  work  to  stimulate  agri- 
culture in  all  our  competitors,  Denmark,  Russia,  the  Argentine,  etc. 

The  packers  probably  will  not  suffer ;  they  will  themselves  go  to  the 
Argentine  and  sell  Argentine  products  on  the  Atlantic  seaboard,  but  it 
would  seem  that  the  payment  of  the  German  indemnity  will  hit  the 
agriculture  of  the  entire  Northwest  and  Canada  in  a  most  unexpected 
way,  as  the  cheap  German  manufactured  products  will  stimulate  agri- 
culture in  all  these  countries,  and  enable  them  to  undersell  us  abroad 


J 


Germany's  Reparation  Payments — Discussion  57 

and  to  some  extent  possibly  even  at  home.  This  applies  of  course  both 
to  the  United  States  and  Canada. 

The  only  way  I  see  in  which  our  farmers  can  protect  themselves 
against  this  tidal  wave  of  foreign  competition  will  be  to  let  the  bars 
down  so  that  some  of  these  cheap  German  manufactured  goods  can 
enter  here,  and  this  seems  to  me  the  only  way  in  which  we  can  hope 
to  keep  our  markets  for  agricultural  exports  against  the  tidal  wave  of 
foreign  competition  that  will  be  mounting  against  us. 

I  think  it  a  most  interesting  suggestion  that  the  German  indemnity 
will  be  paid  largely  in  Russian  and  Argentine  agricultural  products, 
and  I  can  see  no  escape  from  the  conclusion  that  the  indemnity  reach- 
ing so  large  an  amount  will  have  a  far-reaching  effect  on  our  entire 
foreign  commerce,  and  also  upon  agricultural  conditions  at  home. 


INTERNATIONAL  SUPERVISION  OVER  FOREIGN 
INVESTMENTS 

By  Henry  C.  Adams 
University  of  Michigan 

The  significant  fact  for  the  discussion  of  any  phase  of  international 
economic  relations,  even  a  minor  phase  like  the  one  now  under  con- 
sideration, is  that  the  jurisdiction  of  the  trading  world  of  today  is 
broader  than  the  jurisdiction  of  any  of  the  governments  whose  citi- 
zens appear  as  traders  on  the  world's  market.  The  attempt  to  analyze 
this  situation  and  to  disclose  the  imputations  which  it  holds,  has  given 
rise  to  two  schools  of  economic  thinking.  On  the  one  hand,  the  in- 
dustrial interests  of  individuals,  whether  engaged  in  domestic  or  for- 
eign trade,  are  conceived  to  be  the  same,  and,  consequently,  national 
boundaries  are  ignored  in  the  study  of  economic  relations.  All  phases 
of  foreign  trade,  foreign  credit,  and  foreign  investments  are  conceived 
to  be  satisfactorily  adjusted  by  the  doctrine  of  comparative  cost.  On 
the  other  hand,  it  is  contended  that  trade  relations  which  extend  be- 
yond the  boundaries  of  a  particular  state  constitute  an  economy  of  a 
different  sort  from  that  adjusted  to  the  requirements  of  intra-national 
trading.  The  instinct  of  profit  seeking,  acting  under  the  restraints  of 
the  institution  of  private  property,  is  not  accepted  as  a  competent 
agency  of  industrial  control,  the  result  being  that  government  is  en- 
couraged to  assume  definite  economic  responsibilities.  This  is  the 
school  that  takes  the  name  of  National  Economy.  Its  basic  doctrine  is 
that  the  state  as  an  organic  unity  must  entertain  industrial  ends  of 
its  own  distinct  from  those  of  its  citizens,  and  that  these  ends  are  su- 
preme even  in  the  economic  field. 

In  one  particular,  these  two  schools  of  economic  thinkers,  the  Na- 
tional school  and  the  Classical  school,  agree.  Neither  admits  the  ex- 
istence of  a  distinctive  world  economy.  For  National  economists,  when 
world  commercial  relations  "break  into  the  national  economic  sphere/' 
the  situation  engendered  is  "but  a  detail  of  the  extended  policy  of  na- 
tional economy."1  There  is  here  no  conception  of  a  world  economic 
problem.  For  the  Classical  economist,  world  trade  is  in  no  sense  dif- 
ferent from  trade  between  citizens  of  the  same  state,  and  the  business 
of  government  is  limited  to  the  protection  of  contracts  and  the  enforce- 
ment of  obligations. 

A  second  generalization  respecting  foreign  trade  relations  is  equally 
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significant.  The  doctrines  of  these  two  schools  of  economists  are  re- 
flected in  the  diplomacy  of  the  respective  countries  where  they  find  ac- 
ceptance. The  one  assumes  to  guide  and  to  foster  the  commercial  in- 
terests of  its  nationals  by  an  aggressive  industrial  program;  the  other, 
while  it  assumes  to  permit  its  nationals  to  trade  where  they  please, 
under  any  arrangements  they  can  make  and  on  their  own  responsibility, 
is  forced  into  an  aggressive  policy  in  order  to  protect  citizens  in  their 
rights,  according  to  the  home  definition  of  such  rights.  Thus  it  comes 
about  that  aggression  in  the  name  of  defense  is  characteristic  of  the 
governments  of  first-class  powers,  whether  the  policy  of  such  govern- 
ments be  adjusted  to  the  principles  of  national  or  of  classical  econo- 
mists. There  is  no  recognized  or  established  standard  of  conduct  for 
the  world  market;  on  the  contrary,  there  are  as  many  codes  of  busi- 
ness morals  and  legal  rules  as  there  are  different  nationals  trading  on 
that  market.  It  is  this  fact  that  makes  clear  the  point  of  view  from 
which  a  proposal  to  establish  international  supervision  over  foreign 
investments  should  be  approached.  It  raises  a  practical  problem  in 
world  economy. 

The  industrial  and  political  character  of  world  economy  may  be 
traced  to  an  added  fact  respecting  it.  Not  only  is  the  trading  world 
of  today  made  up  of  independent  political  units,  but  each  of  these  units 
stands  on  a  different  rung  of  the  ladder  of  economic  attainment.  Some 
have  already  exploited  their  national  resources,  at  least  up  to  the  pres- 
ent limit  of  applied  science;  others  have  resources  as  yet  only  parti- 
ally exploited.  Some  have  ample  funds  of  labor  skilled  in  industry 
or  drilled  for  organization ;  others  have  ample  workers  so  far  as  num- 
bers are  concerned,  but  these  workers  are  untrained  for  the  organiza- 
tion of  effective  production.  The  factor  of  capital,  also,  which,  as  here 
used,  covers  intelligence,  machinery,  and  waiting  power,  exists  for 
some  peoples  in  abundance;  for  others  it  is  a  scarce  and  a  coveted  fac- 
tor. Even  ability  for  management  and  guidance  is  not  equally  dif- 
fused among  the  nations  that  appear  as  traders  on  the  world  market. 
The  earth  is  full  of  unoccupied  commercial  opportunities  for  those 
who  have  the  vision  to  see  and  the  power  to  take. 

Under  such  conditions,  it  quickly  becomes  the  dominant  commer- 
cial purpose  of  those  peoples  who  stand  in  the  fore  rank  of  economic 
attainment  to  exploit  the  industrial  opportunities  of  backward  peo- 
ples. Not  only  does  this  purpose  respond  to  the  commercial  instinct 
because  of  the  profit  to  be  gained,  but  it  appeals  to  the  imagination  of 
forceful  intellects  as  a  contribution  to  the  economic  building,  or  it  may 
be  re-building,  of  the  world.     Whether  or  not  the  world  needs  to  be 
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rebuilt,  I  do  not  undertake  to  say ;  but  the  master  fact  of  the  present 
situation  is  that  peoples  who  possess  the  power  for  aggression  have 
decreed  that  the  world  must  be  reorganized  to  meet  the  requirements 
of  machine  production  and  of  big  business  control.  This  being  the 
case,  the  problem  for  a  world-economy  is  to  analyze  and  to  measure  the 
relative  equities  involved  in  this  transformation,  and  the  problem  for 
a  world-diplomacy  is  to  standardize  the  conditions  under  which  the  in- 
dustrial rebuilding  of  the  world  should  take  place.  It  is  because  these 
problems  have  not  been  solved  that  Western  peoples  for  centuries  have 
lived  in  a  constant  state  of  potential  warfare. 

It  would  be  an  error,  however,  to  hold  commerce  responsible  for 
the  dangers  inherent  in  this  situation.  There  is  nothing  sinister  in 
foreign  trade  nor  in  the  motive  which  leads  advanced  peoples  to  press 
their  guidance  and  their  capital  on  backward  states;  nor  is  there  any 
reason  in  the  industrial  situation  considered  by  itself  why  sinister  re- 
sults should  follow  the  working  out  of  this  motive.  If  the  rivalry 
of  first-class  powers  for  the  control  of  foreign  markets,  whether  for 
the  sale  of  goods  or  the  investment  of  capital,  has  proven  itself  a 
menace  to  the  peace  of  the  world  (and  that  such  is  the  case,  no  one 
will  care  to  deny),  the  explanation  must  be  sought  in  the  arrested  de- 
velopment of  political  relations  rather  than  in  the  under-development 
of  industrial  conditions.  The  integration  of  political  control  has  not 
kept  pace  territorially  with  the  expansion  of  commercial  interests. 
An  opportunity  is  thus  afforded  for  the  assumption  of  national  sover- 
eignty and  the  exercise  of  national  authority  within  a  domain  occu- 
pied by  international  relations.  The  attitude  of  mind  or  of  national 
sentiment  thus  engendered,  if  entertained  by  two  or  more  first  class 
powers,  must  lead  to  confusion,  misunderstandings,  and  conflicts.  In 
this  fact  do  we  find  the  explanation  of  those  sinister  results  which, 
from  the  sixteenth  century  to  the  present  time,  have  accompanied  the 
industrial  and  commercial  development  of  the  world.  It  is  this  fact 
that  makes  some  form  of  limited  international  control  over  foreign  in- 
vestments and  foreign  loans  the  vital,  outstanding  problem  of  con- 
structive diplomacy.  The  proposal  to  establish  international  super- 
vision over  foreign  investments  is  an  important  although  a  minor  phase 
of  that  comprehensive  program  of  international  organization  which  has 
for  its  aim  the  maintenance  of  commercial  peace.  It  has  the  same 
historic  background,  and  carries  with  it  the  same  diplomatic  imputa- 
tions. Such,  at  least,  is  the  interest  I  find  in  a  discussion  of  foreign 
loans  and  foreign  investments. 

The  diplomatic  significance  of  international  investments  depends  on 
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the  conditions  that  surround  them  rather  than  on  their  amount.  The 
most  simple  of  the  conditions  under  which  international  borrowing  is 
carried  on  arises  when  the  two  nations  concerned  are  of  the  same  in- 
dustrial and  political  standing  and  rely  on  the  same  legal  principles 
and  practices  for  the  interpretation  of  obligations  and  the  enforcement 
of  contracts.  The  relative  standing  of  England  and  the  United  States 
may  be  cited  in  illustration.  These  countries  accept  the  same  theories 
respecting  the  origin  and  use  of  capital ;  they  entertain  the  same  ideas 
respecting  business  organization  and  management;  their  programs  for 
government  supervision  over  business  practices  are  very  much  alike; 
but  of  more  importance  is  the  fact  that  these  countries  follow  the  same 
rules  in  the  organization  and  control  of  their  courts.  If  to  these  facts  is 
added  the  further  fact  that  the  potential  military  and  naval  strength 
of  the  one  country  is  about  on  a  par  with  that  of  the  other,  a  situation 
obtains  in  which  investments  and  loans  as  between  these  two  countries 
is  a  matter  of  diplomatic  indifference.  The  creditor  relies  for  the  se- 
curity of  his  investments  not  on  the  diplomatic  pressure  of  his  home 
government,  but  on  the  orderly  working  of  the  courts  of  the  debtor 
country.  Under  such  conditions,  foreign  investments  and  foreign  loans, 
like  foreign  trade,  raise  no  international  problems.  They  are  in  all 
essential  particulars  like  domestic  investments,  domestic  loans,  and  do- 
mestic trade.  Any  international  understanding  which  has  for  its  aim 
the  standardization  of  industrial  procedure  so  far  as  foreign  invest- 
ments and  loans  are  concerned,  may  drop  these  nations  from  the  list  of 
nations  to  be  considered. 

International  embarrassments  which  arise  on  account  of  foreign  in- 
vestments and  loans  are  traceable  primarily  to  the  political  and  in- 
dustrial conditions  of  backward  peoples.  When  the  debtor  nation  is 
industrially  undeveloped,  or  under-developed,  as  compared  with  the 
creditor  nation;  when  the  machinery  on  which  the  debtor  nation  relies 
for  the  enforcement  of  business  agreements  is  not  familiar  to  the  citi- 
zens of  the  creditor  nation;  when  the  mingling  of  democratic  forms 
with  autocratic  practices  makes  the  foreign  loan  a  risky  investment; 
but  especially  when  the  debtor  nation  is  politically  weak,  the  govern- 
ments of  creditor  nations  have  always  responded  to  appeals  from  their 
nationals  for  some  form  of  peculiar  protection.  This,  at  least,  has 
been  the  practice  of  capital-building  and  over-sea  trading  nations  since 
the  sixteenth  century,  and  it  is  largely  upon  this  fact  that  the  need 
of  commercial  diplomacy  for  the  standardization  of  commercial  prac- 
tices rests.  It  is  with  this  kind  of  international  investments  that  the 
constructive  diplomacy  of  the  future  must  concern  itself. 
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We  are,  perhaps,  not  aware  of  the  extent  to  which  the  principle  of 
exterritoriality  has  been  carried  by  the  powerful  nations  in  their  eco- 
nomic rebuilding  of  the  world.  Exterritorality,  in  its  technical  sense, 
means  the  substitution  of  the  court  procedure  of  a  creditor  country  for 
the  business  practices  of  the  debtor  country.  When  one  takes  a  broad 
view  of  the  subject,  however,  there  are  many  expedients  outside  the 
formal  practices  of  the  courts  to  which  the  investors  of  creditor  na- 
tions resort  in  order  to  insure  the  safety  of  their  investments.  Diplo- 
matic pressure  may  be  brought  to  bear  and  that  in  a  way  that  no  am- 
bassador or  consul  would  think  of  doing,  were  he  dealing  with  the  sub- 
jects of  a  first-class  power.  The  revenue  machinery  of  a  debtor  na- 
tion may  be  taken  over  by  agents  of  the  creditor  nation,  and  accredited 
representatives  of  the  investors  may  be  placed  in  charge  of  the  in- 
dustries created,  even  though  the  investors  have  no  title  in  the  prop- 
erty. Most  of  the  railways  of  China,  for  example,  are  the  property  of 
the  Republic  of  China,  but  they  are  operated  by  foreigners  and  their 
revenues  are  paid  to  foreign  banks. 

Arrangements  of  this  sort,  although  they  encroach  upon  the  inde- 
pendent, responsible  action  of  weak  debtor  states,  may  perhaps  be 
justified  when  regarded  as  a  step  in  the  political  and  industrial  trans- 
formation of  the  world.  That  point  is  not  raised.  The  situation  has 
been  described  in  order  to  make  clear  the  fact  that  an  application  of 
the  spirit  of  exterritoriality  is  more  comprehensive  than  the  technical 
definition  supplied  by  international  law.  It  comprises  all  those  ave- 
nues of  influence  by  which  the  authority  of  one  nation  permeates  and 
controls  the  business  and  political  life  of  another  nation. 

Not  only  does  this  situation  endanger  the  interests  of  weak  peoples, 
but  it  is  the  occasion  of  constant  irritation  between  first-class  powers. 
Were  one  capital-lending  country  only  in  a  position  to  exercise  exterri- 
torial influence,  it  might  not  perhaps  be  abused.  There  would  at  least 
be  no  competitive  temptation  for  its  abuse;  but  when  the  governments 
of  England,  France,  Germany,  Japan,  and  the  United  States,  to  say 
nothing  of  others  that  might  be  mentioned,  encourage  their  respective 
nationals  to  make  investments  in  countries  like  China,  Persia,  or  some 
of  the  republics  of  South  America,  by  offers  of  peculiar  protection,  the 
belligerent  tendencies  of  such  a  policy  may  be  readily  understood. 
Each  lending  nation  becomes  jealous  of  the  investments  made  by  the 
others,  and  the  atmosphere  of  intrigue  and  suspicion  thus  engendered 
is  conducive  neither  to  the  normal  working  of  economic  laws  which 
ought  to  control  all  investments  or  loans,  nor  to  the  good  understand- 
ing which  makes  for  peace.    The  diplomatic  representatives  of  capital- 
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lending  nations  at  the  courts  of  weak  powers  are  in  a  constant  state  of 
potential  warfare.  It  is  to  this  situation  that  constructive  diplomacy 
should  direct  its  attention.  The  exercise  by  first-class  powers  of  ex- 
territorial influence,  if  in  the  present  undeveloped  condition  of  cer- 
tain states  it  must  exist,  should  be  exercised  on  the  basis  of  a  carefully 
expressed  international  understanding.8  This  is  what  is  meant  by  the 
proposal  of  some  form  of  international  supervision  over  foreign  invest- 
ments. 

The  practical  side  of  this  problem  may  be  presented  by  the  study 
of  some  definite  situation.  China  is  selected  for  that  purpose,  and,  to 
particularize  the  problem  yet  further,  the  analysis  which  follows  is 
confined  to  Chinese  railway  investments.  It  will  be  quite  safe  to  gen- 
eralize from  this  somewhat  narrow  study,  for  the  stipulation  of  loan 
agreements  for  investments  in  railways  in  a  country  like  China  re- 
flects perfectly  the  investor's  point  of  view.  They  illustrate  the  kinds 
of  contracts  foreign  investors  demand  as  a  means  of  making  them- 
selves secure  against  what  are  regarded  as  unusual  risks.  They  also 
illustrate  how  the  debtor  nation  stands  with  regard  to  a  property  of 
which  it  holds  the  title  but  which  has  been  built  out  of  funds  provided 
by  foreigners.  The  following  analysis  of  loan  concessions  will  be 
confined  to  three  points. 

In  the  first  place,  investments  in  Chinese  railways  are  commonly 
underwritten  by  banking  syndicates  and  are  made  on  the  basis  of 
concessions  granted  by  the  Chinese  government.  These  concessions 
commonly  confer  upon  the  syndicates  the  exclusive  right  of  construct- 
ing a  particular  railway  in  a  particular  locality.  They  recite  the  rights 
of  the  concessionaire  and  the  liabilities  incurred  by  the  debtor  gov- 
ernment, and  these  rights  and  liabilities  are  accepted  as  the  terms  of 
a  loan  agreement  when  the  syndicate  offers  Chinese  railway  securities 
for  sale.  These  syndicates  ought,  so  far  as  the  theory  of  investments 
is  concerned,  to  be  purely  an  industrial  organization.  In  fact,  how- 
ever, they  bear  a  political  as  well  as  an  industrial  character.  In  this 
lies  their  danger. 

In  the  second  place,  the  bankers  who  secure  funds  at  home  for  in- 
vestment abroad  frequently  retain  the  right  of  supervisory  control  over 
the  operation  of  the  industry  thus  established.  This  is  true  whether 
an  investment  is  on  the  basis  of  a  government  concession  or  of  a  private 
contract    The  assumption  by  the  banks  of  the  right  to  supervise  in- 

*  By  the  courtesy  of  the  Director  of  the  Division  of  History  and  Economics 
of  the  Carnegie  Endowment  for  International  Peace,  the  two  foregoing  pages 
are  taken  from  a  manuscript  which  is  the  property  of  the  Endowment 
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vestments  in  which  their  clients  are  interested,  is  more  or  less  fa- 
miliar. Under  some  conditions,  it  might  not  be  the  subject  of  criti- 
cism, but  as  carried  on  in  countries  whose  local  credit  is  not  adequate 
to  secure  the  capital  needed  for  local  development,  this  business  prac- 
tice assumes  a  sinister  political  aspect.  In  theory,  it  is  a  device  to 
minimize  risk;  in  many  cases,  however,  it  comes  to  be  the  means  for 
the  exercise  of  a  pernicious  exterritorial  influence. 

The  third  fact  respecting  these  concessions  is  equally  significant. 
Loan  agreements  of  the  class  under  consideration  quite  generally  pro- 
vide that  the  engineer  and  the  accountant  in  charge  of  an  industrial 
property  built  out  of  the  proceeds  of  foreign  monies  should  be  ap- 
pointed by  the  syndicate  or  bank  which  represents  those  who  loan  the 
money.  All  the  Chinese  government  railways,  for  example,  with  a 
single  exception,  although  owned  by  the  Chinese  government,  are  oper- 
ated and  financially  controlled  by  foreigners.  Foreign  employees  are 
on  the  pay  roll  of  Chinese  railways,  but  they  take  their  instructions 
from  foreign  banks.  Provisions  of  this  sort  may  perhaps  be  necessary 
as  props  to  the  credit  of  weak  debtor  nations ;  but  this  kind  of  borrow- 
ing, when  the  loan  is  international,  is  sure  to  give  rise  to  international 
complications. 

The  most  disturbing  of  the  minor  factors  involved  in  the  stipula- 
tion for  that  class  of  foreign  loans  now  under  consideration,  pertains 
to  a  provision  for  indirect  profits  as  a  motive  for  investment.  It  is 
commonly  recited  in  Chinese  railway  concessions  that  the  materials 
used  for  construction  and  for  maintenance  are  to  be  purchased  through 
the  banks  that  supply  the  funds.  It  is  to  this  fact  that  the  standardi- 
zation of  foreign  investments  through  some  form  of  international  super- 
vision is  addressed.  Without  such  supervision,  competition  for  invest- 
ment in  a  country  like  China  will  prove  to  be  the  occasion  not  only  of 
misunderstandings  and  criminal  emulation  on  the  part  of  investors, 
but  the  industrial  rebuilding  of  China  will  be  seriously  embarrassed. 

A  review  of  the  steps  taken  to  meet  this  situation  either  directly  or 
indirectly  may  throw  some  light  on  the  requirements  of  a  satisfactory 
adjustment.  One  of  the  first  moves  in  this  direction  was  the  declara- 
tion of  the  doctrine  of  the  open  door  for  the  Orient.  This,  however, 
had  reference  primarily  to  the  access  by  all  foreigners  to  the  markets 
of  China  on  equal  terms  and  not  to  investments  in  Chinese  industries. 
The  open-door  policy  is  based  on  sound  economic  doctrine,  but  it  per- 
tains to  the  sale  of  goods  and  not  to  the  investment  of  foreign  capital 
for  production,  or  to  services. 

A  second  recognition  of  the  difficulties  involved  in  the  making  of 
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foreign  loans  is  found  in  an  agreement  between  the  leading  bankers  of 
certain  countries  to  cooperate  in  the  matter  of  foreign  investments. 
The  United  States  was  once  a  party  to  such  an  international  under- 
standing, which  took  the  form  of  an  international  group  of  bankers, 
but  the  activities  of  this  group  were  never  carried  sufficiently  far  to 
determine  from  experience  of  what  it  was  capable.  Shortly  after  the 
first  inauguration  of  President  Wilson,  the  American  bankers,  mem- 
bers of  this  group,  obtained  certain  impressions  as  to  a  change  in  the 
policy  of  the  Administration  which  led  them  to  withdraw  from  the 
group.  So  little  is  known  of  this  transaction  that  it  would  be  idle  to 
comment  upon  it  in  any  authoritative  manner.  It  is,  however,  known 
that  one  of  the  objections  commonly  urged  against  the  international 
understanding  of  bankers  as  at  that  time  organized  was  that,  so  far  as 
the  United  States  was  concerned,  it  tended  to  create  a  monopoly  in  the 
hands  of  a  small  number  of  American  bankers.  But  whatever  the 
reason  for  withdrawal,  it  is  evident  from  subsequent  events  that  such 
a  plan  is  inadequate.  It  has  two  significant  limitations  when  regarded 
as  a  means  to  secure  a  satisfactory  international  control  over  foreign 
investments. 

In  the  first  place,  this  loan  group  was  an  international  organiza- 
tion of  banks,  and  not  an  international  understanding  of  governments. 
This  was  a  fatal  error.  In  the  second  place,  the  banks  carried  their 
cooperation  no  farther  than  to  loan  the  funds  placed  at  their  disposal. 
The  purpose  of  the  banks  seems  to  have  been  to  avoid  the  evils  arising 
from  competition  between  lenders;  they  made  no  provision  for  diffi- 
culties that  might  arise  after  the  money  had  been  loaned.  For  the  so- 
lution of  all  questions  that  might  arise  after  the  loans  were  made  they  < 
placed  exclusive  reliance  on  the  tortuous  machinery  of  diplomatic  cor- 
respondence. 

A  third  step  toward  the  solution  of  the  problem  under  considera- 
tion, so  far  at  least  as  the  railways  of  China  are  concerned,  is  found 
in  a  proposal  which  has  recently  received  considerable  attention  on  the 
part  of  the  Chinese  themselves.  This  proposal  is  to  the  effect  that 
all  creditor  countries  having  an  interest  in  Chinese  government  rail- 
ways should  agree  to  the  substitution  of  an  international  commission 
for  the  national  supervision  which  now  exists  under  the  terms  of  the 
several  concessions.  Such  a  plan  has  the  merit  of  recognizing  the  point 
at  issue.  If  realized  it  would  at  least  result  in  the  standardization 
of  all  programs  and  practices  that  have  to  do  with  the  construction 
and  operation  of  railways.  If  the  functions  of  such  a  commission 
could  be  extended  to  cover  the  borrowing  of  foreign  funds,  the  future 
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construction  o(  railways  in  China  would  conform  to  some  well  de- 
vised plan.  The  present  haphazard,  planless  procedure  which  results 
from  the  competition  of  concession  hunters  could  no  longer  endure. 
It  is  my  understanding  that  all  but  one  of  the  nations  interested  in 
Chinese  railways,  as  well  as  many  of  the  leading  Chinese  officials,  are 
agreed  as  to  the  advisability  of  an  international  supervisory  commis- 
sion of  some  sort,  but  that  the  representatives  of  Japan  are  not  sym- 
pathetic with  such  a  suggestion. 

The  advisability  of  a  program  of  constructive  diplomacy  drawn 
along  these  general  lines,  cannot  be  questioned.  China  needs  capital 
and  guidance  for  the  transformation  of  her  industrial  life.  This  capi- 
tal and  guidance  she  cannot  secure  without  granting  the  investors  the 
protection  of  some  form  of  foreign  supervision.  The  kind  of  super- 
vision obtained  under  the  terms  of  the  concessions  has  not  proven 
satisfactory  either  to  the  Chinese  or  to  the  foreigners,  a  fact  due  in 
large  measure  to  the  necessity  of  relying  upon  diplomatic  procedure 
for  the  adjustment  of  difficulties  that  arise  after  capital  has  been 
invested.  Should  an  international  commission  composed  of  competent 
men  be  placed  in  charge  of  the  present  operation  and  future  construc- 
tion of  the  railways  in  China,  the  rivalries  and  corrupt  practices  of 
concession  hunters  would  largely  cease.  Investors  would  be  secure  in 
their  investments  and,  proper  provision  for  the  representation  of  China 
having  been  made,  the  citizens  of  the  Chinese  Republic  would  be 
greatly  benefited. 

Another  advantage  both  to  the  world  and  to  China  would  result 
from  such  an  organization  for  the  supervision  of  foreign  investments. 
A  commission  of  this  sort  must  live  on  the  ground  where  its  authority 
is  exercised  and  most  of  the  questions  presented  to  it  for  solution  could 
be  answered  without  reference  to  the  foreign  offices  of  particular 
states.  By  this  means,  the  rules  of  business  procedure  rather  than 
that  of  diplomatic  precedent  would  be  brought  to  bear  on  those  prac- 
tical industrial  questions  which  arise  in  connection  with  the  develop- 
ment on  Chinese  soil  of  Chinese  industries,  and  many  questions  which 
have  within  them  the  seeds  of  international  misunderstandings  would 
be  settled  before  they  became  the  occasion  of  international  controversy. 

It  may  be  said  that  such  a  proposal  as  the  one  under  consideration 
is  addressed  to  a  minor  difficulty;  that,  at  best,  it  is  an  opportunistic 
proposal.  This  doubtless  is  true  and  this,  in  my  judgment,  is  its 
peculiar  merit  While  it  is  in  harmony  with  the  comprehensive  idea 
of  a  super-state  for  the  standardization  and  control  of  foreign  com- 
merce in  all  of  its  phases,  it  recognizes  that  possibly  the  time  has  not 
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yet  arrived  for  a  fruitful  discussion  of  so  comprehensive  a  plan.  Here 
however,  is  one  thing  that  can  be  done  and  which,  if  done  successfully, 
would  tend  to  establish  rules  and  precedents  for  the  extension  of  some 
form  of  international  control  over  the  entire  field  of  foreign  trade. 

The  practical  problem  involved  is  a  problem  in  constructive  diplo- 
macy, but  its  interest  for  the  economist  is  greater  than  for  the  states- 
man. For  him  any  analysis  of  international  trade  relations  brings  into 
view  commercial  conditions  and  forces  for  which  no  adequate  provision 
is  made  by  the  accepted  doctrines  of  either  the  National  or  the  Classi- 
cal school  of  economists.  A  new  field  of  inquiry  is  thus  opened  up  for 
the  economic  theorist. 


FOREIGN  INVESTMENTS— DISCUSSION 

Yu  Tinn  Hugh. — It  seems  to  me  that  an  international  investment 
policy  that  would  work  for  the  mutual  benefit  of  both  the  creditor  and 
debtor  nations  from  now  on  must  be  based  on  justice.  This  is  par- 
ticularly true  in  the  formulation  of  an  investment  policy  toward  China. 

The  present  international  investment  policy  toward  China  is  based 
on  international  jealousy  and  intrigue,  with  the  result  that  China  is 
divided  up  into  spheres  of  influence,  viz.,  the  south  is  claimed  as  the 
French  sphere,  the  western  and  central  parts  as  the  British  sphere, 
the  northeast  as  the  Japanese  sphere,  and  the  northwest  as  the  Russian 
sphere  before  the  acsendancy  of  the  Bolshevist  regime  in  Russia. 
Theoretically  there  is  an  open-door  policy  in  China,  but  practically 
this  policy  has  never  been  in  existence.  In  the  regions  like  Man- 
churia, Shantung,  and  elsewhere,  where  the  Japanese  had  obtained  a 
foothold,  the  door  is  closed  to  international  trade;  as  the  Japanese 
government  usually  controls  the  railroads  of  these  regions  and  gives  all 
kinds  of  special  trade  privileges  to  her  own  nationals,  such  as  rebates 
on  freight  rates,  delay  in  the  delivery  of  foreign  goods  which  are  com- 
peting with  Japanese  goods,  opening  the  letters  of  competitors  to  re- 
move their  bills  of  lading  and  checks  by  a  steaming  process  and  the 
like;  thus  driving  out,  not  only  foreign  traders,  but  even  Chinese 
traders  themselves. 

Furthermore,  other  nations  possessing  spheres  are  very  jealous  of 
their  rights,  and  attempt  to  prohibit  the  traders  of  each  other  from 
entering  the  region  and  to  hinder  each  other's  investments  in  that 
region,  except  as  special  agreements  are  made.  Then  each  and  every 
nation  which  is  interested  in  the  economic  exploitation  of  China  in- 
fluences the  Chinese  government  from  time  to  time, — either  through 
pressure,  like  the  Japanese,  or  through  persuasion,  like  the  British, — 
to  obtain  further  concessions  or  spheres  of  influence.  With  this  sys- 
tem in  existence  international  jealousy  and  intrigue,  leading  to  inter- 
national wars,  is  inevitable. 

The  only  solution  of  this  complicated  problem  is  to  organize  an  in- 
ternational investment  bureau,  on  which  every  nation  interested  in  in- 
vestments in  China  would  be  represented,  to  decide  on  a  policy  of 
justice,  and  in  particular  to  abolish  the  spheres  of  influence  in  order 
that  international  jealousy  and  intrigue  may  be  removed.  Every  na- 
tion interested  in  investments  in  China  should  have  one  representa- 
tive on  such  a  bureau,  and  China,  the  borrowing  nation,  should  also 
be  represented.  If  a  loan  is  for  the  development  of  China,  she  should 
have  representation  equal  to  that  of  all  the  other  powers  combined, 
in  supervising  the  use  of  the  funds,  the  object  for  which  they  are  to 
be  applied,  their  repayment  when  due.  If  a  loan  is  applied  to  an- 
other undeveloped  country  the  same  rule  should  be  applied  to  that 
other  nation.  In  this  way  international  jealousy  and  intrigue  would 
very  likely  come  to  an  end,  and,  in  fact,  this  is  the  only  harmonious 
solution  of  the  problem  of  the  investments  of  the  powers  in  China. 


SOME  PROBABLE  RESULTS  OF  A  BALANCED  INDUSTRIAL 

SYSTEM 

By  T.  N.  Carver 
Harvard  University 

Where  several  things  have  to  be  combined  in  order  to  get  a  certain 
result,  the  question  of  the  ratio  in  which  they  combine  most  satisfac- 
torily can  never  be  without  interest.  Wherever  they  are  actually  com- 
bined in  the  most  satisfactory  ratios  there  is  said  to  be  a  balance  among 
them.  Thus,  the  scientific  dietitians  and  the  cattle  feeders  speak  of  a 
balanced  ration  when  the  nutritive  elements  are  combined  in  such  ratios 
as  to  secure  the  most  satisfactory  results.  Soil  chemists  and  farmers 
speak  of  a  balanced  soil  when  the  different  elements  of  plant  growth 
are  combined  in  such  ratios  as  yield  the  largest  crops.  A  scientific 
manager  will  speak  of  a  balanced  business  when  all  the  elements  or 
factors  in  the  entire  business  are  combined  in  such  ratios  as  will  give 
the  maximum  productivity.  Not  enough  attention  has  been  given  to  the 
necessity  of  carrying  this  idea  of  balance  throughout  the  whole  na- 
tion, or  the  whole  industrial  system,  balancing  every  industry  against 
every  other,  and  every  element  or  factor  in  every  industry  against 
every  other.  The  statesman  and  the  economist  should  fee  as  definitely 
interested  in  this  larger  problem  of  balance  as  the  various  experts  al- 
ready named  are  in  their  own  special  problems  of  balance. 

Some  approximation  to  the  idea  of  such  a  balance  is  found  in  the 
concept  of  the  static  state,  on  the  one  hand,  or  in  the  concept  of  the 
equilibrium  of  demand  and  supply  on  the  other.  Neither  is  quite  com- 
plete, however,  because  of  the  general  acceptance  of  the  fact  that  the 
normal  price-making  process  tends  to  bring  about  a  quasi-equilibrium 
between  the  forces  of  demand  and  supply.  Perhaps  it  would  be  more 
accurate  to  say  that  there  is  a  tendency  to  accept  this  quasi-equilibrium 
as  a  real  equilibrium,  or  as  a  state  of  balance.  We  are  accustomed  to 
speak  of  an  equilibrium  price  as  a  price  which  will  bring  about  an 
equilibrium  between  demand  and  supply,  by  inducing  buyers  to  buy 
exactly  as  much  as  sellers  are  willing  to  sell.  No  matter  how  unsatis- 
factory the  price  may  be  from  various  other  points  of  view,  if  it  will 
bring  about  this  result,  it  is  said  to  be  the  equilibrium  price.  Not  until 
the  price  which  brings  about  this  kind  of  equilibrium  is  a  satisfac- 
tory price  from  the  general  social  point  of  view  can  there  be  said  to 
be  a  true  equilibrium  or  balance. 

It  is  true,  on  the  other  hand,  that  however  satisfactory  a  price  may 
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be  from  other  points  of  view,  if  it  does  not  result  in  an  equilibrium  of 
demand  and  supply,  if  it  does  not  induce  buyers  to  buy  as  much  as  it 
induces  sellers  to  sell,  and  sellers  to  sell  as  much  as  it  induces  buyers 
to  buy,  it  can  not  be  a  satisfactory  price.  To  establish  a  price  which, 
on  other  grounds,  might  be  called  a  just  price,  but  which  would  induce 
buyers  to  buy  more  than  sellers  were  induced  to  sell,  or  sellers  to  sell 
more  than  buyers  were  induced  to  buy,  would  throw  the  market  into 
confusion,  would  waste  a  great  deal  of  productive  energy,  throw  the 
whole  industrial  system  out  of  balance,  and  lead  to  worse  evils  than  it 
was  designed  to  cure.  In  fact,  it  would  be  applying  the  remedy  to 
the  symptoms  of  the  disease  and  not  to  the  cause.  The  price  must 
be  an  equilibrium  price,  whatever  else  it  is  or  is  not. 

While  the  price  must,  first  and  foremost,  be  an  equilibrium  price,  it 
must  also,  so  far  as  possible,  be  a  satisfactory  price  from  other  points 
of  view.  The  mere  fact  that  it  is  an  equilibrium  price  does  not  neces- 
sarily mean  that  it  is  or  is  not  a  satisfactory  price  in  other  respects. 
When  the  market  is  truly  or  properly  balanced,  every  price  will  not 
only  be  an  equilibrium  price,  it  will  also  be  a  just  and  a  satisfactory 
price.  For  example,  a  very  low  price  for  a  certain  article  may  result 
in  an  equilibrium,  temporarily  at  least,  between  demand  and  supply; 
that  is,  at  the  low  price,  producers  may  still  be  willing  to  produce  as 
much  as  buyers  care  to  buy  even  at  that  low  price,  notwithstanding  the 
producers  may  be  impoverished  by  the  low  price.  To  be  sure,  if  yon 
give  them  time  enough,  some  of  them  will  probably  go  out  of  business, 
others  will  change  their  occupation,  and  still  others  will  die  off.  This 
may  eventually  reduce  the  supply  and  bring  the  price  up  to  a  satisfac- 
tory level  for  those  who  remain  in  the  business.  Meanwhile  there  is 
hardship.  From  the  point  of  view  of  this  paper  there  was  not  a  proper 
industrial  balance  when  the  price  was  low,  in  spite  of  the  fact  that  the 
market  showed  an  equilibrium  of  demand  and  supply.  After  produc- 
tion was  reduced  and  the  supply  was  diminished  until  the  price,  which 
was  still  an  equilibrium  price,  became  also  a  satisfactory  price  from 
the  point  of  view  of  the  welfare  of  all  concerned,  there  was  then  a  true 
economic  balance. 

Again,  to  be  more  specific,  the  price,  or  wages,  of  a  certain  kind  of 
labor  may  be  an  equilibrium  price  in  that  it  induces  as  many  men  to 
offer  themselves  for  hire  as  employers  care  to  hire,  and  yet  the  price 
may  be  so  low  as  to  leave  the  laborers  exceedingly  poor.  A  low  stand- 
ard of  living  among  them  may  make  them  perfectly  willing  to  repro- 
duce their  kind  in  sufficient  numbers  to  keep  up  the  labor  supply  even 
at  the  low  wages,  or  there  may  be,  in  some  part  of  the  world,  a  reser- 
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voir  of  cheap  labor  which  will  be  glad  to  migrate  in  order  to  get  the 
low  wages  offered;  the  educational  system  may  be  so  ineffective  that 
the  children  of  the  poor  have  no  choice  other  than  to  accept  employ- 
ment in  the  poorly  paid  occupation;  or  some  of  the  other  factors  of 
production  may  be  so  scarce  as  to  reduce  the  opportunities  for  the  pro- 
ductive use  of  this  class  of  labor.  In  any  or  all  of  these  cases,  the 
equilibrium  of  the  demand  for  the  kind  of  labor  in  question  and  its 
supply  may  be  maintained  indefinitely  in  spite  of  the  fact  that  its 
wages  are  unsatisfactory  from  the  social  point  of  view. 

Even  in  this  case,  whatever  the  wages  are  or  are  not,  they  must  be 
an  equilibrium  wage.  To  decree  otherwise  would  create  worse  evils 
than  it  would  cure.  To  decree  higher  wages  for  all  comers  would  en- 
courage still  earlier  marriages  and  larger  families,  or  it  would  stimu- 
late still  greater  immigration,  or  in  some  other  way  induce  larger 
numbers  to  offer  themselves  for  hire  in  the  industries  in  question.  At 
the  same  time  it  would  not  induce  employers  to  hire  so  many  as  at 
the  lower  wages.  The  result  would  be  that  while  a  certain  number 
of  laborers  would  gain  a  slight  advantage  through  the  rise  in  wages 
yet  industry  would  either  be  cluttered  up  by  a  great  surplus  of  such 
laborers  who  would  get  in  one  another's  way,  or  some  of  them  would 
suffer  the  great  disadvantage  of  failing  to  get  employment  at  all.  To 
decree  higher  wages,  in  such  a  case,  is  to  apply  the  remedy  to  the 
symptom  of  the  disease  and  not  to  the  cause. 

If,  however,  the  supply  of  labor  of  the  grade  in  question  could  be 
materially  reduced,  or  the  opportunities  for  employment  increased, 
either  by  raising  the  standard  of  living,  so  that  laborers  would  not  be 
willing  to  reproduce  their  kind  and  keep  up  the  supply  of  labor  on  so 
low  a  wage,  by  the  restriction  of  the  immigration  of  that  grade  of 
labor,  by  an  improved  system  of  popular  education  so  that  the  children 
of  those  laborers  already  in  the  overcrowded  occupation  could  have  the 
opportunity  of  choosing  a  less  crowded  and  better  paid  occupation,  or 
by  increasing  the  other  factors  of  production  which  have  to  be  used 
with  the  kind  of  labor  in  question,  the  equilibrium  price  of  that  grade 
of  labor  would  rise.  That  is  to  say,  it  would  then  take  a  higher  wage 
to  induce  as  many  men  to  offer  themselves  for  hire  as  employers  would 
be  willing  to  hire.  We  should  still  have  an  equilibrium  wage,  and  at 
the  same  time  a  wage  that  would  be  more  satisfactory  from  every  point 
of  view.  In  short,  we  should  then  be  applying  our  remedy  to  the  cause 
rather  than  to  the  symptom  of  the  disease. 

A  possible  way  out  of  the  difficulties  certain  to  arise  from  the  at- 
tempt to  apply  the  remedy  to  the  symptom  rather  than  the  cause,  that 
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is,  of  trying  to  decree  high  wages  before  readjusting  the  balance,  would 
be  to  decree  the  high  wages  first  and  then  reduce  the  supply  of  labor 
afterward.  This  could  be  done,  first,  by  admitting  only  as  many  im- 
migrant laborers  of  the  grade  in  question  as  could  get  work  at  the 
higher  wage,  second,  by  permitting  only  as  many  native-born  laborers 
to  work  as  could  get  work  at  the  higher  wages,  encouraging  the  sur- 
plus to  emigrate,  to  go  to  the  almshouse,  or  to  go  to  school  to  learn  a 
new  trade  in  which  wages  are  better,  or  third,  by  increasing  the 
other  factors,  such  as  land,  capital,  and  other  kinds  of  labor  needed 
to  balance  up  the  oversupply  of  the  kind  of  labor  in  question.  The 
decree  of  high  wages  might  thus  be  made  effective  by  balancing  up 
the  labor  market.  It  should  be  remembered,  however,  that  if  the 
labor  market  had  been  balanced  up  first,  the  decree  would  have  been 
unnecessary,  because  there  would  have  been  high  wages  anyway  with- 
out the  decree. 

By  a  balanced  industrial  system  is  meant  a  system  in  which  every 
essential  industrial  function  is  as  well  and  as  adequately  performed 
as  every  other.  This  means  a  system  in  which  it  is  as  important  that 
one  factor  of  production  be  increased  as  any  other  factor.  If  in  a 
given  factory  there  are  so  many  men  doing  one  kind  of  work,  and  so 
few  doing  another  kind,  that  a  larger  gross  product  would  result  if 
one  man  could  be  transferred  from  the  one  kind  of  labor  into  the 
other  kind,  the  industry  is  not  well  balanced.  Another  way  of  stating 
it  would  be  to  say  that  if  it  would  add  more  to  the  gross  product  if 
one  more  man  could  be  added  to  one  part  of  the  working  force  than  if 
one  more  man  were  added  to  another  part  of  the  working  force,  then 
the  working  force  is  not  well  balanced.  It  is  this  perception  of  the 
greater  desirability  of  having  one  more  man  rather  than  one  less  man 
in  one  part  of  the  force  than  in  another  part  that  will  induce  the  man- 
ager to  pay  higher  wages  to  the  one  part  of  the  force  than  to  the 
other.  To  be  sure,  if  he  can  get  one  kind  of  labor  cheaper  than  an- 
other that  will  be  a  sufficient  reason  why  he  should  hire  more  of  the 
one  kind  than  of  the  other.  The  price  or  wages  in  each  class  is  a 
means  of  producing  an  equilibrium  of  demand  and  supply  in  each  case; 
but,  as  already  shown,  the  equilibrium  of  demand  and  supply  which 
results  from  this  kind  of  price  adjustment  is  not  a  true  economic 
balance. 

To  use  more  technical  language,  there  can  be  no  true  economic  bal- 
ance unless  the  marginal  productivity  of  labor  is  approximately  the 
same  in  each  and  every  occupation.  When  the  marginal  productivity 
is  the  same  in  different  occupations,  the  equilibrium  wage  in  the  dif- 
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ferent  occupations  will  be  approximately  the  same.  There  is  thus  an 
equilibrium  of  demand  and  supply,  but  the  forces  determining  that 
equilibrium  are  such  as  to  give  approximately  equal  wages  to  every 
class  of  workers,  not  even  excepting  managerial  workers. 

Care  has  been  taken  to  speak  of  different  occupations  or  different 
classes  of  workers,  and  no  statement  has  yet  been  made  regarding  the 
wages  of  individual  workers  in  the  same  occupation.  So  long  as  one 
occupation  is  as  remunerative  as  any  other,  or  one  class  of  laborers  as 
well  paid  as  any  other,  there  may  be  said  to  be  an  equlibrium  or  bal- 
ance as  between  occupations.  If  within  the  same  occupation  there  are 
differences  in  strength,  skill,  intelligence,  or  general  efficiency,  that 
is  an  individual  affair  which  no  social  policy  can  affect.  If  one  brick- 
layer can  lay  twice  as  many  bricks  as  another,  there  is  an  undoubted 
difference  in  productivity  that  no  social  or  economic  law  can  affect 
or  modify.  But  if  brick  masons  are  neither  more  nor  less  numerous  in 
proportion  to  the  need  for  them  than  are  the  members  of  any  other 
trade  or  profession,  then  brick  masons  as  a  class  should  be  neither  more 
nor  less  prosperous  than  any  other  class,  trade,  or  profession.  There 
might  still  be  great  differences  in  the  prosperity  of  different  individual 
brick  masons  as  between  the  individual  members  of  any  trade  or  pro- 
fession. 

This  is  a  matter  of  some  importance,  because  it  seems  to  be 
a  law,  or  at  least  a  general  tendency,  for  individual  differences  to 
count  for  more  as  you  proceed  from  the  less  skilled  to  the  more  skilled 
occupations.  The  differences  in  the  productivity  and  the  value  of  in- 
dividual ditch  diggers,  while  considerable,  is  by  no  means  so  great  as 
among  skilled  laborers,  and  these  differences,  of  course,  are  greatest  of 
all  in  the  intellectual  and  artistic  callings.  Since  we  usually  focus 
our  attention  upon  the  individuals  who  are  conspicuous  successes  in 
these  callings,  rather  than  upon  the  numerous  failures,  we  are  likely 
to  get  exaggerated  notions  of  the  differences  in  the  prosperity  of  dif- 
ferent occupations.  However,  such  differences  as  exist  are  due  to  a 
lack  of  balance  in  the  industrial  system. 

Since  equality  of  prosperity  is  the  first  sign  or  symptom  of  a  bal- 
anced industrial  system,  as  inequality  is  of  an  unbalanced  system,  the 
first  and  most  conspicuous  result  of  a  balanced  system  has  already  been 
stated.  It  is  the  approximate  equality  of  prosperity  as  between  dif- 
ferent industrial  classes  or  occupational  groups.  But  this  does  not 
exhaust  the  catalogue  of  results. 

Incidentally,  and  as  a  part  of  the  equalizing  process,  there  would  be 
an  equalizing  of  the  bargaining  power  of  different  groups,  notably  that 
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of  the  capitalists  and  the  laborers.  Freedom  to  bargain  for  oneself  is 
sometimes  said  to  mean  the  freedom  to  starve.  That  can  be  true  only 
when  the  industrial  system  is  unbalanced.  We  have  frequently  been 
regaled  with  a  list  of  reasons  why  the  capitalist  is  always  and  neces- 
sarily at  an  advantage  in  the  bargaining  process.  Observation  does 
not  show  that  the  capitalist  as  such  has  any  advantage  except  when 
labor  is  oversupplied.  When  there  is  a  dearth  of  labor  and  a  plethora 
of  capital  the  advantage  is  invariably  on  the  other  side.  When  men 
are  hunting  for  jobs  and  employers  are  not  hunting  for  men,  but 
merely  taking  their  pick  among  the  men  who  are  applying,  the  ad- 
vantage is  obviously  on  the  side  of  the  employer;  and  for  no  obscure 
or  occult  reason.  When,  however,  employers  are  hunting  for  men  and 
men  are  not  hunting  for  jobs,  but  only  taking  their  pick  among  the 
jobs  that  are  offered,  the  advantage  is  just  as  obviously  on  the  side 
of  the  laborer,  and  for  the  same  reason  that  it  was  on  the  side  of  the 
employer  under  the  other  conditions. 

A  by-product  of  this  balanced  condition  is  that  laborers  need  none  of 
those  special  aids  or  helps  in  bargaining  that  most  of  us  have  tolerated, 
and  some  have  advocated  in  the  past.  With  bargaining  power  equal- 
ized, as  it  would  be  under  a  balanced  industrial  system,  the  individual 
of  whatever  class,  trade,  or  occupation  can  be  his  own  master  and  make 
his  own  arrangements,  bargains,  or  voluntary  agreements  with  other 
individuals,  retaining  his  freedom  and  prospering  under  it.  Under 
such  conditions  freedom  would  never  mean  the  freedom  to  starve.  No 
one  would  need  to  surrender  his  freedom  in  order  to  prosper,  nor  his 
prosperity  in  order  to  be  free.  He  could  have  both  freedom  and  pros- 
perity,— two  good  things, — and  it  is  certainly  better  to  have  both 
than  either  one  without  the  other. 

Another  result  would  be  to  make  most  of  our  social  legislation  un- 
necessary. Neither  the  laborer  nor  anybody  else  would  need  the  state 
or  any  paternalistic  organization  to  safeguard  his  interest  beyond  pro- 
tecting him  against  violence  and  fraud.  When  every  man  can  take  his 
pick  among  several  jobs,  the  job  that  provides  the  best  working  con- 
ditions would  attract  him,  and  the  competition  of  employers  for  men 
would  compel  them  to  offer  satisfactory  conditions  in  order  to  get  and 
hold  an  adequate  number  of  laborers. 

One  of  the  most  important  of  all  the  results  would  be  the  partici- 
pation of  labor  in  the  management  of  industry,  on  a  purely  voluntary 
basis,  without  threats,  or  any  kind  of  compulsion  on  its  part.  If  yon 
were  about  to  start  a  business  enterprise  and  were  casting  about  for 
the  different  factors  of  production,  you  would  offer  special  terms  to 
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that  factor  that  was  hardest  to  get.  If  you  discovered  that  there 
was  an  abundance  of  labor  looking  for  jobs,  and  felt  certain  that  as 
soon  as  you  were  ready  to  use  labor  there  would  be  plenty  of  laborers 
on  hand  asking  you  for  jobs,  you  would  not  worry  on  that  score. 
You  would  give  the  problem  of  getting  help  no  second  thought.  If, 
on  the  other  hand,  you  found  that  capital  was  not  forthcoming  in  the 
same  way,  that  capitalists  were  not  thrusting  capital  upon  you,  that 
they  all  had  plenty  of  other  uses  for  their  capital  and  would  not  let 
you  have  it  unless  you  offered  better  terms  than  other  opportunities 
were  offering,  you  would  be  compelled  to  worry  somewhat  over  the 
question  of  capital.  In  fact,  you  would  go  to  those  who  had  it,  and 
offer  them  terms,  or  accept  such  terms  as  they  laid  down.  They 
would  be  in  a  position  to  demand  some  voice  in  the  control  of  your 
business,  and  you  would  be  compelled  to  grant  their  demand.  Now, 
if  this  condition  could  be  reversed,  or  only  considerably  changed  in 
the  direction  of  a  better  balance,  you  would  be  just  as  likely  to  give 
the  laborers  as  the  capitalists  a  voice  in  the  management  of  the  busi- 
ness. 

If,  to  take  an  extreme  case,  there  were  so  much  capital  seeking  in- 
vestment as  to  make  you  certain  that  as  soon  as  you  could  use  it  some 
one  would  be  on  hand  to  offer  it  to  you,  but  if  labor  were  so  scarce  and 
hard  to  find  as  to  make  you  feel  uncertain  whether  you  could  get  any 
or  not,  your  anxiety  would  be  on  the  side  of  labor  and  not  on  the  side 
of  capital.  You  would  have  to  go  to  laborers  and  persuade  them  to 
take  your  job  rather  than  some  others  that  were  open  to  them.  Under 
such  circumstances,  you  would  have  to  accept  their  terms,  even  if  they 
included  a  voice  in  the  management  of  the  business. 

Even  now,  it  sometimes  happens  that  the  enterpriser  needs  some 
special  kind  of  labor,  technically  trained  or  possessing  special  skill, 
which  is  very  hard  to  find.  Men  possessing  this  skill  are  not  looking 
for  jobs,  they  all  have  good  jobs,  with  others  waiting  for  them.  When 
your  enterpriser  goes  after  such  men  he  is  very  likely  to  offer  them 
whatever  they  demand,  even  though  it  be  a  voice  in  the  management 
of  the  business.  He  will  do  the  same  with  any  and  every  kind  of 
labor  that  is  scarce  enough. 

The  indispensable  man  can  generally  get  what  he  wants,  the  super- 
fluous man  must  take  what  he  can  get.  When  a  man  is  as  nearly  indis- 
pensable in  one  occupation  as  in  any  other,  or  no  more  nearly  super- 
fluous in  one  than  in  any  other, — in  short,  when  there  is  an  industrial 
balance,  power  as  well  as  prosperity  will  be  diffused. 

That  power  as  well  as  prosperity  comes  to  those  who  follow  an  oc- 
cupation where  workers  are  scarce  and  hard  to  find,  can  be  shown  by 
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hundreds  of  illustrations,  ranging  all  the  way  from  cooks  to  capitalists. 
That  neither  power  nor  prosperity  comes  to  those  who  follow  an  occu- 
pation where  men  are  abundant  and  easy  to  find  can  be  shown  by 
equal  numbers  of  illustrations,  ranging  all  the  way  from  ribbon  clerks 
to  preachers. 

One  of  the  means  of  creating  a  balanced  industrial  system  is  un- 
doubtedly an  effective  system  of  popular  education.  One  of  its  chief 
functions,  in  an  unbalanced  industrial  system,  is  to  train  people  so 
that  they  may  avoid  the  overcrowded  and  poorly  paid  occupations  and 
enter  the  undercrowded  and  well  paid  occupations.  Every  time  a  man 
is  so  trained,  there  is  one  less  man  who  must  work  in  an  unskilled  and 
overcrowded  occupation,  and  one  more  man  who  can  enter  a  skilled  or 
learned  occupation.  Every  such  case  helps  to  create  a  proper  balance 
and  the  more  such  cases  there  are  the  more  speedily  will  such  a  bal- 
ance be  created. 

Lest  some  one  object  that  even  the  skilled  and  learned  occupations 
are  as  badly  overcrowded  as  the  unskilled  manual  trades,  let  me  point 
out  again  how  easily  one  may  be  deceived  by  the  equilibrium  of  de- 
mand and  supply  as  brought  about  by  the  equilibrium  price.  If  one 
has  the  preconceived  idea  that  ten  thousand  a  year  is  about  a  proper 
income  for  a  business  or  a  professional  man,  whereas  two  thousand  a 
year  is  quite  enough  for  an  unskilled  laborer,  one  may  easily  reach  a 
false  conclusion.  When  one  finds  that  it  is  about  as  hard  for  a  busi- 
ness or  professional  man  to  get  an  income  of  ten  thousand  as  it  is 
for  an  unskilled  laborer  to  get  two  thousand,  one  may  conclude  that 
business  and  the  professions  are  as  badly  overcrowded  as  are  the  un- 
skilled trades.  This  false  conclusion  is  based  on  the  false  assumption 
that  any  income  is  proper  for  one  class  that  is  not  equally  proper  for 
any  other  class,  barring  differences  in  the  cost  of  acquiring  the  neces- 
sary skill.  When  we  get  rid  of  this  false  assumption  we  shall  see  that 
two  occupations  are  not  equally  overcrowded  until  prosperity  is  equal- 
ized between  the  two.  To  equalize  prosperity,  however,  would  re- 
quire that  there  should  be  enough  difference  in  incomes  during  the 
working  years  to  compensate  for  the  difference  in  the  cost,  in  time 
and  money,  of  acquiring  the  necessary  skill.  If  the  differences  of  in- 
come are  greater  than  this  it  argues  that  the  occupation  with  the 
smaller  incomes  is  worse  overcrowded  than  the  one  with  the  larger  in- 
comes. 

But  what  would  happen  to  our  educational  system  after  the  in- 
dustrial system  was  once  balanced  up?  It  is  obvious  that  one  of  its 
functions,  namely,  that  of  balancing  up  the  system,  would  have  been 
performed,  and  to  that  extent  it  would  seem  to  have  made  itself  un- 
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necessary.  On  the  other  hand,  it  would  be  truer  to  say  that  it  would 
then  have  been  relieved  of  the  burden  of  having  to  perform  one  of  its 
functions  and  would  be  free  to  devote  its  whole  energy  to  the  per- 
formance of  the  remaining  functions.  However,  the  necessity  of  pre- 
serving the  balance  already  achieved,  by  counteracting  any  tendencies 
to  throw  it  out  of  balance,  would  still  remain.  In  general,  however, 
the  problem  of  redistributing  our  population,  by  training  numbers  of 
the  rising  generation  to  do  more  remunerative  kinds  of  work  than  their 
fathers  had  done,  without  very  much  regard  to  their  individual  capac- 
ities, would  not  be  so  very  acute,  because  there  would  be  no  more 
remunerative  occupations.  Educators  could  then  consider  the  indi- 
vidual aptitudes  of  individual  pupils,  without  much  regard  to  the  dif- 
ferences in  the  market  values  of  different  aptitudes,  since  there  would 
be  no  great  differences  in  the  market  values  of  different  aptitudes. 
Under  the  unbalanced  condition  which  most  of  us  know,  if  a  pupil 
shows  a  special  aptitude  for  a  kind  of  work  which  is  being  overdone 
and  poorly  paid,  to  train  the  pupil  for  that  work  would  be  to  con- 
demn him  to  poverty,  and  no  conscientious  educator  would  care  to  do 
that.  He  must,  in  fact,  train  the  pupil  for  a  kind  of  work  which  is 
reasonably  well  paid,  and  for  which  the  pupil  shows  some  aptitude, 
even  though  it  be  not  the  kind  of  work  for  which  he  shows  the  greatest 
aptitude.  When  all  kinds  of  useful  work  are  well  paid,  the  educator's 
problem  is  greatly  simplified. 

To  summarize,  it  is  the  opinion  of  the  present  writer  that  a  balanced 
industrial  system  would  produce  four  important  results:  First,  it 
would  equalize  prosperity  among  different  occupations,  though  not 
among  different  individuals  within  the  same  occupation.  Second,  it 
would  equalize  bargaining  power  as  between  classes  of  bargainers, 
though  individual  differences  in  bargaining  power  would  remain. 
Third,  it  would  tend  to  diffuse  power  as  well  as  prosperity  among  all 
classes,  giving  those  who  follow  one  trade  or  occupation  approxi- 
mately as  much  control  over  business  as  would  be  possessed  by  those 
who  follow  any  other  occupation.  Fourth,  it  would  work  a  profound 
change  in  our  educational  system  by  relieving  it  of  what  is  now  one 
of  its  chief  functions,  namely,  that  of  redistributing  our  population 
occupationally  by  training  men  to  avoid  the  overcrowded  and  to  seek 
the  undercrowded  occupations. 

The  significant  thing  about  it  all,  however,  is  that  all  these  results 
would  be  achieved  without  disturbing  the  institution  of  free  contract, 
or  voluntary  agreement,  as  a  basis  of  economic  action,  which  is  the 
fundamental  characteristic  of  all  free  peoples,  and  against  which  most 
of  the  revolutionary  propaganda  of  the  day  is  being  launched. 
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Roy  G.  Blakey. — It  appears  to  me  that  Professor  Carver  has  been 
hearing,  on  the  one  hand,  the  plaints  and  agitation  of  labor  leaders, 
socialists,  bolshevists,  and  other  radicals,  and,  on  the  other  hand,  the 
counter  plaints  of  business  men,  the  social  reformers,  and  others  with 
their  proposals  for  legislation;  and  he  has  longed  for  the  good  old 
days  of  laisses  faire.  He  has  said,  Why  run  after  new  and  false  gods? 
Why  not  remain  faithful  to  the  true  and  never  changing  Jehovah,  for 
He  is  the  only  true  God? 

Professor  Carver  deserves  credit  for  putting  an  old  doctrine  In  a 
new  light,  for  making  us  rethink  our  old  ideas.  I  am  not  one  of  those 
who  decry  theory.  In  fact,  I  think  it  the  most  practical  of  all  prac- 
tical subjects,  the  foundation  or,  to  change  the  figure,  the  mariner's 
chart  which  is  a  sine  qua  non  of  intelligent  thinking,  planning,  and 
progress  in  all  lines. 

Professor  Carver  has  made  many  statements,  however,  which  either 
lack  clarity  or  beg  the  question.  All  of  us  are  prone  to  do  the  same 
thing.  In  truth,  I  am  not  certain  that  any  of  us  can  discuss  theory 
which  in  the  last  analysis  turns  to  philosophy  and  its  ideals  without 
begging  the  question  much  of  the  time.  Let  me  give  a  few  of  many 
examples  from  the  paper  which  has  just  been  read: 

1.  Professor  Carver  uses  the  illustration  of  a  balanced  soil*  It  is 
balanced  when  it  is  composed  of  the  proper  constituents  for  producing 
what  you  want  to  produce.  But  it  is  not  then  balanced  for  producing 
other  things.  What  determines  the  things  for  which  you  want  it  bal- 
anced? Why  wheat  rather  than  rye,  or  rice,  or  beef  or  butter,  or  a  hun- 
dred other  things  ?  Where  does  one  get  the  idea  of  the  desirability  of 
a  balanced  system,  anyway,  and  what  determines  whether  or  not  it  is 
balanced? 

2.  "By  a  balanced  industrial  system  is  meant  a  system  in  which 
every  essential  function  is  as  well  and  adequately  performed  as  every 
other." 

8.  "When  the  market  is  truly  or  properly  balanced,  it  will  also  be 
a  just  and  satisfactory  price." 

4.  "There  can  be  no  true  economic  balance  unless  the  marginal  pro- 
ductivity of  labor  is  the  same  in  different  occupations."  Professor 
Carver  seems  to  have  overlooked  or  minimized  questions  of  demand 
which  are  fully  as  important  as  those  of  supply. 

5.  "The  indispensable  man  can  get  what  he  wants." 

6.  "One  means  of  creating  a  balanced  industrial  system  is  un- 
doubtedly an  effective  system  of  popular  education." 

Because  of  the  indefiniteness  of  statements  like  the  following  it  is 
difficult  to  make  definite  criticisms,  but  some  of  their  implications  are 
inconsistent  with  other  points  made  in  the  paper,  or  would  lead  to  un- 
wise inaction. 

1.  "A  by-product  of  this  balanced  condition  is  that  laborers  need 
none  of  those  special  aids  or  helps  in  bargaining  that  most  of  us  have 
tolerated  and  some  have  advocated  in  the  past." 
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2.  "Another  result  would  be  to  make  most  of  our  social  legislation 
unnecessary/' 

The  italics  in  the  above  quotations  are  mine. 

Education  that  paid  no  attention  to  the  physical  and  mental  quality 
of  the  race  would  not  bring  about  Professor  Carver's  balanced  sys- 
tem in  a  thousand  years.  In  other  words,  as  he  himself  has  suggested 
elsewhere,  genetics,  immigration  control,  and  other  methods  which  in- 
volve more  radical  legislation  than  what  he  seems  to  decry,  would  be 
involved  if  much  progress  is  to  be  made  in  the  ordinary  lifetime  of 
a  nation. 

Professor  Carver  says:  "But  what  would  happen  to  our  educational 
system  after  the  industrial  system  was  once  balanced  up?  It  is  ob- 
vious that  one  of  the  functions,  namely,  that  of  balancing  up  the  sys- 
tem, would  have  been  performed  and,  to  that  extent,  it  would  seem  to 
have  made  itself  unnecessary."  The  task  of  preserving  the  balance 
already  achieved  appears  to  him  as  a  very  minor  one ;  to  me  it  appears 
rather  large.  Every  important  invention,  every  major  weather  cycle 
would  throw  the  system  out  of  balance.  Suppose,  for  instance,  that 
our  industrial  system  had  been  perfectly  balanced  for  centuries  prior 
to  the  Industrial  Revolution.  Either  an  industrial  revolution  such  as 
actually  occurred  would  have  been  impossible  or  man's  complex  of 
laws,  institutions,  and  traditions  adapted  to  the  slow  moving  centuries 
prior  to  1775  would  have  made  it  humanely  impossible  for  the  indus- 
trial system  to  have  maintained  a  balance  in  the  face  of  such  a  revo- 
lution. 

Until  human  nature  and  the  world  generally  change  very  radically, 
man  and  his  environment  will  be  dynamic,  and  his  industry  must  be 
dynamic  also.  As  long  as  industry  is  dynamic,  the  only  kind  of  equi- 
librium that  can  be  secured  is  a  moving  equilibrium,  somewhat  like 
that  of  a  bicycle  or  an  aeroplane,  not  like  that  of  a  building  on  a  solid 
foundation.  The  problem  is  to  maintain  a  moving  equilibrium  in  the 
direction  of  progress;  to  prevent  society  from  getting  so  many  falls 
and  bumps  that  life  or  progress  will  be  impossible;  or  to  keep  the 
balance  so  that  the  most  progress  for  the  entire  race  is  possible.  Un- 
like a  bicycle  or  aeroplane,  an  industrial  system  is  in  more  danger  of 
losing  its  equilibrium  the  faster  it  goes  because  its  progress  is  uneven, 
some  parts  get  much  ahead  of  other  parts,  some  lag  far  behind,  so  that 
the  danger  of  falling  is  greatly  increased. 

But  we  have  not  said  a  great  deal  when  we  have  said  this.  We  still 
have  to  define  progress  and  the  means  of  promoting  it.  The  defini- 
tions are  almost  as  various  as  the  definers;  our  problems  still  remain 
with  us.  What  is  a  "satisfactory"  price  which  brings  about  a  "true 
equilibrium"  or  a  "true  economic  balance,"  is  a  matter  of  opinion. 
What  constitutes  desirable  social  legislation  is  likewise  a  matter  of 
opinion,  as  is  also,  "an  effective  system  of  popular  education."  In 
this  connection  let  me  add  that  it  is  just  as  important  to  educate  de- 
mand as  to  pay  attention  to  supply. 

All  of  us  will  agree  that  if  the  proportion  of  unskilled  laborers  is 
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decreased  and  the  proportion  of  managerial  ability  greatly  increased, 
other  things  remaining  equal,  the  former  will  receive  higher,  and  the 
latter  lower,  compensation  than  now.  It  is  even  conceivable  that  wages 
for  managers  might  become  lower  than  those  for  ditch  diggers.  But 
to  make  such  a  result  stable  within  ten  generations  would  probably 
require  more  radical  social  legislation, — for  example,  along  the  lines 
of  genetics  or  birth  control, — than  is  humanly  possible.  That  is,  it 
would  involve  social  legislation  so  radical  in  character  and  extent  that 
most  proposed  social  legislation,  and  that  which  is  frowned  upon  in 
Professor  Carver's  paper,  would  seem  conservative  beside  it.  It  is 
easy  to  say  "if  everybody  would  obey  the  golden  rule,"  or  "if  we  main- 
tained a  true  economic  equilibrium  everybody  would  be  happy,"  but  the 
fact  is,  these  if 's  stand  as  stubborn  obstacles  to  the  achievement  of  our 
Utopias. 

That  they  are  stubborn  obstacles  is  no  reason  why  we  should  not 
make  the  best  endeavors  possible  to  overcome  them.  Because  men  get 
hungry  after  they  eat  is  no  reason  for  denying  them  food  in  the  first 
instance.  We  can  perhaps  lessen  hunger  and  poverty  and  possibly 
unrest  or  dissatisfaction,  though  this  is  problematical.  Most  of  these 
things  are  comparative  and  to  a  large  extent  incommensurable. 

When  Professor  Carver  proposes  "an  effective  system  of  education," 
or  desirable  social  legislation,  or  doing  away  with  undesirable  social 
legislation,  most  of  us  hasten  to  agree.  Disagreement  will  not  appear 
until  some  concrete  proposal  is  made;  then  we  will  approve  or  dis- 
approve according  to  our  individual  notions  of  what  is  "true,"  "un- 
satisfactory," and  "effective"  in  the  achieving  of  ends  which  we  in- 
dividually think  or  feel  are  desirable. 

"Effective"  education,  that  is,  education  which  would  obviate  un- 
rest, must  have  telescopic  foresight.  It  should  be  able  to  foresee  or 
control,  for  at  least  two  generations  in  advance,  all  of  the  important 
disturbing  causes  of  industrial  equilibrium;  that  is,  it  should  be  able 
to  forsee  or  control  the  inventions,  the  discoveries,  the  weather  cycles, 
the  population  trends,  and  the  wars  of  the  next  half  century,  at  least. 

All  of  us  are  agreed  that  effective  education  and  wise  social  legis- 
lation are  desirable;  all  of  us  have  been  striving  to  promote  both  for 
some  years.  What  we  need  are  some  concrete  proposals  that  are  prac- 
tical, not  merely  proposals  that  are  feasible  if,  and  if,  but  some  which 
are  feasible  in  view  of  our  existing  forms  of  government,  laws,  insti- 
tutions, traditions,  and  human  nature.  Furthermore,  we  need  to  have 
these  proposals  presented  in  the  proper  form,  by  the  proper  sponsors, 
to  the  proper  authorities  in  such  a  way  as  to  get  results. 

If  the  American  Economic  Association  as  such  is  unwilling  to  spon- 
sor or  advocate  any  practical  action,  it  should  at  least  promote  the 
organization  of  subsidiary  corporations  or  associations  which  can  do 
something  practical.  The  Associations  for  Labor  Legislation  and  for 
Agricultural  Legislation  which  Professor  Carver  would  condemn,  at 
least,  under  his  balanced  system,  are  examples  of  steps  in  the  right  di- 
rection.    The  possibilities  in  these  fields  have  been  reached  only  in 
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part  as  yet,  and  there  are  several  other  important  fields  in  which  the 
economists  should  organize  and  work  in  such  a  way  as  to  shape  or  in- 
fluence legislation  profoundly.  To  say  merely  that  we  should  have  less 
legislation  rather  than  more  is  to  evade  the  issue.  The  fact  is  that  we 
are  going  to  have  legislation  whether  economists  want  it  or  not.  The 
practical  thing  to  do  is  for  economists  to  recognize  this  fact  and  en- 
deavor to  shape  the  legislation  in  the  proper  directions.  The  railroads, 
foreign  trade,  public  finance,  industrial  relations,  and  other  fields 
present  immediate  and  urgent  problems  in  which  the  economists  of  the 
United  States  ought  to  give  more  effective  aid  than  they  are  now  giv- 
ing. Many  economists  are  doubtless  pondering  in  their  own  closets 
about  what  our  legislators  have  done  or  may  do  about  these  problems. 
A  few  individuals  actually  advise  them  and  take  some  real  part  in 
legislation  occasionally,  but  our  contribution  as  economists  is  pitifully 
small  as  compared  with  what  it  might  be  if  we  organized  and  united 
our  forces. 

There  is  at  least  one  fundamental  condition  which  I  shall  mention 
that  it  is  necessary  to  meet  if  economists  are  to  help  as  we  should  in 
promoting  an  effective  education  in  political  economy,  to  say  nothing 
of  popular  education  in  its  other  phases.  There  is  a  great  deal  of 
truth  in  the  popular  charge  that  we  are  academic.  If  we  are  to  help 
promote  the  best  legislation  about  matters  that  lie  at  the  basis  of  our 
national  progress  and  existence  we  must  be  better  informed.  If  we 
are  to  teach  in  a  way  that  counts,  we  must  have  more  intimate  touch 
with  practical  affairs.  Each  of  us  should  spend  one-fourth  to  one-half 
of  his  time  doing  practical  work  in  his  special  field,  and  then  each  who 
learns  anything  in  the  practical  world  should  have  sufficient  substantial 
reasons  to  return  to  and  continue  teaching.  Some  progress  has  been 
made  in  this  direction,  but  not  nearly  enough.  As  long  as  department 
heads,  deans,  university  presidents,  and  trustees,  follow  the  alleged 
dictum  attributed  to  an  administrative  officer  of  a  western  university, 
that  "Professors  is  cheap,"  they  are  likely  to  have  a  large  percentage 
of  cheap  professors,  as  well  as  to  reduce  the  effectiveness  of  capable 
men  who  are  willing  to  crucify  the  flesh  for  the  sake  of  their  faith  and 
for  their  love  of  the  truth.  There  is  no  economist  here  who  cannot  do 
something  to  promote  the  effective  education  which  Professor  Carver 
and  all  of  us  consider  the  sine  qua  non  of  progress. 

Harry  Gunnison  Brown. — In  discussing  Professor  Carver's  paper, 
I  am  going  to  take  upon  myself  the  burden  of  voicing  a  vicarious  pro- 
test. The  protest  to  which  I  am  about  to  give  expression  is  made  in 
behalf  of  those  conservative  economists  who  write  most  of  our  text 
books  in  the  field  of  general  or  elementary  economics  and  in  the  field 
of  taxation.  It  is  not  unlikely  that  these  economists  fail  to  realize  all 
the  implications  of  Professor  Carver's  analysis  and  proposals.  But  if 
they  should  come  to  realize  these  implications,  they  could  not,  without 
inconsistency,  do  otherwise  than  protest. 

The  gist  of  Professor  Carver's  argument  is  that  incomes  from  labor 
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a  salable  good,  since  a  man's  earning  power  is  not  ordinarily  the  sub- 
ject of  sale  and  purchase.  But  he  does  not  thereby  suffer  a  smaller 
injury.  The  difference,  indeed,  would  seem  to  be  a  difference  be- 
tween tweedledee  and  tweedledum.  He  has  not  even  the  offsetting 
gain  which  the  average  landowner  would  have  from  an  application  of 
the  single  tax,  of  a  reduction  in  his  taxes  other  than  on  land. 

The  parallelism  must  be  admitted.  The  typical  writer  of  American 
textbooks  on  economics  and  taxation  must,  if  consistent,  refuse  to  in- 
dorse Professor  Carver's  paper.  It  will  not  do  to  argue  that  the  pro- 
posal to  equalize  opportunity  is  likely  to  benefit  the  great  majority. 
This  is  cogently  argued  by  single  taxers  with  regard  to  the  increase  of 
taxation  of  land  values.  If  vested  rights  is  a  good  enough  argument 
in  the  latter  case — and  it  is  the  argument  which  usually  counts  most, 
whatever  else  may  be  said  against  the  proposal — it  should  be  a  good 
enough  argument  in  the  former  case,  and  it  should  be  a  good  enough 
argument  for  conservative  economists  to  use  against  any  proposed  re- 
form which  seems  likely  to  cause  loss  or  decreased  income  to  any  group 
of  persons. 

I  can  hardly  expect  that  these  various  considerations  will  be  likely, 
in  the  minds  of  any  considerable  number  of  professional  economists, 
to  discredit  the  whole  doctrine  of  vested  rights.  But  if  there  be  any 
economist  present  who  has  any  suspicion  that  this  doctrine  ought  to  be 
pretty  much  discredited,  I  shall  not  endeavor  to  withhold  from  him 
my  sincere  sympathy  nor  shall  I  deny  my  personal  acceptance  of  a 
like  view. 

J.  £.  Lb  Rossionol. — As  Professor  Carver  intimates,  there  are  at 
least  two  kinds  of  balance  in  the  industrial  system, — a  ratio  of  equality 
such  as  obtains  in  exchange  when  there  is  temporary  or  relatively  per- 
manent equilibrium  of  supply  and  demand,  and  a  ratio  or  proportion 
in  which  quantities  or  qualities  are  combined  in  order  to  produce  a  de- 
sired result.  For  the  sake  of  precision  in  the  use  of  terms  it  might  be 
well  to  call  the  former  ratio  a  true  balance  in  the  primary  sense  of 
that  word,  and  the  latter  a  quasi  balance  or  balance  by  analogy.  Cer- 
tainly, exchange  involves  a  real  balance  of  supply  and  demand,  whether 
equally  satisfactory  to  both  parties  or  not;  and  a  combination  of  ele- 
ments or  factors  in  a  business,  a  prescription,  a  work  of  art,  or  a 
person's  character  is  not  a  real  balance  of  equals  against  equals,  no 
matter  how  satisfactory  it  may  be.  Such  a  distinction  is  a  mere  quib- 
ble, perhaps,  and,  yet,  it  may  serve  to  keep  in  mind  the  fact  that  the 
voluntary  exchanging  of  quid  pro  quo  is  the  basic  principle  of  oar 
economic  system,  and  that  any  other  balance,  such  as  a  particular  com- 
bination of  the  factors  of  production,  is  secondary  or  derived  from  it. 

Of  course,  neither  the  one  sort  of  balance  nor  the  other  is  desirable 
for  itself  alone,  but  only  in  so  far  as  it  contributes  to  certain  ideal  ends. 
For  example,  exchange  at  any  price  involves  a  balance  or  equilibrium, 
even  though  the  stronger  bargainer  may  gain  far  more  than  the  weaker; 
and  in  an  aristocratic  society  this  might  be  considered  fair  by  both 
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parties.  In  a  democracy,  on  the  contrary,  where  ideals  of  freedom 
and  equality  prevail,  a  satisfactory  exchange  may  be  thought  to  be 
such  a  balance  or  equilibrium  as  will  afford  a  maximum  of  satisfaction 
to  both  parties  taken  together.  Similarly,  in  an  aristocracy  an  indus- 
trial system  might  be  regarded  as  well-balanced  though  composed  of 
a  few  exclusive  and  highly  paid  professions  and  many  overcrowded 
and  poorly  paid  trades ;  whereas,  the  industrial  system  of  a  democracy 
would  hardly  be  pronounced  ideal  if  it  did  not  secure  both  the  greatest 
possible  production  and  the  greatest  possible  diffusion  of  wealth  and 
income. 

Scientists  speak  of  a  balance  in  nature  when  conditions  of  life  are 
such  as  to  permit  the  various  animals  and  plants  of  a  given  region  to 
live  and  multiply,  even  though  some  are  devoured  by  others.  The 
Athenian  social  organization  of  the  time  of  Perikles  was  doubtless 
satisfactory  to  the  ruling  classes,  even  though  it  was  supported  by  the 
labor  of  thousands  of  slaves  and  by  tributes  from  scores  of  subject 
cities.  Moreover,  that  civilization  is  commended  by  some  people  to- 
day, because  of  its  great  and  permanent  contributions  to  the  art  and 
literature  of  the  world.  Indeed,  our  own  industrial  system,  with  all  its 
faults,  is  regarded  by  many  as  fairly  well  balanced  in  normal  times, 
and  there  are  those  who  doubt  whether  much  can  be  done  in  the  way  of 
improving  the  balance  without  disturbing  the  foundation  which  makes 
balance  possible. 

The  foundation  of  our  present  industrial  system  is  the  primary  bal- 
ance or  equilibrium  of  exchange  under  freedom  of  contract,  and  Pro- 
fessor Carver  does  not  wish  to  disturb  this,  but  rather  to  make  it  still 
more  free  in  order  that  the  factors  of  production  may  be  combined  in 
the  most  desirable  ratios  to  the  end  that  production  may  be  maximized 
and  wealth  and  income  may  be  distributed  in  the  most  equitable  way. 
Under  such  conditions  men  would  add  and  subtract  units  of  all  the 
factors  until  in  every  business  and  industry  the  point  of  equi-marginal 
productivity  was  reached,  when,  of  course,  production  would  be  max- 
imized. Both  capital  and  labor  would  move  freely  from  place  to  place, 
and  from  industry  to  industry,  until  rates  of  interest  would  be  equal- 
ized, though  not  necessarily  very  low,  while  wages  and  profits  also 
would  be  equalized,  yet  sufficiently  high  to  give  business  men,  crafts- 
men, unskilled  laborers,  and  college  professors  a  decent  living.  Thus 
would  be  realized  the  democratic  ideals  of  production  and  distribution. 
Of  course,  inasmuch  as  men  are  unequal,  there  is  a  certain  natural 
aristocracy  which  would  have  to  be  recognized  if  the  best  results  were 
to  be  attained,  for  the  most  perfect  freedom  of  contract  could  give  at 
best  equality  of  opportunity  and  not  equal  treatment  of  unequals. 

Apparently,  the  ideal  state  of  balance  which  Professor  Carver  has 
in  mind  is  nothing  less  than  the  perfect  competition  imagined  by 
economists;  and  the  beneficial  results,  if  they  could  be  realized,  would 
be  economic  harmony  brought  down  to  earth.  Toward  this  desirable 
consummation  not  only  business  men  could  contribute,  but  the  state 
could  do  its  part,  not  by  fixing  prices  and  wages,  nor  by  public  owner- 
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ship  and  excessive  control  of  industry,  but  by  laying  down  the  roles 
of  the  game  and  seeing  to  it  that  they  were  enforced  in  every  particu- 
lar and  altered  as  changing  conditions  might  require.  Thus  a  de- 
sirable synthesis  and  harmony  would  be  brought  about  between  the 
principles  of  laisses  faire  and  social  control,  and  this  balance  also 
should  be  attended  by  most  desirable  results. 

Charles  E.  Persons. — Professor  Carver's  proposal  suggests  sev- 
eral highly  important  prerequisites.  Before  we  achieve  a  balanced 
economic  system  there  must  be: 

1.  Substantial  equality  of  possessions  in  land  and  capital  goods, 
for  there  will  not  be  that  "equality  of  prosperity"  which  is  "the  first 
sign  or  symptom  of  a  balanced  industrial  system"  so  long  as  one  class 
may  add  to  the  income  derived  from  the  sacrifice  of  labor  an  income 
of  rent,  or  interest,  or  both.  Nor  yet  will  the  "marginal  productivity" 
of  labor  be  approximately  the  same  in  each  and  every  occupation,  at 
least  if  measured  in  the  utility  of  the  goods  produced,  so  long  as  one 
set  of  laborers  produces  goods  of  luxury  for  satiated  capitalists  and 
landlords  while  others  produce  goods  of  necessity  for  capital-less  and 
land-less  workers. 

2.  The  laborers  who  are  to  receive  power  because  of  their  scarcity 
must  become  possessed  of  knowledge  and  wisdom  commensurate  with 
the  power  attained.  A  "voice  in  the  management  of  business"  will  not 
be  given  laborers,  however  scarce,  unless  it  is  reasonably  certain  that 
they  will  not  ignorantly  or  recklessly  exercise  their  powers.  To  do 
so  would  reduce  our  system  from  balance  to  chaos.  Careful  study  of 
the  history  of  labor  will  suggest  that  labor's  claims  have  been  recog- 
nized to  the  degree  that  they  have  displayed  wisdom  in  proportion 
to  their  demands.  Of  equal  necessity  to  this  growth  of  wisdom  on 
the  part  of  labor  is  education  of  the  present  capital  and  landlord 
classes  to  welcome  the  proposed  changes.  The  Black  Death  operated 
as  a  powerful  force  inclining  the  scale  toward  a  proper  balance,  but 
we  nowhere  read  that  the  ruling  and  possessing  classes  either  appre- 
ciated or  welcomed  the  change;  and  recent  events  are  full  of  sugges- 
tions that  this  part  of  the  necessary  education  preceding  a  balanced 
industrial  system  is  still  incomplete. 

8.  This  is  to  be  a  balancing  up.  Not  down  to  the  "ribbon  clerks  and 
preachers"  but  up  to  the  "cooks  and  capitalists"  is  the  direction  of  the 
balancing  process.  It  is  prosperity,  not  poverty,  which  is  to  be  dif- 
fused. This  is  to  say  again  that  through  education  there  is  to  be 
general  ability  joined  to  high  standards  of  living,  which  result  in  less 
rapidity  of  reproduction  and  a  scantier  labor  supply.  This  is  a  propo- 
sition affecting  not  the  few  but  the  many.  We  are  to  reach  and  lift, 
not  the  prosperous  10  per  cent,  but  the  90  per  cent  less  prosperous  in 
our  population. 

4.  Like  all  schemes  for  social  amelioration,  this  balanced  industrial 
system  is  backed  by  a  certain  social  philosophy.  Before  it  comes  into 
successful  operation  society  must  be  permeated  by  this  doctrine.    We 
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may  permit  ourselves  a  glance  into  the  prophetic  future  when  the  so- 
cial philosophers  building  on  the  efforts  of  the  past  continue  the  bal- 
ancing process,  progressively  reducing  the  labor  sacrifice  by  continu- 
ally increasing  dependence  on  scientific  utilization  of  the  land  supply 
and  an  expanding  supply  of  capital  goods  of  excellence  and  all-per- 
vading presence  not  yet  suspected.  Here  is  a  field  for  speculation 
truly  exhilarating!  How  much  would,  or  should,  men  labor  when  pros- 
perity is  diffused  ?  The  answer  will  perhaps  depend  on  the  degree  of 
our  acceptance  of  the  "workshop"  philosophy. 

The  crux  of  the  suggestion  contained  in  Professor  Carver's  stimu- 
lating paper  seems  to  lie  in  the  possibility  of  attaining  a  greater — 
indeed  a  great — measure  of  equality  in  the  abilities  of  men.  Pros- 
perity, freedom,  and  power  are  all  to  be  diffused.  This  will  hardly 
come  to  pass  until  the  average  man  can  say  to  the  ruling  and  possessing 
classes,  with  truth  as  he  now  frequently  does  with  heat,  and  has  said 
for  many  past  generations:  "By  what  authority  do  you  withhold  these 
good  things  for  yourselves?  Am  I  not  equally  capable  and  deserving 
with  you?  Will  not  mankind  gain  equally  with  myself  if  these  gifts 
are  bestowed  on  me?"  In  point  of  fact  the  answer  to  these  questions 
has  always  been :  "No"  and  will  continue  to  be  "No"  until  ability  and 
wisdom  go  with  discontent. 

Can  such  ability  be  diffused?  It  would  be  a  rash  man  who  would 
answer  confidently  that  it  could  in  any  brief  space  of  time,  or  yet  that 
it  could  be  completely  done  in  generations  or  centuries.  Consider  the 
population  of  our  backward  sections,  the  dregs  of  a  mobile  popula- 
tion, and  our  millions  of  illiterate  immigrants  of  whom  a  large  per- 
centage come  from  the  most  backward  countries  of  Europe.  Add  to 
these  our  millions  of  negroes,  ignorant,  care  free,  and  with  lamentably 
low  standards  of  living.  We  have  no  certain  nor  convincing  evidence 
as  yet  of  the  part  played  by  heredity  in  perpetuating  these  classes, 
and  with  them  our  ill-balanced  social  system.  Passing  that  and 
granting  to  education  the  largest  scope  and  an  immensely  enlarged 
field,  we  are  yet  faced  with  the  difficulties  inherent  in  the  social  in- 
heritance. Children  are  born  into  homes,  families,  and  environments 
such  as  their  parentage  suggests  and  supplies.  We  cannot  incubate  a 
new  generation,  watch  over  it  with  brooding  care  during  its  infancy, 
and  hand  it  over  to  our  educational  agencies  untainted  by  contact  with 
our  ill-balanced  social  and  industrial  system.  For  the  earliest  and 
most  impressionable  years  children  are  not  reached  by  the  outside 
force  of  education  and  uplift  at  all.  It  is  difficult  to  conceive  that 
they  can  be  so  reached.  Later  they  spend  most  of  their  youthful 
years  under  the  same  home  influence.  If  the  home  and  surroundings 
are  stimulating  in  all  good  things,  the  result  is  very  good.  If  their 
influence  is  narrowing,  deadening  to  ambition,  repressive  to  good  im- 
pulses, lacking  in  educative  effect,  the  result  will  correspond.  And  the 
social  philosopher  must  be  abundantly  armed  with  patience  in  his 
balancing-up  endeavor.  Doubtless  something  could  be  done  at  once 
and  more  rapid  progress  achieved  as  we  gain  wisdom  in  and  through 
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our  endeavors.  We  go  all  the  way  with  Professor  Carver  in  believing 
that  all  gains  are  to  the  good.  But  we  can  only  expect  progress  to  be 
slow  and  results  incomplete. 

The  conclusion  would  seem  to  be  that  the  proposal  under  discussion 
must  depend  for  its  realization  on  the  injection  of  a  great  degree  of 
equality  into  our  society  so  far  as  the  ability  to  supply  economic  needs 
goes.  This  is  a  work  of  tremendous  difficulty  and  impossible  of 
achievement  so  far  as  those  qualities  prove  to  depend  on  inheritance. 
Yet  something  can  be  done  and  the  effort,  even  if  slow  in  producing 
results,  is  desirable;  both  for  the  results  obtained  and  for  the  insight 
gained  into  future  lines  of  attack  on  our  inequalities  of  power,  free- 
dom, and  prosperity. 


EMPLOYEES'  REPRESENTATION  IN  MANAGEMENT  OF 

INDUSTRY 

By  Royal  Meeker 
V.  S.  Commissioner  of  Labor  Statistics 

The  multitude  of  causes  making  for  the  general  dissatisfaction  pre- 
vailing among  workers  which  is  called  industrial  unrest,  may  be  com- 
pressed under  three  heads:  (1)  Dissatisfaction  with  their  wages, 
hours,  and  earnings.  A  feeling  on  the  part  of  the  workers  that  they 
are  not  receiving  a  fair  share  of  the  product  of  industry,  A  wide- 
spread belief  that  workers  are  being  exploited  by  owners,  employers, 
and  their  managers.  The  rapid  rise  in  prices  has  greatly  strengthened 
this  belief  even  among  those  workers  who  have  secured  wage  increases 
in  excess  of  increases  in  the  cost  of  living.  Many  thousands  of  work- 
men who  have  profited  greatly  by  the  price  upheavals  of  the  war 
period,  firmly  believe  they  are  worse  off  than  before  the  war,  or  at 
least  that  the  employers  have  gained  more  than  the  workmen  and 
hence  the  workmen  are  being  done  by  the  employers.  (2)  Dissatisfac- 
tion with  the  management  of  industry.  A  feeling  that  not  only  are  the 
workers  being  exploited  but  that  the  "enterprisers"  are  not  as  enter- 
prising and  their  managers  not  as  capable  as  has  been  commonly  sup- 
posed. Work  is  made  needlessly  monotonous  and  uninteresting  and 
production  is  thereby  curtailed.  The  workers  feel  that  industries  are 
being  conducted  from  a  distance  by  men  who  have  little  or  no  first 
hand  knowledge  of  conditions  and  who  do  not  understand  the  workers' 
point  of  view,  knowledge,  and  capacity.  These  grievances  are  due  in 
larger  part  to  big  business  organization  which  has  brought  about  what 
may  justly  be  called  "absentee  landlordism"  in  industry.  (3)  Dissatis- 
faction with  the  nature  of  their  work.  A  feeling  that  industry  is  a 
treadmill  for  workers  of  all  kinds,  but  especially  for  manual  workers, 
and  that  the  opportunities  of  successful  and  permanent  escape  into 
managerial,  employing,  and  capitalistic  positions  are  scarce  and  grow- 
ing scarcer  every  day. 

Through  collective  bargaining  workers  have  long  exercised  a  greater 
or  less  degree  of  control  over  wages,  hours,  and  conditions  of  labor. 
During  the  war  the  principle  of  collective  bargaining  was  of  necessity, 
albeit  in  many  cases  rather  grudgingly,  recognized  by  all  employers 
engaged  on  direct  government  work  or  in  the  production  of  essentials. 
The  Quartermasters  Corps,  the  Ordnance  Office,  the  Emergency  Fleet 
Corporation  of  the  Shipping  Board,  the  National  War  Labor  Board, 
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the  Fuel  Administration,  and  man/  other  government  agencies,  sought 
to  secure  greater  and  more  continuous  production  by  means  of  collec- 
tive agreements  covering  wages  and  hours  and  by  establishing  commit- 
tees to  represent  the  workers  in  dealing  with  the  management  on  shop 
conditions.  Since  the  signing  of  the  armistice,  government  control 
over  industry  has  been  either  abandoned  or  greatly  relaxed  and  indus- 
trial warfare  has  grown  more  extensive  and  more  bitter.  The  elephan- 
tine governmental  machines  built  and  set  up  to  adjust  labor  disputes 
were  clumsy  and  cumbersome,  and  ofttimes  worked  against  each  other 
so  that  a  labor  adjustment  made  by  one  agency  produced  labor  mal- 
adjustment in  all  other  fields.  Each  agency  dealing  with  labor  was 
a  law  unto  itself.  The  terms  cooperation,  coordination,  and  correlation 
were  heard  on  every  hand  until  they  became  a  weariness  to  the  flesh, 
but  the  labor  adjustors  seldom  were  able  to  cooperate,  coordinate,  or 
correlate  anything.  I  do  not  say  this  in  the  spirit  of  caviling  criticism. 
No  one  is  to  be  blamed.  On  the  contrary,  great  praise  is  due  to  those 
who,  in  spite  of  constitutional  inhibitions  and  public  indifference,  suc- 
ceeded in  partially  organizing  our  industrial  chaos.  It  is  greatly  to  be 
regretted  that  these  men  were  not  able  to  formulate  a  national  labor 
policy  for  war  to  be  continued  in  peace.  Probably  if  the  war  had 
continued  four  more  years  a  national  labor  policy  must  have  been 
worked  out,  with  the  administration  centered  in  one  national  Industrial 
Commission  or  in  a  series  of  commissions,  one  for  each  industry.  Nu- 
merous district  boards  to  take  care  of  local  disputes  would  have  been 
necessary  under  either  system.  Of  course,  no  one  would  be  willing  to 
have  the  war  prolonged  for  four  days,  even  to  secure  such  a  highly 
desirable  result  as  the  establishment  of  a  national  system  of  adjusting 
labor  grievances  and  determining  industrial  policies  on  a  democratic 
basis.  We  can  only  hope  that  the  terrors  of  peace  will  be  as  potent  as 
the  horrors  of  war  in  compelling  the  Bolsheviki  of  the  right  and  of 
the  left  to  come  together  on  a  reasonable  compromise. 

Absentee  landlordism  is  as  bad  in  the  field  of  economics  as  in  the 
field  of  politics.  Labor  unrest  in  the  present-day  meaning  of  the  term 
is  a  natural  and  inevitable  result  of  the  industrial  revolution,  machine 
production,  absentee  ownership  of  industrial  establishments,  and  the 
centering  of  industrial  management  in  the  hands  of  managers  of  finance 
whose  offices  are  in  the  big  banks  and  office  buildings  of  the  centers  of 
finance  and  trade.  Strikes  in  the  modern  sense  were  practically  un- 
known until  industrial  units  had  grown  to  such  a  size  as  to  erect 
formidable  barriers  between  the  workers  on  the  one  side  and  the  re- 
sponsible owners  and  managers  on  the  other.     The  spirit  of  antago- 
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facts  are  that  only  three  industries  have  set  up  complete  "Whitley  sys- 
tems" of  joint  industrial  representation  of  employers  and  employees 
with  a  national  council  and  district  councils  for  the  industry  and 
works  committees  for  individual  shops,  and  these  three  industries  are 
relatively  insignificant;  namely,  match,  rubber,  and  pottery  manufac- 
turing. I  am  told  that  there  are  only  two  match  factories  in  Great 
Britain.  Rubber  manufacture  increased  in  importance  during  the  war. 
Pottery  is  of  far  more  importance  than  the  other  two  industries,  but 
does  not  rank  with  the  great  basic  industries  of  Great  Britain.  Even 
in  the  three  fully  organized  industries,  the  organization  is  almost  pure- 
ly formal,  being  for  the  most  part  a  paper  organization.  It  must  not 
be  assumed  that  this  interesting  attempt  to  make  industrial  manage- 
ment more  democratic  has  failed.  It  is  merely  in  the  experimental 
stage.  The  system  has  not  been  accepted  by  either  employees  or  em- 
ployers generally.  It  must  not  be  too  hastily  assumed  that  Great 
Britain  has  discovered  a  magic  formula  for  "solving"  all  industrial  un- 
rest. It  might  seem  from  the  wildly  exaggerated  accounts  which  have 
appeared  in  some  quarters  that  the  eager  industrial  alchemists  in  Great 
Britain,  seeking  after  the  industrial  philosopher's  stone,  have  found  in- 
stead the  Blarney  stone!  The  search  has,  however,  only  just  begun 
and  what  if  anything  will  be  found  cannot  yet  be  foretold.  The  ex- 
perts in  the  division  of  the  Ministry  of  Labor  which  is  dealing  with 
these  industrial  councils,  holding  meetings  with  employers  and  em- 
ployees constantly,  and  setting  up  new  national  industrial  councils 
about  every  week,  do  not  proclaim  that  industrial  democracy  has  been 
achieved  and  labor  unrest  solved  by  the  organization  of  national  coun- 
cils. Everything  is  still  in  the  experimental  stage,  with  a  strong  prob- 
ability that  the  first  experiments  will  be,  at  best,  only  partially  suc- 
cessful and  that  only  by  trial  and  error  after  many  experiments  will 
a  solid  basis  of  settlement  be  reached. 

It  was  my  good  fortune  to  be  present  at  the  first  Industrial  Con- 
ference called  by  Premier  Lloyd  George  which  met  in  London,  Febru- 
ary 27  of  this  year.  That  was  a  most  impressive  assemblage,  and  it 
transacted  an  amazing  amount  of  business  in  its  lifetime  of  one  day, 
especially  as  the  whole  forenoon  was  given  up  to  an  oratorical  Donny- 
brook  fair  in  which  everybody  took  a  crack  at  the  Premier's  head, 
while  he  sat  by  and  really  seemed  to  enjoy  the  proceedings.  As  a 
result  of  this  first  Conference  a  joint  committee  consisting  of  thirty 
representatives  of  employers  and  thirty  representatives  of  employees 
was  appointed.  This  committee  reported  on  April  4,  recommending 
the  establishment  of  a  permanent  Industrial  Conference,  made  up  of 
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representatives  of  employers  and  employees,  to  meet  annually  or  at  the 
call  of  the  government  and  to  advise  the  government  in  matters  of 
industrial  policy.  It  was  intended  to  be  a  sort  of  Industrial  Parlia- 
ment or  Advisory  Council.  Its  recommendations  will  have  no  binding 
force,  but  they  may  and  probably  will  be  very  illuminating  and  help- 
ful to  the  political  government.  This  extra-legal  Industrial  Parlia- 
ment is  merely  another  industrial  experiment.  It  may  eventually  help 
to  solve  the  problem  of  industrial  unrest,  but  it  hasn't  done  so  yet. 
The  four  biggest  trade  union  organizations  have  refused,  or  at  least 
have  refrained  from,  sending  representatives  to  the  Permanent  In- 
dustrial Conference,  namely,  the  Textile  Workers,  the  Engineering 
Trades,  the  National  Union  of  Railwaymen,  and  the  General  Work- 
ers' Union.  The  employers  who  deal  with  these  union  men  are  also 
holding  aloof. 

In  our  own  country  as  contrasted  with  Great  Britain,  nothing  so 
ambitious  nor  so  well  thought  out  has  been  tried.  During  the  war 
numerous  "shop  committees,"  giving  a  measure  of  representation  to 
the  workers,  were  set  up  in  many  establishments,  but  no  permanent 
nation-wide  organization  was  created  to  tie  these  shop  committees  into 
a  system,  unless  perhaps  the  Shipping  Board  and  the  Railroad  Admin- 
istration may  be  spoken  of  as  permanent  bodies. 

The  plans  to  bring  the  employees  into  closer  relations  with  their 
employers  by  means  of  "shop  stewards,"  "shop  committees,"  "works 
councils,"  or  other  means  is  often  hailed  as  the  dawn  of  a  new  democ- 
racy in  industry.  It  is  new  as  compared  with  ten  years  ago  ot  even 
five  years  ago ;  but  it  can  not  be  too  emphatically  stated  that  democracy 
in  industry  is  not  a  discovery  of  the  great  world  war.  In  fact,  with 
all  the  shop  committees  and  works  councils  of  today,  we  have  much 
less  democracy  in  industry  than  obtained  forty  years  ago  or  even  in 
the  Middle  Ages,  or  at  any  time  before  the  introduction  of  power- 
driven  machinery  with  its  tendency  to  segregate  the  employers  and 
managers  from  their  employees.  The  shop  committee  is  the  present- 
day  attempt  to  restore  some  of  the  democracy  lost  through  machine 
industry  and  big  business.  While  it  is,  of  course,  impossible  that  there 
can  ever  be  as  complete  democracy  in  a  large  plant  as  in  a  small  plant, 
it  is  often  true  that  the  workers'  committees  of  the  large  plants  are 
able  to  secure  better  conditions  and  more  consideration  for  the  work- 
ers than  the  workers  are  able  to  secure  for  themselves  in  the  smaller 
plants. 

The  different  types  of  shop  committees  and  works  councils  in  this 
country  which  I  have  been  able  to  examine  may  be  divided  into  three 
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pretty  distinct  groups,  namely:  (1)  Closed  Shop  Committees  of  union 
workmen  chosen  exclusively  by  union  men  affiliated  with  national  or 
international  unions;  (2)  Open  Shop  Committees  composed  of  workers 
chosen  by  the  votes  of  all  workers  who  have  been  employed  in  the 
shop  the  required  period  of  time;  (8)  Open-Closed  Shop  Committees 
chosen  by  all  workers  qualified  to  vote  in  a  shop  that  is  closed  against 
trade  unions  and  which  may  or  may  not  have  a  local  plant  or  corpora- 
tion organization  of  the  workers.  There  is  a  monotonous  sameness  in 
the  constitutions  and  by-laws  or  plans  of  organization  within  each  of 
these  three  groups.  There  is  in  fact  little  fundamental  variation  in  the 
published  statements  of  the  objects  sought  and  the  plans  of  organiza- 
tion as  between  group  and  group.  This  sameness  in  descriptive  lan- 
guage makes  tabulation  of  the  hundreds  of  shop  committee  plans  easy 
and  the  results  of  such  tabulation  perfectly  useless  or  rather  utterly 
misleading.  I  have,  therefore,  made  no  attempt  to  enumerate  the  dif- 
ferent kinds  of  shop  committees  as  to  their  attitude  toward  trade 
unions.  Each  plan  and  even  each  shop  committee  must  be  studied  in 
order  to  find  out  just  how  democratic  it  is  and  whether  it  is  working 
as  the  employers  and  managers  say  it  is.  The  trade  unions  naturally 
enough  want  all  shop  committees  to  be  tied  up  to  the  national  craft 
organizations.  The  huge  majority  of  employers  in  this  country  are, 
and  always  have  been,  opposed  to  labor  organizations.  The  Presi- 
dent's first  Industrial  Conference  came  to  a  deadlock  on  the  question 
of  the  right  of  employees  to  organize  and  to  choose  representatives  to 
deal  with  the  management  The  employer  group  in  the  Conference 
must  be  taken  as  representing  the  majority  of  employers  the  country 
over.  The  speeches  made  by  these  representative  employers  were 
often  difficult  to  understand,  but  their  attitude  of  mind  was  never  for 
a  moment  in  doubt.  They  had  been  driven  by  hard  experience  to 
abandon  individual  bargaining  with  each  employee  and  to  accept  col- 
lective bargaining,  but  they  vigorously  maintained  their  right  to  dictate 
the  terms  of  the  collective  bargain.  These  employers  conceded  the 
right  of  workers  to  organize  in  a  given  plant  and  to  be  represented  by 
representatives  chosen  from  among  the  employees  of  that  plant,  pro- 
vided the  representatives  so  chosen  were  agreeable  to  the  management 
of  said  plant.  The  trade  unionists  on  the  other  hand  insisted  upon 
the  right  of  the  workers  to  choose  the  representatives  whom  they 
thought  could  best  speak  for  them  and  make  clear  their  needs  and 
wishes. 

It  is  interesting  to  note  that,  respecting  labor  organization,  the  posi- 
tion of  organized  employers  and  employees  is  exactly  reversed  in  Great 
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Britain  as  compared  with  the  United  States.  We  are  today  exactly 
where  the  British  were  about  thirty  years  ago.  The  question  of  na- 
tional unions  versus  plant  unions  was  fought  out  in  Great  Britain  and 
won  by  the  workers.  British  employers  were  obliged  to  accept  the 
result  and  bargained  collectively  with  the  representatives  of  the  na- 
tional unions.  During  the  war  the  workers  rebelled  against  this  sys- 
tem, insisting  that  wages,  hours,  and  shop  conditions  should  be  nego- 
tiated for  each  shop  by  the  local  shop  committees.  The  employers 
stood  up  valiantly  for  the  established  order,  and  insisted  that  they 
would  have  nothing  to  do  with  local  shop  committees,  but  would  bar- 
gain collectively  only  with  truly  responsible  and  representative  bodies, 
the  executives  of  the  national  trade  unions.  American  employers, 
equally  valiant  for  the  established  order,  will  have  nothing  to  do  with 
irresponsible,  unrepresentative  officials  of  national  trade  unions  and 
insist  on  bargaining  collectively  with  representatives  of  the  workers 
who  know  the  local  situation  and  who  are  chosen  from  the  shop  where 
a  dispute  is  pending,  provided  always  that  these  worker  representatives 
fulfill  the  employers'  ideas  of  a  bona  fide  representative.  One  of 
the  biggest  questions  to  be  settled  is  whether  employees'  representa- 
tion is  to  be  local  and  under  the  direct  control  and  domination  of  the 
employer,  or  whether  it  is  to  be  nation  or  world  wide  and  under  the 
control  of  the  workers  themselves,  or  whether  the  general  public  will 
insist  on  being  a  party  to  every  collective  agreement  so  as  to  prevent 
the  employers  and  the  employees  from  agreeing  too  agreeably  and 
charging  the  bill  to  the  ultimate  consumer. 

As  to  function,  most  shop  committees  deal  with  grievances,  working 
conditions  (i.e.  safety,  sanitation,  and  hygiene),  wages  and  hours  of 
labor,  and  methods  of  wage  payments.  Oftentimes  a  different  shop 
committee  is  created  to  deal  with  each  separate  function  coming  under 
the  general  head  of  industrial  relations.  As  to  participation  in  man- 
agement of  industry  in  the  true  sense  of  the  term,  there  is  as  yet  prac- 
tically none  in  the  United  States.  A  great  many  general  managers 
and  directors  of  personnel  say  the  employees  have  been  taken  into 
partnership  and  are  taking  part  in  the  management  of  the  business 
like  true  industrial  democrats.  No  doubt  these  managers  and  directors 
honestly  think  they  have  achieved  industrial  democracy ;  but  in  the  sys- 
tems of  employee  representation  which  I  have  been  able  to  examine, 
the  still  small  voice  of  the  General  Manager  could  be  heard  very,  very 
distinctly  above  the  roar  of  the  shop  committee  whirlwind  or  the  crash 
of  the  works  council  earthquake.  I  do  not  say  that  the  existing  shop 
committees  have  done  nothing  to  democratize  industry.     They  have 
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and  they  are,  in  my  opinion,  to  be  heartily  commended  and  given 
every  encouragement.  As  indicated  above,  a  few  establishments  have 
progressed  to  the  point  where  the  employees'  voices  do  have  some 
weight  in  determining  policies  and  methods  and  in  planning  work. 

As  to  the  method  by  which  representatives  of  workers  are  chosen 
to  the  shop  committees,  there  are  almost  as  many  different  plans  as 
there  are  different  plants  having  such  plans.  The  plan  by  which  rep- 
resentation or  participation  of  the  employees  is  secured  is  of  little  im- 
portance compared  to  the  scope  of  the  functions  which  the  committees 
or  representatives  of  the  workers  are  permitted  or  are  able  to  exercise. 

A  bigger  question  even  than  that  of  how  collective  bargains  are  to  be 
made  and  who  are  to  be  parties  thereto  is  the  question  of  the  scope 
and  content  of  the  collective  bargain  itself.  The  radical  trade  union- 
ists of  Great  Britain,  and  to  a  much  less  extent  of  the  United  States, 
are  insisting  that  the  workers  shall  take  a  larger  and  larger  share  in 
management,  until  ultimately  all  or  at  least  the  more  important  in- 
dustries shall  be  conducted  by  the  workers.  A  few  interesting  experi- 
ments in  employees'  management  are  already  being  tried  out  in  Great 
Britain, — for  example,  the  John  Dawson  works  at  Newcastle-on-Tyne, 
under  the  managership  of  Mr.  Leonard  Humphrey.  Mr.  Humphrey 
started  with  nothing  and  built  up  a  very  profitable  aeroplane  factory 
during  the  war.  He  is  or  was,  when  I  interviewed  him,  the  manag- 
ing director  of  the  John  Dawson  Company.  The  company  consisted 
of  all  the  employees  of  the  factory.  The  books  of  the  company  are 
open  to  the  representatives  of  the  employees  so  that  they  know  at  all 
times  the  costs  of  raw  materials,  machines,  tools,  and  labor,  the  al- 
lowance for  depreciation  and  obsolescence,  and  the  selling  price  of  the 
finished  products.  The  workers  own  collectively  50  per  cent  of  the 
stock  of  the  company;  the  other  50  per  cent  is  owned  by  Mr.  Hum- 
phrey. While  the  workers  can  not  therefore  fire  Mr.  Humphrey  if 
they  should  become  dissatisfied  with  him,  still  they  could  break  up 
the  company.  They  had  no  desire  to  do  so  when  I  was  in  England, 
because  they  felt  that  they  really  were  helping  to  manage  a  very  suc- 
cessful enterprise,  and  that  Mr.  Humphrey  was  the  best  manager  ob- 
tainable. During  the  war  Mr.  Humphrey  paid  wages  above  the  scale 
for  all  trades  employed  in  the  John  Dawson  factory.  The  working 
day  was  reduced,  if  I  remember  correctly,  to  eight  hours  per  day  and 
forty-four  hours  per  week.  Mr.  Humphrey  said  production  per  day 
and  per  week  had  increased  remarkably,  and  it  was  his  intention  to 
reduce  the  working  day  to  six  hours.  After  the  signing  of  the  armi- 
stice the  factory  took  up  the  manufacture  of  high  grade  furniture  and 
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pianos  in  addition  to  the  manufacture  of  aeroplanes  for  commercial 
uses.  This  factory  is  one  of  the  few  bona  fide  experiments  in  indus- 
trial democracy. 

Several  obvious  criticisms  will  at  once  come  into  the  minds  of  alL 
First,  John  Dawson  was  a  war  baby,  and  granting  that  industrial  dem- 
ocracy may  be  a  fine  pabulum  for  war  babies,  it  may  disagree  with 
peace  babies.  This  may  well  be.  Many  experiments  can  be  safely 
made  with  a  super-prosperous  enterprise  that  would  result  fatally 
with  a  minimum-of-subsistence  enterprise.  Again,  the  class  of  work- 
ers attracted  by  the  high  wages  paid  at  the  John  Dawson  works  was 
no  doubt  much  above  the  average.  While  an  industrial  democracy 
might  be  conducted  by  these  picked,  intelligent  men,  it  might  fail  if 
it  fell  into  the  hands  of  the  ordinary  average  workmen.  If  every  em- 
ployer started  to  John  Dawsonize,  the  result  might  be  industrial  chaos 
as  bad  or  worse  than  that  we  experienced  as  a  result  of  the  cost-plus 
contracts  for  building  cantonments,  ship9,  factories,  uniforms,  and 
other  things. 

Of  all  the  many  hundreds  of  systems  of  "industrial  democracy" 
which  I  have  studied,  very  few  give  promise  of  accomplishing  much 
in  the  way  of  winning  the  enthusiastic  support  of  the  workers,  be- 
cause little,  if  any,  additional  authority  over  or  responsibility  for 
methods  and  results  is  accorded  them.  In  the  great  majority  of  plans, 
the  workers  are  permitted  only  to  participate  in  managing,  under 
safeguards  and  direction  or  at  least  suggestion  from  above,  matters 
of  safety,  sanitation,  benefit  funds,  and  other  "welfare"  activities.  No 
eager  enthusiastic  response  from  the  workers  can  be  expected  from 
such  ultra-conservative  adventures  in  industrial  radicalism.  I  do  not 
mean  that  these  plans  are,  in  the  great  majority  of  cases,  insincere 
schemes  intended  to  deceive  the  worker  into  thinking  he  is  being  taken 
into  partnership  when  he  is  really  only  being  "taken  in."  Nothing  of 
the  sort.  I  think  employers  in  general  sincerely  desire  to  make  con- 
cessions to  labor.  Of  course,  they  want  to  concede  as  little  as  is  abso- 
lutely necessary  to  prevent  the  spread  of  those  radical  things  with 
the  fearsome  Russian  names.  Perhaps  as  time  goes  by  the  workers 
will  be  given  the  opportunity  to  demonstrate  that  they  are  worthy  of 
greater  responsibilities  and  capable  of  more  constructive  contributions 
to  industrial  management.  None  of  the  shop  committees  and  works 
councils  has  been  operating  long  enough  to  warrant  generalisations 
about  future  developments.  As  a  worker  and  a  student  I  feel  that 
there  is  a  tremendous  latent  creative  force  in  the  workers  of  today 
which  is  not  being  utilized  at  all.     This  force  may  be  likened  to  the 
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force  of  the  waves  and  the  tides  of  the  ocean.  No  engineer  has  as  yet 
been  able  to  devise  a  practical  method  for  utilizing  the  giant  strength 
of  the  sea;  but  every  industrial  engineer  with  any  imagination  what- 
soever dreams  of  the  day  when  this  giant  will  be  harnessed  and  made 
to  do  the  work  of  the  world.  Perhaps  it  is  not  and  never  will  be  eco- 
nomically feasible  to  harness  the  sea.  It  is  likewise  possible  that 
human  nature  is  fundamentally  so  constituted  that  it  never  will  be 
practicable  to  utilize  the  good  will,  enthusiasm,  and  creative  power  of 
the  workers — to  substitute  leadership  for  drivership  in  industry.  It 
may  be  that  industrial  peace  on  earth  is  unattainable,  and  that  indus- 
trial war  is  the  natural  state  of  man ;  but  I  do  not  believe  it.  Anyhow, 
it  is  worth  a  thorough  trial  in  order  to  find  out  whether  the  workers,  if 
given  responsibility  in  industrial  management,  will  become  so  interested 
in  their  work  that  they  won't  have  time  to  be  restless. 

During  and  immediately  after  the  war,  employers  were  alarmed  at 
the  thought  of  the  power  of  the  radical  labor  movement.  The  collapse 
of  the  railway  strike  in  Great  Britain  and  the  failure  of  the  British 
miners  to  win  out  on  the  nationalization  of  the  coal  mines  have  greatly 
cheered  employers  everywhere.  The  relative  industrial  calm  in  France, 
Belgium,  and  Germany  also  has  had  a  marked  effect.  In  our  own  coun- 
try the  longshoremen's  strike,  the  printers'  strike,  the  steel  workers' 
strike,  and  the  coal  miners'  strike  have  greatly  weakened  the  influence 
of  the  radical  laborite  and  socialist  leaders,  while  they  certainly  have 
not  strengthened  the  conservative  trade  unionists.  I  think  it  is  per- 
fectly obvious  that  the  wild  stampede  on  the  part  of  employers  to  set 
up  "shop  committees"  and  "works  councils"  and  to  proclaim  the  dawn 
of  the  new  day  of  "Industrial  Democracy"  is  over.  From  now  on  few 
new  plans  will  be  set  up.  Probably  many  plans  already  created  will 
be  abandoned  or  allowed  to  perish  by  atrophy.  The  sincere  attempts 
to  enlist  the  sympathy  and  help  of  the  workers  in  bringing  about  in- 
dustrial peace,  however,  will  continue  and  will  be  gradually  perfected. 

I  am  not  much  interested  in  the  possibility  of  the  workers  owning, 
managing,  and  operating  all  industries  or  even  the  more  important  ones. 
At  the  present  moment  we  are  not  in  sight  of  that  consummation.  It 
must  be  conceded  that  the  worker  who  has  served  long  enough  in  a 
plant  to  have  acquired  a  special  skill  in  doing  his  work,  even  if  it  is 
only  shoveling  slag  or  wheeling  a  barrow,  has  invested  something  in 
that  industry  and  that  plant,  and  that  he  has  thereby  acquired  a  right 
to  have  his  views  as  to  the  conditions  surrounding  his  job  considered 
by  the  management.  A  means  should  be  provided  whereby  he  may 
present  any  grievance  or  any  suggestion  he  may  have  to  make  to 
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somebody  representing  the  management.  He  may  get  turned  down. 
None  of  ns  ever  gets  all  he  wants  or  asks  for..  But  every  worker  ought 
to  have  the  right  to  give  his  views  on  industrial  matters  just  as  he  has 
the  right  to  express  his  views  on  political  or  religious  matters.  The 
workers  will  not  be  satisfied  merely  to  express  views.  They  want  die 
assurance  that  their  views  will  be  given  more  than  a  perfunctory  con- 
sideration. No  class  of  people  is  more  responsive  to  fair,  open-handed 
dealing  than  the  workers.  If  their  proposals  are  discussed  openly  with 
them  and  shown  to  be  impracticable,  or  inexpedient  for  the  time,  they 
have,  almost  invariably,  been  quite  ready  to  vote  for  the  rejection  of 
their  own  proposals. 

There  is  a  vast  gulf  fixed  between  expressing  an  opinion  about  the 
shape  of  the  handle  of  the  shovel  one  uses  for  heaving  slag  or  the 
desirability  of  having  a  glee  club  rather  than  a  debating  society,  and 
the  planning  and  routing  of  work,  devising  methods  and  determining 
upon  the  tools,  machines,  and  processes  for  making  the  finished  pro- 
duct in  a  big  plant.  I  insist  that  the  management,  even  scientific 
management,  has  not  a  monopoly  of  all  the  brains  in  an  establishment. 
The  workers  themselves  can  and  do  contribute  much  in  the  planning 
and  doing  of  the  work.  What  is  of  vastly  more  importance  than  the 
increase  in  production  as  a  result  of  utilising  the  latent  intelligence, 
ingenuity,  and  enthusiasm  of  the  workers,  is  the  increase  in  content* 
ment.  Here  is  a  vast  source  of  industrial  power  which  has  been  cut 
off,  isolated  by  the  transformation  of  little  business  into  big  business. 
It  will  be  difficult  to  tap  this  source,  but  tap  it  we  must  if  we  are  to 
continue  anything  resembling  the  present  industrial  organisation  with 
its  large  scale  production.  The  good  will  of  the  workers  is  a  much 
more  potent  force  making  for  industrial  efficiency  than  all  the  scien- 
tific management  formulas  and  systems  of  production.  There  is  no  in- 
herent reason  why  the  good  will  of  the  workers  should  not  go  hand  in 
hand  with  scientific  management.  Until  now  the  workers  have  had 
only  antagonism  for  scientific  management  because  the  scientific  man- 
ager never  asked  them  for  their  opinions  or  ideas, — he  only  told  them 
what  they  were  expected  to  do  and  the  workers  promptly  did  some- 
thing else.  I  have  already  said  workers  are  not  different  from  em- 
ployers. That  is  precisely  what  ails  them.  If  employers  will  deal 
fairly  and  squarely  with  their  employees,  let  them  know  all  about  the 
business  except  only  those  technical  processes  which  must  be  kept 
secret,  and  take  them  into  a  real  partnership,  production  will  be  enor- 
mously improved  both  in  quantity  and  quality.  This  may  be  just  an- 
other way  of  saying  that  when  the  millennium  comes  there  will  be  no 
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industrial  unrest  for  there  will  be  no  industry,  no  employers,  and  no 
employees.  Before  abandoning  ourselves  completely  to  pessimism  and 
despair  we  should  at  least  try  the  experiment  of  giving  the  workers  a 
real  voice  and  responsibility  in  management. 

In  all  discussions  of  employees'  representation  too  much  emphasis  is 
placed  on  production  and  not  enough  on  distribution  and  consumption 
of  the  product.  The  interest  of  the  worker  in  increasing  production  is 
bound  to  wane,  no  matter  how  many  representatives  he  may  have  on 
shop  committees  and  works  councils,  no  matter  how  much  dependence 
is  placed  upon  him  in  planning  and  carrying  out  his  work,  if  in  the 
division  of  the  product  he  does  not  get  or  believes  he  does  not  get  his 
fair  share.  The  share  due  to  labor  as  a  whole  and  to  each  individual 
laborer  is  impossible  of  exact  determination.  The  concept  of  economic 
law  as  a  force,  as  compelling,  as  universal,  as  immutable,  and  as  uner- 
ring as  the  law  of  gravitation,  is  beautiful  but  it  doesn't  get  us  any- 
where. If  there  is  an  economic  law  working  uninterruptedly  to  adjust 
the  economic  reward  of  each  member  of  society  in  accordance  with  his 
economic  merit,  or,  in  other  words,  in  proportion  to  his  contribution  to 
the  economic  product,  it  remains  hidden  beyond  the  ken  of  the  labor 
statistician  and  administrator.  Practically  the  share  of  labor  is  deter- 
mined by  the  bargaining  strength  of  the  workers. 

Of  course,  if  the  workers  are  to  be  admitted  to  participation  in  man- 
agement, they  must  participate  to  some  extent  in  the  losses  as  well  as 
the  gains  of  industry.  A  practical  method  of  payment  would  be  to 
guarantee  for  each  position  a  minimum  wage  which  must  be  paid  re- 
gardless of  any  losses  which  the  business  may  suffer.  In  addition  to 
the  minimum,  a  bonus  should  be  provided  varying  according  to  the 
contribution  of  the  workers  in  cutting  down  labor  costs,  in  reducing 
costs  of  management,  in  decreasing  spoilage  of  material,  in  decreasing 
wear  and  tear  on  machines  and  tools,  in  improving  quality  of  product, 
in  increasing  business  or  in  any  other  way.  This  would  obviate  the 
objection  to  most  bonus  schemes  that  the  worker  is  penalized  or  re- 
warded for  the  inefficiency  or  the  good  judgment  of  the  managers. 

Democracy,  if  it  is  not  to  perish  from  the  earth,  must  be  organized 
for  efficiency.  It  must  become  far  more  efficient  than  it  ever  has  been 
at  any  time  in  the  past.  We  are  told  that  democracy  has  just  won  a 
tremendous  victory  over  autocracy.  Our  rejoicings  must  be  tempered 
by  the  remembrance  of  the  awful  cost  of  the  victory  in  lives  shattered 
and  snuffed  out,  in  wealth  squandered  and  destroyed,  in  the  chaos 
which  has  been  unloosed  on  the  earth.  When  we  count  up  the  costs  we 
do  not  feel  too  confident  of  the  fullness  of  this  victory  nor  too  secure  in 
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its  beneficent  results.  The  victors  suffered  far  greater  losses  both  in 
men  and  in  material  wealth  than  the  vanquished.  Democracy  won  by 
sheer  weight  of  numbers  and  of  wealth.  Had  not  autocracy  been  di- 
vided against  itself  it  could  not  have  been  overthrown  by  the  partial 
and  inefficient  democracies  which  opposed  it.  In  order  to  win,  dem- 
ocracy was  driven  to  adopt  autocratic  methods  and  practices, — meth- 
ods and  practices  which  still  persist  and  fill  democrats  with  appre- 
hension. A  speedy  readjustment,  political  and  industrial,  on  a  more 
democratic  basis  is  necessary.  The  few  feeble,  tottering  steps  which 
we  have  taken  on  the  road  toward  democracy,  both  political  and  in- 
dustrial, will  not  and  can  not  be  retraced.  The  evils,  shortcomings, 
and  imperfections  of  our  present  democracy  can  not  be  eradicated  by 
reverting  to  autocracy  which  we  have  in  part  shaken  off.  The  cure 
for  democracy  is  more  not  less  democracy. 
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Colonel  Harry  B.  Jordan. — The  labor  problem  at  government 
establishments  has  a  number  of  conditions  attached  to  it  concerning 
which  the  average  business  man  has  little  conception.  In  connection 
with  the  talk  that  I  have  been  requested  to  make  on  the  Works  Or- 
ganization at  the  Rock  Island  Arsenal,  I  desire  to  bring  these  points 
out  fully  so  that  their  bearing  on  the  subject  may  be  clear.  They  are: 
(1)  qualifications  for  employment;  (2)  conditions  of  employment  and 
privileges;  (8)  conditions  of  discharge. 

I.  Qualifications  for  Applicants  for  Employment 

All  civilian  employees  of  the  Ordnance  Department  obtain  their  em- 
ployment by  application  to  the  local  Civil  Service  Board  stationed  at 
each  governmental  establishment  or  to  the  Secretary  of  the  District 
Civil  Service  Board.  The  local  Civil  Service  Board  at  each  ordnance 
establishment  is  composed  of  three  persons :  an  officer,  one  of  the  classi- 
fied employees,  and  the  Secretary  of  the  Civil  Service  District  in  which 
the  ordnance  establishment  is  located.  Applicants  for  employment 
must  be,  in  the  case  of  males,  between  the  ages  of  eighteen  and  fifty- 
five  and,  in  the  case  of  females,  between  eighteen  and  forty-five  on  the 
date  of  filing  papers.  The  applicant  in  submitting  his  papers  for  any 
position  must  pass  a  physical  examination,  the  record  of  which  is 
spread  on  the  application.  The  applicant  must  be  an  American  citi- 
zen, and  no  person  can  be  considered  who  has  been  indicted  or  con- 
victed for  any  crime  or  misdemeanor,  unless  a  full  record  of  the  case 
is  spread  on  the  record  and  a  statement  from  the  trial  judge,  showing 
the  evidence  of  such  person's  subsequent  good  moral  character  and 
repute,  furnished.  All  applications  filed  with  the  local  Civil  Service 
Board  are  rated  and  the  selection  in  case  of  vacancy  must  be  from 
among  the  first  three  persons  on  the  list.  The  civil  service  rules  no- 
where make  any  mention  of  unions  or  organized  labor  and  the  depart- 
ment does  not  concern  itself  with  the  labor  affiliations  of  an  employee 
or  the  prospective  employee;  neither  does  it  concern  itself  with  refer- 
ence to  religion,  the  lodges  to  which  a  man  may  belong,  or  any  similar 
matters.  The  employees  are  taken  on  under  civil  service  rules,  they 
are  maintained  under  civil  service  rules,  and  are  discharged  under  civil 
service  rules. 

II.  Conditions  of  Employment  and  Privileges  Obtained  Thereby 
Hourt  of  Labor. — The  first  eight-hour  law  was  passed  in  1868.    In 
1892,  1912,  and  1913  laws  were  enacted  which  extended  the  applica- 
tion of  the  eight-hour  day.    The  law  provides: 

That  the  service  and  employment  of  all  laborers  and  mechanics  who  are 
now  or  may  hereafter  be  employed  by  the  government  of  the  United  States,  by 
the  District  of  Columbia,  or  by  any  contractor  or  sub-contractor  upon  a  public 
work  of  the  United  States  or  the  District  of  Columbia  ...  is  hereby  limited 
and  restricted  to  eight  hours  in  any  one  calendar  day. 
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If  in  an  emergency  it  is  necessary  to  employ  a  man  for  more  than 
eight  hours,  he  is  entitled  to  time  and  one-half  for  overtime  on  ordi- 
nary working  days  and  double  time  on  certain  holidays.  In  every 
case  where  a  per  diem  employee  is  worked  for  more  than  six  days  a 
week  or  eight  hours  a  day,  an  explanation  most  be  submitted  to  the 
Secretary  of  War  showing  the  urgent  necessity  therefor;  in  other 
words  the  hours  of  labor  are  so  strictly  confined  to  eight  per  day  that 
it  is  a  very  hard  matter  to  employ  anyone  for  a  longer  period  of  time. 

Annual  leave. — In  1901  a  law  was  passed  by  Congress  which  de- 
clares: 

That  each  and  every  employee  of  the  navy  yards,  gun  factories,  naval  sta- 
tions, and  arsenals  of  the  United  States  government  be  and  is  hereby  granted 
fifteen  working  days  leave:  Provided,  that  it  shall  be  lawful  to  allow  pro- 
rata leave  only  to  those  serving  twelve  consecutive  months  or  more  and,  Pro- 
vided further,  that  in  all  cases  the  heads  of  departments  shall  have  discretion 
as  to  the  time  when  the  leave  can  be  best  allowed  without  detriment  to  the 
service  and  that  absence  on  account  of  sickness  shall  be  deducted  mm  the 
leave  hereby  granted. 

On  August  29,  1916,  this  law  was  superseded  by  the  present  law, 
which  provides: 

That  each  and  every  employee  of  the  navy  yards,  gun  factories,  naval  sta- 
tions, and  arsenals  of  the  United  States  government  is  hereby  granted  thirty 
days  leave  of  absence  each  year  without  forfeiture  of  pay  during  such  leave: 
Provided  further,  that  it  shall  be  lawful  to  allow  the  pro-rata  leave  only  to 
those  serving  twelve  consecutive  months  or  more,  and  Provided  further,  that 
not  more  than  thirty  days  leave  with  pay  shall  be  allowed  any  such  employee 
in  one  year:  Provided  further,  that  this  provision  shall  not  be  construed  to 
deprive  employees  of  any  sick  leave  or  legal  holidays  to  which  they  may  be 
entitled  under  existing  law. 

In  the  Ordnance  Department  there  is  no  allowance  made  at  arsenals 
for  the  sick  leave  of  any  employee, — consequently  the  amount  of  leave 
given  under  this  law  does  not  exceed  the  amount  mentioned,  thirty 
days. 

Holidays. — In  addition  to  the  thirty  days  leave,  by  various  acts 
Congress  has  authorized  the  absence  of  employees  from  work  on  cer- 
tain days  which  in  the  acts  have  been  declared  holidays,  and  has  or- 
dered full  pay  for  these  days,  which  are  January  1,  February  22, 
July  4,  December  25,  Memorial  Day,  Labor  Day,  and  Thanksgiving 
Day, — seven  days  in  all.  In  addition  the  President,  under  date  of 
June  9,  1914,  has  directed  that  from  June  15  to  September  15  of  each 
year,  four  hours  shall  constitute  a  day's  work  on  Saturday  for  all 
clerks  and  other  employees  of  the  federal  government  wherever  lo- 
cated. This  means  that  the  Saturday  afternoons  in  question  are 
granted  as  holidays  with  full  pay.  During  the  year  1919,  this  gave 
thirteen  half  holidays;  in  other  words  six  and  one-half  days.  It  is 
therefore  apparent  that  during  the  year  1919  arsenal  employees  re- 
ceived a  total  of  forty-three  and  a  half  days  leave  with  full  pay.  In 
other  words,  an  employee  of  the  Ordnance  Department  can  work  dur- 
ing a  365  day  year  a  possible  813  days,  but  he  actually  works  269% 
and  receives  pay  for  313.  Please  appreciate  fully  that  this  leave  ii 
granted  by  acts  of  Congress  and  that  the  administrative  officers  of  the 
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Ordnance  Department  or  any  other  executive  department  of  the  gov- 
ernment have  absolutely  no  voice  in  the  matter  whatever. 

Wages. — The  Ordnance  Department  is  circumscribed  in  its  action  by 
regulations  governing  the  fixing  of  wages.  There  is  no  law  covering 
wage  rates  for  mechanics  and  laborers  in  the  War  Department,  but  by 
custom  and  precedent  established  through  a  long  period  of  years  the 
matter  has  crystallized  into  a  regulation  which  governs  the  Ordnance 
Department  and  which  states: 

That  the  Commanding  Officer  shall  make  diligent  inquiry  of  the  private 
manufacturing  establishments  in  the  vicinity  of  his  post,  which  in  his  opinion 
should  best  furnish  the  comparison  desired  as  to  rates  of  pay  paid  to  the 
workingmen  of  different  grades  in  each  trade  or  occupation  for  work  of  a 
similar  nature  and  grade  to  that  done  at  his  Arsenal  and  resembling  it  as 
nearly  as  possible. 

The  vicinity  to  be  consulted  is  to  be  taken  as  the  region  lying  within 
a  boundary  sufficient  to  insure  similarity  of  conditions  of  employment 
and  living  to  those  at  the  point  where  the  effort  to  fix  the  wages  is  be- 
ing made.  In  considering  the  wages  paid  for  similar  work  by  different 
manufacturers,  attention  must  be  given  to  the  size  of  the  establishment, 
amount  of  work  turned  out,  nature  of  the  material  and  tools  in  use,  and 
the  standard  established  for  and  the  degree  of  conformity  thereto  that 
may  be  exacted  in  the  completed  article;  all  of  which  points  influence 
the  compensation  given  workmen  of  even  a  similar  grade  at  different 
factories.  In  other  words,  the  Ordnance  Department  shall  pay  its  em- 
ployees in  any  given  line  of  work  the  same  amount  of  pay  for  an  eight 
hour  day  that  a  man  on  this  line  of  work  obtains  outside  in  commercial 
establishments  for  nine  or  ten  hours.  The  rate  of  pay  shall  not  be  a 
matter  over  which  the  Commanding  Officer  exercises  any  discretion 
other  than  that  of  carefully  ascertaining  what  the  prevailing  rate  in 
commercial  establishments  doing  work  similar  to  that  at  his  establish- 
ment is. 

In  this  connection  in  the  case  of  machinists,  toolmakers,  and  work- 
men in  allied  trades  at  the  Rock  Island  Arsenal,  the  Secretary  of  War 
has  directed  that  in  addition  to  such  establishments  in  the  tri-cities  of 
Davenport,  Rock  Island,  and  Moline  which  do  similar  work,  shops  en- 
gaged in  comparable  work  in  Chicago  shall  be  considered;  and  that 
rates  in  Peoria,  Monmouth,  and  other  small  towns  in  the  neighborhood 
of  Rock  Island  Arsenal  shall  not  be  consulted  as  the  living  conditions 
in  those  towns  are  not  comparable  to  the  living  conditions  in  the  tri- 
cities.  In  other  words,  it  is  held  that  the  living  conditions  in  the  tri- 
cities  more  nearly  approach  those  in  Chicago  and  therefore  the  rates 
of  pay  in  Chicago  and  the  tri-cities  only  shall  be  used.  That  is  to  say 
that  "the  vicinity"  means  the  tri-cities  plus  Chicago. 

The  operation  of  the  Compensation  Act  in  case  of  disability  due  to 
accident  or  injury  in  the  course  of  employment  is  also  a  very  valuable 
consideration  to  the  workman,  as  it  gives  him  free  medical  treatment 
and  pay  during  such  disability.  Another  condition  which  the  work- 
ingman  considers  in  obtaining  government  employment  is  that  its  con- 
tinuity is  practically  assured.    Of  course,  this  would  not  apply  to  war 
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work  nor  to  the  size  of  the  present  force  at  Rock  Island  Arsenal, 
which  can  not  be  definitely  fixed  until  Congress  passes  its  appropria- 
tion for  next  year,  based  on  the  size  of  the  Army  it  intends  to  support 
The  force  now  at  the  Rock  Island  Arsenal  is  about  7600  people.  In 
my  opinion  this  will  be  reduced  to  about  8000  during  the  next  fiscal 
year.  In  other  words,  it  will  be  reduced  to  a  skeleton  organization  for 
munitions  and  such  other  governmental  manufactures  as  the  Secretary 
of  War  or  other  governmental  agencies  may  turn  over  to  it. 

III.  Conditions  of  Discharge 
The  law  in  connection  with  discharge  states : 

In  making  removals  or  reductions  or  any  other  punishment,  like  penalties 
shall  be  imposed  for  like  offenses  and  no  discrimination  shall  be  exercised  for 
political  or  religious  reasons.  No  person  in  the  classified  civil  service  shall  be 
removed  except  for  cause,  and  he  shall  be  furnished  with  copy  of  the  charges 
preferred  against  him,  allowed  a  reasonable  time  to  answer  these  charges,  and 
a  copy  of  the  charges,  notice  of  hearing,  answer,  reasons  for  removal,  and  the 
order  for  removal  shall  all  be  made  a  part  of  the  records  of  proper  office. 

This  sounds  really  more  formidable  in  the  case  of  an  employee  than  the 
necessary  action  in  any  case  really  is.  If  an  employee  is  guilty  of  an 
offense  which  justifies  action,  he  has  a  report  slip  put  in  against  him 
and  is  given  a  full  chance  to  submit  an  explanation.  The  action  of  the 
reviewing  authority  is  placed  thereon  and  in  case  dismissal  is  neces- 
sary he  is  discharged  and  copies  of  all  records  attached  to  his  retained 
record  card. 

You  see  therefore  that  the  officer  commanding  an  arsenal  is  limited 
and  governed  in  his  selection  of  employees  by  civil  service  rules.  He 
is  guided  in  his  handling  of  the  hours  of  labor  and  wages  by  civil 
service  rules.  He  is  guided  and  directed  in  the  leave  which  he  gives 
to  his  employees  by  congressional  action,  and  he  is  guided  in  the  dis- 
charge, removal,  or  punishment  of  his  employee  by  civil  service  rules. 
Wages  and  hours  of  labor  are,  of  course,  the  heart  of  the  industrial 
relations  problem;  but  the  removal  of  these  from  the  action  of  a  gov- 
ernmental department  still  leaves  many  questions  of  industrial  rela- 
tionship to  be  considered.  Back  of  all  questions  raised  by  employees 
there  lies  the  basic  need  for  a  better  means  of  conference  and  communi- 
cation between  the  employer  and  the  employee.  At  all  ordnance  es- 
tablishments any  employee  has  a  full  right  to  bring  his  special  prob- 
lems or  troubles  to  anyone  of  the  following  persons  who  are  listed  in 
the  order  of  their  authority:  Foreman,  Master  Workman,  Officer  in 
Charge,  Commanding  Officer,  Chief  of  Ordnance,  Secretary  of  War, 
President  of  the  United  States.  This  is  to  say  nothing  of  his  con- 
gressional representative,  perhaps  one  or  two  senators  as  well.  This 
right  is  guaranteed  by  the  First  Amendment  to  the  Constitution  of  the 
United  States,  which  reads:  "Congress  shall  make  no  law  .  .  . 
abridging  .  .  .  the  right  of  the  people  ...  to  petition  the  govern- 
ment for  the  redress  of  grievances." 

In  all  of  the  older  ordnance  establishments  employees'  committees 
of  one  kind  or  another  had  come  into  existence,  although  they  rarely 
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represented  more  than  a  single  craft  interest  and  they  had  grown  up 
in  the  older  atmosphere  when  employees  were  supposed  to  confer  with 
the  management  only  when  grievances  were  to  be  aired.  They  offered 
only  intermittent  contact  between  the  management  and  the  employees 
and  that  contact  at  a  time  when  differences  of  opinion  already  existed. 
These  committees  and  individuals  acting  under  their  constitutional  right 
frequently  took  matters  to  higher  authorities  in  Washington  and  else- 
where. Of  course,  all  such  complaints  and  statements  eventually  came 
back  to  the  Arsenal  Commander  for  his  side  of  the  question,  and  this 
method  of  handling  matters  in  no  way  expedited  settlement,,  but  on 
the  contrary  delayed  it,  simply  creating  additional  causes  of  friction. 

The  thought  that  governed  me  in  approving  the  Works  Organiza- 
tion which  has  been  installed  at  the  Rock  Island  Arsenal  was  that  we 
should  begin  with  the  conception  that  differences  between  the  employer 
and  employee  are  not  irreconcilable  and  that  the  building  of  a  Works 
Organization  should  not  be  based  on  a  foundation  of  grievance  com- 
mittees and  arbitration  committees.  The  approach  to  the  type  of 
organization  desired  was  one  that  should  come  from  the  conception  that 
both  the  management  and  the  men  have  interests  in  common,  and  that 
industry  and  its  corollary,  production,  will  suffer  much  by  failing  to 
gain  the  cooperation  of  the  intelligent  and  experienced  workers  in  the 
immediate  problems  with  which  they  are  directly  concerned.  To  bring 
about  this  condition  the  Works  Organization  must  provide  an  easy  and 
continuous  method  of  conference  between  the  management  and  the 
workers  and  at  the  same  time  give  the  employees  the  full  democratic 
right  to  select  their  representatives.  The  organization  at  Rock  Island 
Arsenal  meets  these  requirements.  It  gives  a  plain  statement  of  its 
cause  for  existence  when,  in  the  order  establishing  it,  it  says:  "In 
order  to  establish  a  definitely  organized  means  of  communication  and 
conference  between  the  management  and  the  employees  of  the  Rock 
Island  Arsenal,  the  following  plan  is  adopted." 

This  plan  takes  absolutely  no  administrative  responsibility  from  the 
management  of  the  Arsenal  and  yet  at  the  same  time  it  provides  a 
means,  a  known  prescribed  channel,  by  which  any  one  of  the  employees 
can  bring  a  matter  in  which  he  is  interested — and  understand  me  that 
this  does  not  mean  grievances  in  hundreds  and  hundreds  of  cases — 
to  the  proper  person  whom  he  can  consult  with  regard  to  it. 

IV.  Works  Organization 

The  organization  of  Rock  Island  Arsenal  is  readily  divisible  into 
thirteen  departments  and  the  Works  Council  is  based  on  departmental 
representation.  The  Works  Council  is  composed  of  three  elected  rep- 
resentatives from  each  of  the  thirteen  departments,  these  representa- 
tives being  elected  by  secret  ballot.  This  secret  ballot  is  entirely  con- 
trolled by  the  employees;  the  only  part  the  management  has  in  it  is 
that  it  provides  a  timekeeper  in  association  with  the  two  employee 
judges  who  certifies  to  an  employee's  eligibility  to  vote  in  a  given 
shop.    No  employee  of  less  than  eighteen  years  of  age  and  with  less 
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than  six  months  service  is  entitled  to  vote  and  no  representative  is 
eligible  to  election  unless  he  has  served  one  year  at  the  Arsenal.  No 
employee  who  has  the  power  of  recommending  employment,  promo- 
tion, or  discharge  is  eligible  to  act  as  a  departmental  representative. 
These  thirty-nine  elected  representatives  form  the  Central  Council,  and 
the  Chairman  of  this  Central  Council  with  four  members  of  the  Coun- 
cil are  chosen  to  meet  with  the  Commanding  Officer  and  four  of  his 
principal  assistants  as  a  Joint  Conference  Committee.  From  the  body 
of  the  Central  Council  are  selected  two  members  of  the  Council  for 
each  of  the  standing  committees  necessary  for  the  transaction  of  busi- 
ness. The  two  members  of  each  standing  committee  meet  regularly 
each  week  with  two  representatives  of  the  management  as  a  joint 
standing  committee  for  conference  on  all  matters  related  to  the  sub- 
jects assigned  to  that  committee.  At  the  present  time  there  are  thir- 
teen outstanding  committees  of  the  Central  Council,  one  for  each  of  the 
following  subjects:  Production,  Employment,  Working  Conditions, 
Shop  Expense,  Rates  of  Pay,  Arsenal  Orders,  Shop  Discipline,  Promo- 
tions and  Discharges,  Inventions,  Safety  and  Sanitation,  Statistics, 
Instructions,  and  Recreation. 

Departmental  representatives  may  be  recalled  by  the  usual  proced- 
ure. Council  members  are  eligible  for  duty  on  only  one  standing  com- 
mittee of  the  Council  unless  otherwise  agreed  upon  by  the  Joint  Con- 
ference Committee.  To  enable  the  Joint  Conference  Committee  to  have 
an  expression  of  opinion  of  the  employees  as  a  whole  or  of  any  depart- 
ment that  may  be  affected  by  a  certain  question,  it  has  been  provided 
that  a  referendum  may  originate  with  either  the  management  or  the 
Central  Council  or  with  the  constituencies.  The  request  must  be  pre- 
sented in  writing  to  the  Central  Council,  thence  it  is  sent  to  the  Joint 
Conference  Committee  for  action.  The  Council  will  later  refer  the 
question  as  formulated  by  the  Joint  Conference  Committee  to  the  de- 
partment or  departments  interested  if  such  action  is  necessary. 

The  three  representatives  of  each  department  are,  of  course,  in  con- 
tact with  the  management  representative  of  that  department,  and  on 
all  minor  matters  may  confer  with  him.  When  a  workman  has  a  mat- 
ter which  he  wishes  to  discuss  or  a  complaint  which  he  desires  to  sub- 
mit he  first  takes  it  up  with  his  foreman.  If  he  and  the  foreman  can 
not  come  to  an  understanding  or  it  is  beyond  the  jurisdiction  of  the 
foreman  to  give  a  decision,  he  so  informs  the  man  and  the  man  may 
then  discuss  his  case  with  one  of  the  departmental  representatives  to 
be  selected  by  him.  If  a  departmental  representative  feels  that  it  is 
a  matter  which  should  be  taken  up  he  discusses  it  with  the  foreman  or 
the  officer  in  charge — in  other  words,  with  the  highest  authority  in  the 
department — and  if  no  action  can  be  taken,  the  matter  then  goes  to  the 
proper  standing  committee  for  its  action  and  recommendations;  the 
civilian  or  officer  in  charge  of  the  department  and  the  selected  depart- 
mental representative  automatically  becoming  members  of  the  standing 
committee.  If  groups  of  employees  desire  to  have  matters  considered 
the  same  procedure  is  followed.    If  a  standing  committee  cannot  arrive 
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at  a  recommendation  and  comes  to  an  impasse,  the  matter  is  referred 
to  the  Joint  Conference  Committee;  and  if  deemed  by  it  of  sufficient 
importance  it  is  passed  on  to  the  Central  Council  with  a  request  for  an 
expression  of  opinion  or  recommendation  to  guide  the  Joint  Confer- 
ence Committee  in  its  decision.  The  Joint  Conference  Committee  meets 
once  in  two  weeks.  Frank  full  discussion  of  all  matters  brought  up  be- 
fore it  takes  place.  So  far  no  matter  has  been  forwarded  for  the  action 
of  higher  authority  with  one  exception, — the  rate  of  fare  to  be  charged 
on  the  street  cars  on  the  Arsenal,  on  which  the  Joint  Conference  Com- 
mittee could  not  arrive  at  a  decision  satisfactory  to  both  the  manage- 
ment and  the  employees.  This  was  referred  to  the  Commanding  Officer 
of  the  Arsenal  and  by  him  to  the  Chief  of  Ordnance  for  final  decision. 
The  joint  standing  committee  system  with  the  weekly  meetings  of  the 
Central  Council  and  the  bi-weekly  meetings  of  the  Joint  Conference 
Committee  makes  possible  speedy  conference  on  all  matters  and  insures 
continuity  and  growth  of  experience  and  the  development  of  a  consis- 
tent policy. 

I  think  it  may  be  accepted  as  a  fundamental  proposition  in  our  gov- 
ernment establishments  that  the  development  of  any  form  of  work- 
ers' organization  must  not  be  used  in  opposition  to  trade  unionism.  On 
this  basis  only  can  a  better  relation  between  employer  and  employee 
be  worked  out.  The  hearty  cooperation  of  the  employees  of  Rock 
Island  Arsenal  could  never  have  been  gained  had  they  not  been  con- 
vinced of  the  fairness  of  the  Ordnance  Department  towards  trade 
unions  as  well  as  to  all  employees.  The  trade  unionist  has  been  per- 
fectly frank  in  stating  his  position  of  distrust  towards  works  organi- 
zations; he  has  frankly  said  that  his  hostility  to  such  councils  is  due 
to  the  many  times  they  have  been  used  to  weaken  unionism,  and  he 
has  in  many  cases  made  such  organizations  ineffectual  when  facts  have 
justified  his  belief.  I  know  of  no  ulterior  motives  in  the  Ordnance 
Department.  The  Department  believes  that  even  in  an  industry  where 
the  employees  are  highly  organized  there  is  still  a  necessity  for  de- 
veloping channels  of  conference  and  communication  with  the  plant. 
In  no  other  way  can  the  innumerable  details  of  industrial  relations  be 
handled  efficiently  and  expeditiously. 

The  relation  of  ordnance  to  the  craft  organization  is  simple  and 
straightforward.  Civil  service  regulations  require  that  there  shall  be 
no  discrimination  against  employees  because  of  their  religious  or  po- 
litical affiliations.  While  pronouncements  on  trade  unionism  are  out- 
side the  province  of  civil  service,  the  policy  of  the  government  during 
the  war  expressly  formulated  by  the  War  Labor  Board  discountenanced 
any  discrimination  because  of  trade  union  affiliations.  Following  this 
policy  the  Ordnance  Department  does  not  permit  the  question  of  union 
affiliation  to  be  asked  of  any  individual.  But  while  there  is  no  ques- 
tioning in  the  ordnance  establishments  of  the  relation  of  the  individual 
to  trade  unionism,  the  craft  organization,  being  a  part  bf  the  social 
structure  and  with  a  technical  point  of  view  distinctive  to  each  craft, 
affecting  industry  as  a  whole,  is  welcomed  in  the  presentation  of  that 
point  of  view  to  the  proper  ordnance  officials. 
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The  above  is  the  simple  mechanism  of  the  Rock  Island  Arsenal  plan. 
The  main  features  are  similar  to  innumerable  works  organizations  that 
have  stood  the  tests  of  time  in  England  and  America,  but  greater  sim- 
plicity and  effectiveness  have  been  gained  by  its  simple  mechanism  of 
standing  committees  and  its  mode  of  procedure.  The  works  council 
plan  as  outlined  above  has  the  support,  interest,  cooperation,  and  good 
will  of  the  men,  as  far  as  I  can  ascertain.  It  has  been  in  operation 
too  short  a  time  for  a  final  valuation  either  of  the  system  or  its  results. 
I  can  only  state  that  in  many  ways  justification  of  its  existence  has  been 
shown.  It  has  produced  increased  interest  in  the  work,  as  has  been 
shown  by  innumerable  suggestions  for  improvements,  but  best  of  all, 
in  my  mind,  it  has  provided  a  mechanism  for  taking  care  at  their 
sources  of  the  innumerable  small  matters  which  are  so  important  to  the 
individual  workmen,  and  I  think  it  is  producing  a  discussion  and  set- 
tlement  of  departmental  problems  within  a  reasonable  time  instead  of 
postponing  their  settlement  until  dissatisfaction  and  soreness  have  de- 
veloped. Its  purpose  simply  is  to  remedy  a  defect  in  plant  organisa- 
tion, and  my  experience  is  that  it  has  proven  itself  to  be  what  it  was 
intended.  It  is  not  a  cure  or  a  panacea  for  idustrial  ills ;  it  is  simply 
a  means  of  obtaining  organized  team  work  and  I  feel  that  it  is  pro- 
ducing this  result.  It  is  a  cooperative  attempt  to  apply  common  sense 
to  industrial  plant  relationships. 

Willard  E.  Hotchkiss. — At  the  time  President  Gardner  invited  me 
to  discuss  Dr.  Meeker's  paper  I  made  it  clear  to  him  that  I  should 
not  try  to  reduce  my  thoughts  to  manuscript,  and  I  have  lived  up  to 
this  qualification  of  my  acceptance.  What  I  shall  have  to  say  will  be 
Dy  way  of  impressions  and  opinions  drawn  from  my  own  experience, 
but  it  will  not  necessarily  reflect  any  mature  and  systematic  body  of 
views  upon  the  general  subject  before  us. 

Without  specific  reference  to  Dr.  Meeker's  paper,  it  has  seemed  to 
me  that  much  of  the  general  discussion  of  Shop  Representation  has  an 
air  of  unreality  which  largely  impairs  its  value  for  men  who  are  try- 
ing to  deal  with  the  subject  in  a  practical  way.  Considering  that  we 
are  still  in  the  early  stages  of  discussion,  and  that  the  subject  is  one 
of  such  varied  detail,  it  is  not  strange  perhaps  that  our  efforts  to 
generalize  should  have  a  certain  detachment  from  concrete  facts.  Re- 
ferring to  this  characteristic,  if  it  exists,  does  not  imply  hostile  criti- 
cism, and  in  no  sense  should  I  wish  to  focus  any  sort  of  criticism  in 
this  connection  on  Dr.  Meeker's  paper  as  compared  with  other  utter- 
ances in  the  same  field.  It  so  happens,  however,  that  Dr.  Meeker's 
paper  is  the  one  before  us  today,  and  I  am  sure  he  will  not  take  it  amiss 
if  I  illustrate  the  point  I  am  trying  to  make  by  reference  to  some  of 
the  things  he  said. 

In  speaking  of  the  evils  of  absentee  ownership,  Dr.  Meeker  used  an 
expression  something  like  this:  "It  stands  to  reason  that  absentee 
owners  cannot  have  the  same  interest  in  the  men  working  in  their 
plants  as  owners  of  smaller  plants  who  are  on  the  ground  and  in  close 
touch  with  the  plant."    While  I  am  ready  to  agree  with  the  general 
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idea  here  expressed,  it  carries  an  implication  to  which  I  can  agree 
only  in  part. 

The  establishment  of  wholesome  industrial  relations  is  primarily  a 
question  between  management  and  men,  and  the  character  of  manage- 
ment does  not  necessarily  depend  on  who  owns  the  business,  or  where 
he  lives.  To  be  more  specific,  everyone  who  has  had  occasion  to  ob- 
serve the  functioning  of  industrial  relations  in  plants  of  different  char- 
acter will  recognize  at  once  that  we  are  just  about  as  likely  to  find  a 
high  grade  forward-looking  manager  working  for  absentee  owners 
as  we  are  to  find  such  a  manager  among  plants  in  which  management 
and  financial  control  are  centered  locally  in  the  same  hands.  My  own 
experience  has  been  that  there  is  no  one  quite  so  impervious  to  pro- 
gressive ideas  with  respect  to  industrial  relations  as  the  owner-man- 
ager of  a  small  or  moderate  sized  plant  who  developed  his  plant  and 
his  ideas  in  the  last  century,  and  who  has  kept  both  plant  and  ideas 
rigid  ever  since.  I  should  not  go  so  far  as  to  say  that  this  type  is  en- 
tirely typical  of  the  small  plants,  but  I  am  inclined  to  think  that  we 
shall  find  progressive  ideas  coming  out  of  the  large  plants  whose 
ownership  is  widely  scattered,  and  whose  financial  control  is  central- 
ized away  from  the  plant,  quite  as  frequently  as  we  shall  find  it  in  the 
plants  locally  owned  and  managed. 

The  element  of  unreality  to  which  I  referred  consists  in  this  con- 
nection in  drawing  too  sweeping  generalizations  from  particular  cases. 
Just  now  the  public  instinctively  thinks  of  the  United  States  Steel 
Corporation  as  typical  of  absentee  ownership.  If,  however,  instead  of 
the  Steel  Corporation  we  think  of  any  one  of  a  dozen  or  more  other 
nation-wide  corporations  that  might  be  selected,  we  should  find  not 
only  progressive  management,  but  in  many  of  the  cases  we  should  find 
that  the  inspiration  for  progressive  management  was  coming  from  the 
centers  of  financial  control  in  the  corporations  concerned. 

Another  point  of  unreality  in  the  general  discussion  of  this  subject 
is  the  tendency  to  assume  that  a  man  who  has  not  himself  worked  with 
his  hands  in  the  industry  in  which  he  is  manager,  cannot  take  a  sympa- 
thetic view  of  the  problems  by  which  a  worker  in  that  industry  is  con- 
fronted. I  am  sure  that  every  man  who  has  had  responsible  practical 
experience  in  dealing  with  industrial  relations  will  agree  with  me  that 
of  all  the  bigoted,  arrogant,  and  dictatorial  managers  in  the  land,  none 
are  quite  so  arrogant  as  the  arrogant  group  among  those  who  have  re- 
cently risen  from  the  ranks. 

Lest  these  observations  appear  captious  and  immaterial,  let  me  make 
it  quite  plain  that  I  am  bringing  them  into  the  discussion  in  no  cap- 
tions spirit.  My  thought  is  merely  to  emphasize  what  to  my  mind  is  a 
very  real  danger  of  too  sweeping  and  too  early  generalization  in  mat- 
ters in  which  specific  experience  to  date  is  fairly  evenly  balanced.,  and 
hence  cannot  be  said  to  point  in  any  one  direction. 

I  do  not  wish  merely  to  emulate  Sir  Roger  de  Coverly  by  observing 
that  "there  is  much  to  be  said  on  both  sides."  As  a  positive  thought  I 
should  like  to  urge  the  wisdom  of  centering  attention  on  questions  of 
industrial-relations  management  and  of  not  troubling  ourselves  over- 
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much  with  ownership,  except  in  so  far  as  the  ownership  factor  affects 
particular  cases  which  come  up  for  solution.  We  do  well,  I  think,  to 
look  for  progress  in  industrial  relations  management  wherever  we  can 
find  it,  and  to  forget  whether  the  plants  from  which  the  contributions 
come  are  owned  in  one  place  or  another. 

Passing  to  a  phase  of  the  subject  in  which  I  find  myself  in  com- 
plete accord  with  Dr.  Meeker,  let  me  emphasise  a  point  which  clearly 
it  was  his  intention  to  make,  and  that  is  that  mechanism  can  never 
bring  us  salvation.  There  is  a  very  real  danger  that  we  shall  have  our 
attention  focussed  on  this  contrivance  and  that,  and  forget  that  we  are 
dealing  with  matters  of  spirit  and  not  of  form. 

The  spirit  in  which  shop  representation  is  introduced  is  as  I  see  it 
the  first  essential  to  its  successful  development.  Unless  the  idea  pro- 
ceeds from  a  spirit  of  reciprocal  obligation  and  regard,  it  is  far  better 
not  to  introduce  it  at  all.  It  goes  without  saying  that  shop  represen- 
tation conceived  as  a  weapon  with  which  to  put  the  union  out  of  busi- 
ness is  almost  sure  to  have  the  spirit  of  industrial  warfare;  with  that 
spirit  it  can  scarcely  become  an  instrument  of  industrial  peace.  Such 
an  approach  to  the  problem  is  essentially  insincere  and  unworthy. 

There  is  no  doubt  that  some  employers  have  thought  of  shop  repre- 
sentation as  an  antidote  for  unions.  We  now  have  high  union  officials 
accepting  this  interpretation  of  the  movement  and  in  consequence  di- 
recting against  it  their  vigorous  opposition.  Whether  this  opposition 
is  deep  seated  among  workers  or  is  a  merely  momentary  challenge  of 
leaders  inspired  by  the  folly  of  extreme  employers  is  not  necessary  to 
discuss  at  this  time.  The  point  that  intelligent  and  sincere  persons 
working  in  this  field  should  keep  perfectly  clear  is  that  shop  repre- 
sentation and  trade  unions  are  in  essence  entirely  compatible.  They 
represent  different  phases  of  the  same  subject. 

It  is  essential  in  these  times  that  management  come  into  harmonious 
working  relations  with  employees.  The  presence  of  a  union  in  an  in- 
dustry or  plant  may  and  will  doubtless  modify  materially  the  form 
which  the  relations  of  the  concern  to  its  employees  will  take.  Ob- 
viously the  questions  that  employers  and  employees  will  discuss  and 
what  they  will  say  about  them  will  to  some  extent  be  influenced  by 
the  relation  of  the  plant  to  the  union.  In  my  judgment,  however,  it  is 
just  as  impossible  for  organized  labor  to  resist  the  efforts  of  employers 
to  come  into  systematic  and  organized  working  relations  with  their 
own  employees  as  it  is  for  employers  by  trying  to  organize  the  em- 
ployees under  a  form  which  they  can  control  to  stop  the  inevitable  and 
necessary  development  of  unions. 

My  own  experience  with  shop  committees  has  been  exclusively  with 
union  committeees.  In  general,  business  agents  of  unions  are  likely  to 
urge  the  inconvenience  and  futility  of  dealing  with  shop  committees  in 
organized  crafts.  Nevertheless  it  is  quite  obvious  that  even  in  a  busi- 
ness operating  under  a  detailed  agreement  with  the  union.,  there  are 
numerous  things  for  a  shop  committee  to  do  that  will  result  in  benefit 
for  all  concerned.  Many  of  these  things  will  cover  matters  which  the 
business  agent  dealing  with  the  management  could  not  achieve,  and 
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which  would  never  come  within  the  scope  of  his  negotiations.  I  have 
also  found  many  instances  in  which  the  shop  committee  and  business 
agents  working  harmoniously  together  with  management  were  able  to 
achieve  things  which  neither  of  them  alone  could  accomplish. 

The  presence  of  a  functioning  shop  committee  in  a  union  shop  means 
merely  that  the  business  agent  in  order  to  be  at  the  same  time  useful 
to  the  workers  and  successful  from  the  union  standpoint,  must  be  of 
the  adjusting  rather  than  the  fighting  type.  Shop  committees  or- 
ganized in  good  faith  and  with  the  idea  of  full  cooperation  with  the 
union,  will  result  shortly  in  developing  in  unionized  crafts  an  entirely 
new  type  of  business  agent,  a  business  agent  who  will  find  ample 
field  for  his  constructive  activities  in  those  questions  which  involve 
more  than  the  single  plant.  This  type  of  business  agent  will  gradu- 
ally learn  that  his  real  power  is  enhanced  rather  than  crippled  by  not 
injecting  himself  into  problems  which  can  be  settled  amicably  and  in 
full  accord  with  union  standards  within  the  plant.  Such  a  develop- 
ment is  devoutly  to  be  wished. 

By  emphasizing  then  the  compatibility  of  labor  unions  and  shop 
representation  we  can  help  on  the  one  hand  to  eliminate  the  tricky  em- 
ployer who  would  sell  his  employees  a  gold  brick  in  the  form  of  spu- 
rious shop  representation,  and  on  the  other  we  can  help  the  union 
educate  the  meddlesome  and  needlessly  militant  business  agent.  With 
industrial  relations  organized  on  a  peace  basis,  the  business  agent  who 
can  only  function  on  a  war  basis  will  naturally  be  replaced. 

Whether  a  shop  is  union  or  non-union,  complete  freedom  of  ex- 
pression both  in  the  choice  of  representatives  and  with  respect  to 
questions  discussed  is  a  thing  that  must  be  protected  and  carefully 
fostered.  The  scope  of  subjects  covered  by  shop  representatives  and 
the  finality  of  their  decisions  are  questions  upon  which  some  sort  oft 
policy  is  necessary.  Undue  anxiety  about  the  range  of  shop  commit- 
tee activities  will  tend  to  check  that  spontaneity  which  is  the  best 
augury  of  success.  The  detailed  working  out  of  policies  may  safely 
become  a  matter  of  evolution,  and  the  machine  under  which  the  basic 
purpose  of  representation  is  developed  should,  in  my  judgment,  be 
almost  entirely  a  product  of  evolution.  The  nature  of  the  business, 
its  history  and  personnel,  and  the  character  of  industrial  relations  as 
they  develop  under  shop  representation  will  naturally  determine  the 
forms  of  organization. 

Passing  to  the  implications  back  of  the  whole  movement  toward  rep- 
resentation, it  seems  to  me  that  the  problem  which  confronts  us  is 
really  a  problem  of  developing  constitutional  government  in  industry. 
I  believe  we  should  center  our  attention  upon  this  idea,  and  ignore  for 
the  moment  the  question  whether  this  government  is  to  be  at  once  a 
complete  industrial  democracy  or  some  other  constitutional  form. 

One  of  the  criticisms  frequently  urged  against  unions  is  that  they 
represent  government  by  oligarchy,  and  the  question  is  raised  why 
should  we  overthrow  the  autocracy  of  the  employer, — an  autocracy 
which  doubtless  oftener  than  not  is   a  benevolent  autocracy, — why 
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should  we  overthrow  autocracy  in  order  to  establish  a  meddlesome 
oligarchy  whose  interests  are  frequently  quite  different  from  the  in- 
terests of  the  workers  for  whom  it  speaks? 

Personally  I  am  not  stirred  by  these  arguments,  nor  am  I  greatly 
concerned  whether  as  a  matter  of  fact  the  representatives  of  the  work- 
ers are  at  any  given  time  selected  on  an  absolutely  democratic  basis.  I 
have  seen  and  experienced  to  my  great  annoyance  some  of  those  oli- 
garchical and  oppressive  features  of  unions  to  which  every  opponent 
of  them  so  readily  directs  attention.  These  features  are  more  promi- 
nent in  unionism  than  they  ought  to  be,  but  they  are  not  the  dominant 
note.  Even  if  they  were,  my  faith  in  the  irresistible  force  of  democ- 
racy is  such  that  I  am  quite  sure  if  we  establish  any  sort  of  orderly 
constitutional  government  in  industry  the  tendency,  in  spite  of  con- 
tinuing abuses  here  and  there,  will  be  for  democracy  to  triumph  in 
the  end.  Any  such  orderly  government  as  it  becomes  effective  will 
give  to  the  workers  more  perfect  and  more  democratic  representation 
as  time  goes  on.  Our  immediate  task  then  is  to  see  that  in  some  ef- 
ficient manner  the  constitutional  and  representative  principle  becomes 
operative,  and  that  the  stage  is  cleared  for  evolution  to  do  the  rest. 

We  can  best  clear  the  stage  by  acknowledging  the  compatibility  and 
the  necessity  both  of  representation  within  the  shop  and  of  national 
unions  in  the  background.  Whether  the  national  union  exerts  its  in- 
fluence directly  or  only  indirectly  upon  a  particular  situation,  whether 
the  members  of  particular  shop  committees  are  also  members  of  unions, 
whether  they  operate  in  union,  non-union  or  mixed,  open  or  closed 
shops,  are  questions  which  the  natural  interplay  of  industrial  forces 
will  determine.  The  great  principle  of  representation  by  representa- 
tives freely  chosen  is  one  that  should  not  be  compromised  by  being 
injected  into  the  controversy  over  the  union  or  non-union  shop. 

There  is  one  detail  in  connection  with  the  thing  that  I  have  called 
"constitutional  government"  to  which  I  should  like  to  call  particular 
attention,  and  that  is  the  necessity  that  its  functioning  should  be  con- 
tinuous. In  the  arrangement  under  which  the  men's  garment  industry 
is  operating,  a  provision  is  made  under  the  agreement  with  the  union 
for  the  final  decision  by  an  impartial  tribunal  of  disputes  that  arise 
during  the  life  of  the  agreement.  Experience  with  this  plan  in  a 
single  large  plant  has  been  successful  for  a  decade.  The  plan  is  now 
in  operation  practically  throughout  the  industry,  and  seems  to  be  suc- 
cessfully adapting  itself  to  the  wider  field.  Workers  in  this  industry 
seem  to  have  none  of  the  prejudice  against  arbitration  that  obtains 
among  organized  workers  generally.  As  I  have  tried  to  discover  the 
reason  for  this  friendly  sentiment,  it  has  seemed  to  me  that  it  is 
found  in  the  fact  of  continuous  as  distinct  from  intermittent  arbitra- 
tion. 

An  arbitrator  who  is  injected  into  a  dispute  when  it  becomes  criti- 
cal, who  makes  a  compromise  decision  and  goes  away,  is  not  in  the 
best  position  to  meet  his  obligation  whether  to  the  industry,  to  the 
workers,  or  to  the  public.     The  arbitrator  who  has  to  be  on  hand  to 
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meet  the  difficulties  which  come  up  under  his  decision  tomorrow  and 
next  week,  feels  a  sense  of  responsibility  which  no  improvised  arbitra- 
tion can  produce.  If  the  arbitrator  goes  wrong  he  at  once  becomes  a 
target  not  only  for  the  parties  in  interest,  but  for  the  public  as  well. 

I  see  before  me  Professor  Tufts,  the  arbitrator  in  the  men's  cloth- 
ing industry  of  Chicago.  Employers  and  workers  alike,  in  that  in- 
dustry, have  full  confidence  in  the  wisdom  and  fairness  of  Professor 
Tufts's  decisions.  Such  confidence  has  to  be  based  on  a  sense  of  per- 
manent responsibility  in  my  judgment. 

Constitutional  government  in  industry  must  ultimately  mean  authori- 
tative decision  of  disputes  which  defy  determination  by  the  parties.  It 
must  also  mean  ultimately  authoritative  representation  of  the  public 
when  these  disputes  are  being  settled.  The  relations  between  em- 
ployers and  employees  in  particular  industries  can  be  embodied  in 
basic  agreements  which  will  serve  as  the  institution  on  which  the  in- 
dustrial relations  in  the  industry  concerned  are  founded.  Provision 
for  continuous  impartial  decision  as  to  the  true  meaning  of  such  agree- 
ments may  be  made  a  part  of  the  agreements  themselves,  and  the 
judge  who  is  to  decide  may  also  be  selected  by  agreement  before  dis- 
putes arise.  Such  an  arrangement  will  not  be  subject  to  the  objections 
raised  against  compulsory  arbitration.  The  development  of  compre- 
hensive voluntary  agreements  in  different  industries  and  the  continuous 
impartial  and  authoritative  interpretations  of  them  will  gradually  fur- 
nish the  essential  elements  of  genuine  constitutional  government  in 
industry. 

D.  R.  Stevens. — Dr.  Meeker's  attitude  toward  industrial  repre- 
sentation is  very  fair.  He  evidently  feels  that  industrial  representa- 
tion plans  should  be  given  a  thorough  tryout.  In  his  paper  he  pointed 
out  many  practical  pitfalls  which  can  confront  representation  plans, 
especially  those  plans  where  the  management  is  not  sympathetic  or 
has  introduced  the  plan  for  what  it  can  get  out  of  it. 

Professor  Gardner  in  his  address  last  evening  indicated  that  econo- 
mists can  point  out  what  is  the  trouble  in  the  field  of  industrial  rela- 
tions, but  due  to  their  lack  of  actual  experience  with  industry  it  is 
difficult  for  economists  to  suggest  a  remedy.  I  seemed  to  find  in  Pro- 
fessor Gardner's  speech  an  appeal  for  something  constructive  as  a  so- 
lution of  the  present  day  troubles.  That  is  what  the  industries  are 
now  trying  to  offer.  They  are  trying  to  answer  the  appeal  for  some- 
thing constructive  by  making  a  sincere  attempt  to  solve  labor  problems 
through  fair  industrial  representation  plans. 

I  wish  that  I  might  be  here  not  as  a  representative  of  Goodyear 
but  to  discuss  industrial  representation  in  general.  But  you  have 
asked  me  to  describe  the  Goodyear  plan.  What  we  have  to  offer  at 
Goodyear  is  our  constructive  contribution.  It  is  not  the  last  word 
and  it  is  not  a  panacea  for  labor  trouble.  It  is  our  best  effort  to  date. 
I  do  not  wish  to  appear  before  you  as  one  who  desires  to  make  a 
speech  but  rather  as  one  who  believes  it  is  a  duty  to  explain  to  educa- 
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tors  what  it  is  that  industry  is  trying  to  do.  In  return  we  should  al- 
ways be  glad  to  have  the  educators  visit  us  and  see  at  first-hand  what 
the  effort  is  accomplishing. 

Professor  Blackmar  spoke  of  real  democracy  as  a  spirit  of  fairness 
and  justness.  Unless  we  have  these  we  do  not  have  democracy.  That 
is  what  we  believe  at  Goodyear.  Our  machinery,  the  industrial  rep- 
resentation plan,  is  rarely  used.  The  machinery  is  there  as  a  protec- 
tion for  all  those  who  need  it.  But  if  the  plan  is  working  well  the  ma- 
chinery is  used  but  little. 

Mr.  Whiting  Williams,  after  spending  nine  months  as  a  laborer,  has 
come  back  to  his  office  and  made  one  interesting  statement,  namely, 
that  workingmen  "are  great  detectors  of  bull."  It  is  fully  recognised 
that  unless  industrial  representation  plans  steer  away  from  such  criti- 
cism and  the  criticism  expressed  in  Dr.  Meeker's  word  "piffle/*  that 
they  will  indeed  fail. 

There  has  been  considerable  talk  about  the  words  "industrial  dem- 
ocracy." Now  great  industries  have  not  used  the  words  "industrial 
democracy"  in  their  industrial  representation  plans.  They  have  merely 
used  the  very  simple  terms  of  "employee  representation,"  "shop  com- 
mittees," or  "industrial  representation."  The  only  man  who  has  used 
the  term  "industrial  democracy"  is  Mr.  John  Leitch,  and  he  had  every 
right  to  use  it  as  a  sort  of  trade  mark  or  slogan  to  sell  his  plan.  Al- 
though I  cannot  personally  recognize  his  plan  as  sound  in  all  features, 
nevertheless,  I  have  fully  recognized  that  he  has  done  a  great  deal 
of  pioneer  work  and  long  ago  rushed  in  where  "angels  fear  to  tread" 
and  opened  the  way  for  much  good  to  follow.  Since  his  plan  contains 
a  House  and  a  Senate  he  was  probably  entitled  to  use  the  trade  name 
of  "Industrial  Democracy"  but  the  great  corporations  such  as  the 
Colorado  Fuel  and  Iron  Company,  Standard  Oil  of  New  Jersey, 
DuPont  Powder  Company,  Westinghouse  Electric  and  Manufacturing 
Company,  General  Electric  Company,  International  Harvester  Com- 
pany, Bethlehem  Steel  Company,  Youngstown  Sheet  and  Tube  Com- 
pany, White  Motor  Company,  Goodyear  Tire  and  Rubber  Company, 
United  States  Rubber  Company,  etc.,  are  not  using  the  term  "indus- 
trial democracy."     It  is  too  high-sounding. 

The  Goodyear  plan  was  not  started  on  account  of  fear  of  labor 
trouble.  There  was  no  trouble  in  the  plant  nor  trouble  anticipated 
when  the  plan  was  started.  We  had  a  highly  developed  labor  depart- 
ment, but  we  still  felt  a  lack  of  contact  with  the  men,  and  the  plan 
was  worked  out  with  a  group  of  people  appointed  by  the  management 
and  elected  by  the  men,  which  was  a  very  wise  start.  For  today  the 
plan  is  not  known  as  a  "company"  plan. 

There  are  two  types  of  industrial  representation  plans  in  operation 
in  this  country.  One  is  known  as  the  joint-conference  type,  where  a 
number  of  men  sit  around  the  table  with  an  equal  number  of 
the  management,  and  the  other  is  of  the  governmental  type  with  a 
House  of  Representatives  and  a  Senate  similar  to  those  of  a  state. 
Goodyear  has  adopted  the  latter  type.     It  appeals  to  Goodyear  be- 
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cause  it  tends  to  break  down  class  distinction.  Instead  of  having  the 
two  classes,  capital  and  labor,  or  even  the  milder  words  men  and 
management,  we  have  tried  to  work  out  an  industrial  state,  if  you  can 
visualize  such  an  ideal,  where  all  groups  (rather  than  classes)  includ- 
ing the  workers,  the  inspectors,  the  foremen,  the  staff  men  and  the 
management  themselves  have  proper  representation,  just  as  they  do  in 
a  state.  All  these  groups  need  help.  Dr.  Meeker  mentioned  in  his 
paper  the  fact  that  the  ''still  small  voice  of  the  management"  is  heard 
in  practically  all  plans.  This  is  indeed  true  and  should  be  true.  Any 
plan  where  the  still  small  voice  of  the  management  is  not  heard  would 
be  a  very  sorry  plan,  for  if  the  management  is  not  competent  to  run 
the  factory  and  make  its  voice  very  real  instead  of  something  small, 
by  all  means  the  management  should  be  changed.  The  Goodyear 
plan  is  to  give  corrective  power  to  those  who  are  affected  by  the 
rules  laid  down  by  the  management.  The  plan  is  not  designed  to  take 
executive  power  away  from  the  management.  It  gives  more  real 
power  to  the  men  in  our  opinion  than  almost  any  other  plan  in  exis- 
tence. As  in  the  case  of  the  national  government,  the  House  and  Sen- 
ate both  elected  by  the  Industrians  (a  coined  word)  have  power  to 
over-ride  the  factory  manager  s  veto  by  a  two-thirds  vote. 

The  factory  is  divided  into  precincts  which  elect  one  representative 
each  (total  of  forty  precincts)  and  also  into  ten  districts  (four  pre- 
cincts to  a  district)  which  elect  two  senators  each.  The  Senate  is 
composed  of  twenty  senators  who  have  been  five  years  or  longer 
with  Goodyear,  and  the  House  of  Representatives  is  composed  of  forty 
representatives  who  have  been  one  year  or  longer  with  Goodyear, 
thus  giving  a  parallel  situation  to  that  found  in  our  national  govern- 
ment. Parts  of  the  Industrial  Representation  plan  are  copied  outright 
from  the  Constitution  of  the  United  States.  An  Industrian  is  in  in- 
dustry what  a  citizen  is  in  a  state.  A  man  before  becoming  an  Indus- 
trian must  have  certain  qualifications,  namely,  six  months  service, 
American  citizenship,  and  eighteen  years'  age. 

Now  you  will  want  to  know  what  the  plan  has  done.  I  have  a  very 
limited  amount  of  time  to  tell  you  but  merely  to  show  you  that  the  sub- 
jects have  been  large  subjects  and  not  "piffle,"  I  will  point  out  the 
following:  (1)  establishment  of  permanent  shifts  instead  of  rotating 
shifts;  (2)  establishment  of  Saturday  half-holiday;  (3)  improvement 
through  cooperation  with  the  management  of  all  rates  within  the  engi- 
neering departments;  (4)  improvement  of  storeroom  rates  and  hours; 
(5)  improvement  of  inspector's  rates  and  as  a  result  the  establishment 
by  the  management  of  the  merit-rating  system;  (6)  the  handling  of  the 
mcahinists'  strike,  which  came  upon  us  when  the  plan  was  new  and 
everyone  was  green.  Due  to  the  efforts  of  the  assembly  and  the  man- 
agement 58  per  cent  of  the  machinists  remained  at  work  and  Goodyear 
machinists  who  went  on  strike  came  back  first,  thus  breaking  the  strike, 
and  one  week  later  the  men  in  all  the  other  plants  returned  to  work. 
So  you  see  that  the  plan  is  not  a  panacea,  but  we  have  gone -into  it 
because  we  believe  the  plan  is  fair  and  just  and  right  and  for  no 
other  reason. 
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We  feel  that  educators  have  a  great  power  for  good  in  their  oppor- 
tunity to  put  ideas  before  young  men,  also  that  industry  should  not 
be  backward  in  exchanging  ideas  with  the  educators.  We  recognise 
the  great  power  educators  have  and  only  ask  that  they  will  make  a  care- 
ful study  of  industrial  plans.  Representation  plans  are  not  designed 
to  kill  unionism.  Any  program  which  brings  men  and  management 
close  together,  whether  by  trade  union  agreement,  through  the  services 
of  an  impartial  umpire,  through  industrial  representation  plans,  or 
through  straight  and  sincere  practice  without  any  plan  at  all, — all  of 
these  should  be  given  a  fair  chance  to  demonstrate.  Only  those  plans 
which  are  fit  will  survive.  Dr.  Meeker  stated  that  he  thought  that  the 
stampede  for  industrial  representation  plans  was  over.  I  certainly 
hope  so,  for  anybody  who  is  stampeding  into  this  plan  is  in  the  wrong 
in  adopting  a  bottled  plan,  giving  it  to  the  workingmen,  and  saying: 
"There  it  is."  Such  methods  will  not  work.  However,  with  the  stam- 
pede aside,  there  is  a  steady  and  ever-increasing  growth  in  sincere 
representation  plans  throughout  the  industries  of  the  nation*  A  plan 
is  only  as  strong  as  its  weakest  link.  If  those  who  are  elected  behave 
as  politicians  the  plans  do  not  hold  so  much  promise  as  they  do  if 
the  elected  men  try  to  act  as  statesmen.  In  all  plans  there  are  three 
stages  to  be  passed  through:  (1)  suspicion  on  the  part  of  both  men 
and  management;  (2)  selfishness  on  the  part  of  either  men  or  manage- 
ment; (3)  finally,  with  the  above  two  stages  successfully  passed,  a 
measure  of  success  may  be  looked  for.  The  old  Bible  quotation, 
"Come  let  us  reason  together,"  is  based  on  pretty  good  logic. 

Francis  H.  Bird. — Mr.  F.  A.  Silcox,  Director  of  the  Bureau  of  In- 
dustrial Relations  of  the  United  Typothetae  of  America,  has  asked  me 
to  express  his  regrets  to  the  American  Economic  Association  that  en- 
forced absence  from  the  city  has  prevented  him  from  taking  part  in 
the  discussion  of  Dr.  Meeker's  excellent  paper.  He  has  requested  me 
as  Assistant  Director  of  the  Bureau  to  make  a  few  remarks  in  his 
behalf. 

Dr.  Meeker  has  stressed  several  points  which  should  be  given  se- 
rious consideration  by  an  assembly  such  as  this.  I  shall  limit  my  re- 
marks to  the  elaboration  of  one  point  in  his  paper,  the  Whitley  Coun- 
cil experiment,  and  our  modification  of  it  in  the  commercial  branch  of 
the  printing  trade  in  this  country. 

The  printing  industry  in  this  country  is  divided  into  the  newspaper 
and  commercial  branches.  The  United  Typothetae  of  America  is  the 
international  organization  of  the  employing  printers  in  the  commercial 
branch  of  the  industry.  The  United  Typothetae,  however,  as  an  or- 
ganization has  no  labor  policy.  It  confines  its  activities  to  the  foster- 
ing of  trade  and  commerce  in  the  printing  industry,  and  to  the  en- 
couragement of  high  standards  of  business  methods  and  business  ethics 
among  printers.  In  this  connection  I  should  like  to  state  that  more 
than  6000  students, — either  printer  employers  or  members  of  their 
establishments, — have  already  been  graduated  from  or  are  now  study- 
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ing  the  standard  estimating,  cost  finding,  salesmanship,  advertising, 
or  other  business  courses  prepared  by  the  Committee  on  Education  of 
the  United  Typothetae,  and  examined  and  approved  by  the  School  of 
Business  Administration  of  Harvard  University.  These  courses  are 
given  by  competent  instructors  in  the  evenings  in  different  localities 
where  there  are  branches  of  our  national  organization.  The  tendency 
of  the  printer  today  to  approach  the  problem  of  industrial  relations  in 
an  open  minded,  scientific  way,  is  in  part  due,  I  venture  to  say,  to  his 
becoming  a  student  of  the  different  phases  of  his  business. 

I  have  stated  that  the  United  Typothetae  as  an  organization  has  no 
labor  policy.  Members  of  the  organization  who  are  particularly  in- 
terested in  the  labor  phase  of  their  business  have  the  privilege,  if  they 
so  desire,  of  affiliating  themselves  with  either  the  Open  Shop  or  the 
Closed  Shop  branches  of  the  United  Typothetae,  according  to  their 
preference  of  dealing  with  their  men  as  individuals  or  through  the 
unions.  Both  branches  are  very  active  and  both  have  in  their  member- 
ship leading  printers  of  the  country. 

The  Closed  Shop  Branch  of  the  United  Typothetae  has  within  the 
past  year  become  a  party  to  the  International  Joint  Conference  Coun- 
cil which  has  been  set  up  representative  of  employers'  organizations 
and  international  unions  in  the  commercial  branch  of  the  printing  in- 
dustry for  the  purpose  of  bringing  about  greater  stabilization  of  in- 
dustrial conditions  within  the  trade. 

In  some  respects  our  Joint  Council  resembles  the  National  Joint 
Standing  Council  of  the  English  Whitley  plan,  but  there  are  also  im- 
portant differences.  This  becomes  evident  when  a  comparison  is  made 
between  the  constitutions  of  the  Joint  Industrial  Councils  in  the  print- 
ing industry  in  England  and  in  the  United  States.  In  England,  by  the 
way,  as  far  as  I  have  been  able  to  ascertain,  the  constitution  of  the 
Joint  Industrial  Council  in  the  printing  industry  is  still  in  draft  form, 
and  no  meeting  of  the  Council  has  been  held ;  while  our  Joint  Industrial 
Council  is  a  going  concern.  This  would  tend  to  bear  out  the  point 
made  by  Dr.  Meeker,  that  the  Whitley  councils  in  England  were  not 
developing  as  fast  as  we  may  have  been  led  to  believe.  Examining  the 
draft  constitution  of  the  English  council  and  the  constitution  of  our 
American  council,  we  find  one  marked  difference;  our  American  coun- 
cil corresponds  to  the  "National  Executive"  provided  for  in  the  Eng- 
lish draft  plan.  The  National  Executive  might  be  called  the  board  of 
directors  of  the  English  Industrial  Council.  The  English  Industrial 
Council  itself  includes  the  organizations  of  the  employers  on  the  one 
hand  and  of  the  employees  on  the  other  in  the  allied  printing  trades. 
The  members  of  the  National  Executive  are  elected  by  the  organiza- 
tions which  make  up  the  Industrial  Council. 

In  the  United  States  we  do  not  have  an  industrial  council  in  the 
allied  printing  trades  in  the  English  sense;  our  Council  resembles  the 
National  Executive  of  the  English  plan.  Its  members,  eight  in  num- 
ber, are  selected  by  the  employers'  and  employees'  organizations  as 
follows : 
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Employers:  United  Typothetae  of  America,  Closed  Shop  Branch, 
(two  members,  one  representing  Employing  Bookbinders) ;  Printers 
League  of  America  (one  member) ;  International  Association  Employ- 
ing Stereotypers  and  Electrotypers  (one  member). 

Employees:  International  Typographical  Union  (one  member); 
International  Printing  Pressmen  and  Assistants'  Union  (one  member) ; 
International  Brotherhood  of  Bookbinders  (one  member);  Interna- 
tional Stereotypers*  and  Electrotypers'  Union  (one  member). 

While  in  England  the  industrial  council  plan  was  fostered  by  the 
government,  in  this  country  our  Council  is  a  result  of  a  spontaneous 
development  from  within  the  printing  industry  itself.  In  February, 
1919,  a  group  of  representative  employers  and  union  leaders  in  the 
commercial  branch  of  the  printing  industry  met  in  Washington,  D.  C, 
to  discuss  the  possibility  of  establishing  closer  relations  for  the  better 
dealing  with  mutual  problems  and  the  bringing  about  of  stabilization 
of  labor  conditions  in  the  industry.  As  a  result  of  this  meeting  an 
informal  joint  conference  was  organized  which  convened  for  the  first 
time  in  Cincinnati  in  March.  Another  meeting  was  held  in  Chicago 
in  April  and  meetings  were  held  in  New  York  City  in  June,  August, 
September,  October,  and  December.  During  this  period  the  Council 
was  officially  ratified  by  the  different  organizations  which  are  repre- 
sented in  its  membership. 

Now,  as  to  the  Council  in  action.  One  of  the  chief  accomplishments 
of  the  Council  is  intangible  in  its  nature.  The  representatives  of  the 
employers  and  the  unions  in  getting  together  in  an  informal  way 
around  the  table  and  discussing  frankly  without  heat  or  passion  the 
many  perplexing  problems  in  which  both  groups  are  vitally  interested 
have  developed  an  industrial  good  will  and  respect  for  one  another's 
opinions  which  are  of  material  assistance  in  laying  the  foundation  for 
better  industrial  relations  throughout  the  whole  industry.  Their 
method  is  the  joint  investigation  of  the  facts,  and,  on  the  basis  of 
the  facts,  the  working  out  of  a  constructive  industrial  program. 

Among  the  tangible  accomplishments  of  the  Council  has  been  the 
adoption  of  a  set  of  principles  to  guide  in  local  wage  negotiations  and 
adjustments,  which  have  proven  most  useful  and  practicable  in  sev- 
eral instances  where  they  have  been  tried  out.  In  fact,  in  one  instance 
in  particular,  by  applying  these  principles  it  was  possible  to  get  a 
peaceful  wage  adjustment  in  a  certain  city  for  the  first  time  in  three 
years.    These  cardinal  principles  are  as  follows: 

1.  That  the  industry  frankly  recognize  the  cost  of  living  as  com- 
pared to  1914,  as  the  basic  factor  in  wage  adjustments. 

2.  Industry  is  to  pay  at  least  a  reasonable  living  wage;  scales  below 
this  are  to  be  adjusted  in  frank  recognition  of  the  basic  principle  in- 
volved. 

3.  That,  when  not  in  conflict  with  the  existing  laws  of  a  constituent 
body,  local  contracts  be  for  a  period  not  less  than  three  years,  and  in- 
clude a  clause  providing  for  annual  readjustments  of  wages  based 
upon  cost  of  living,  as  determined  by  authorities  jointly  agreed  upon 
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(and  upon  the  economic  conditions  of  the  industry  at  the  time  of  re- 
adjustment). 

4.  That  a  uniform  standard  system  of  cost-keeping  is  considered 
fundamental  to  insure  stability,  permanence,  and  prosperity  to  the 
industry,  and  to  provide  a  basis  for  securing  a  greater  degree  of  uni- 
formity in  conditions  throughout  the  country ;  a  clause  to  be  included  in 
local  agreements  providing  that  such  a  standard  system  as  is  recog- 
nized by  the  organization  represented  in  the  International  Joint  Con- 
ference Council  be  required. 

5.  That  controversies  over  wages,  hours,  and  working  conditions  be- 
tween employers  and  employees,  can  and  should  be  settled  without  re- 
sorting to  lockouts  or  strikes,  through  voluntary  agreements  to  refer 
disputes  where  unable  to  settle  through  conciliation  to  joint  boards  of 
arbitration,  composed  of  equal  representation  of  employers  and  em- 
ployees, provision  being  made  for  an  impartial  arbitrator  if  necessary. 

As  the  president  of  one  of  the  unions,  a  member  of  the  Council,  has 
put  it:  "It  should  be  clearly  understood  that  the  adoption  of  these 
principles  by  the  Joint  Conference  Council  does  not  arbitrarily  compel 
their  acceptance  either  by  unions  or  by  employers.  They  point  the 
way  to  the  elimination  of  much  industrial  unrest,  to  the  fair  adjust- 
ment of  wage  controversies,  to  the  establishment  of  stability  and  pros- 
perity, and  to  the  progress  of  those  who  are  engaged  in  this  branch 
of  the  printing  industry." 

In  a  recent  address  before  the  Employment  Managers'  Association 
Professor  John  R.  Commons  pointed  out  that  through  its  International 
Joint  Conference  Council  the  printing  industry  was  attempting  to 
stabilize  the  dollar.  What  he  had  in  mind  was  the  incorporation  of 
automatic  cost  of  living  wage  adjustment  clauses  in  recent  wage  agree- 
ments in  such  cities  as  Chicago  and  Detroit  in  accordance  with  the 
principles  endorsed  by  the  Joint  Conference  Council. 

One  of  the  most  constructive  acts  of  the  Council  has  been  the  adop- 
tion of  a  resolution  to  the  effect  that  the  organizations  represented  in 
the  Council  will  voluntarily  adopt  the  44-hour  week  throughout  the 
country  on  May  1,  1921.1  The  last  reduction  of  hours  in  the  organized 
branch  of  the  printing  industry  was  brought  about  through  country- 
wide strikes  costing  both  employers  and  unions  millions  of  dollars. 
From  all  indications  as  a  result  of  the  Council's  deliberations  the  next 
reduction  in  hours  will  be  made  peacefully  and  without  upsetting  the 
industry.  Before  the  44-hour  week  resolution  became  effective  it  was 
necessary  to  have  it  ratified  by  the  different  organizations  represented 
upon  the  Council,  as  is  provided  when  important  issues  are  to  be  de- 
cided. No  important  action  of  the  Council  can  become  effective  until 
it  has  been  referred  to  the  organizations  which  are  represented  in  it 
and  the  unanimous  approval  of  all  the  organizations  has  been  given. 

Other  subjects  which  the  Council  is  giving  consideration  are  the 
standardization  of  contracts,  the  apprenticeship  problem,  the  setting  up 
of  joint  district  councils,  and  wage  uniformity. 

iThis  does  not  affect  the  Open  Shop  Branch  of  the  United  Typothetae  of 
America. 
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In  closing,  I  should  like  to  read  a  paragraph  from  a  letter  Mr.  Sil- 
cox,  the  Director  of  the  Bureau,  has  written  me  regarding  Dr.  Meeker's 
paper.  I  know  he  did  not  intend  this  for  publication  but  I  think  it 
is  well  worth  reading  to  you: 

Dr.  Meeker  really  hits  the  nub  of  the  problem  when  he  approaches  the  whok 
subject  with  the  object  Of  pointing  out  that  democracy  is  a  spirit  of  approach* 
an  attitude  of  mind,  and  the  like.  Plans  formulated  in  detail  no  matter  how 
well  worked  out  are  of  no  avail  if  the  spirit  is  not  sincere.  The  practical  way 
to  make  progress  in  the  direction  of  real  democratic  participation  in  manage- 
ment in  any  industry,  is  to  take  a  few  especially  selected  plants  which  are 
already  democratic  in  spirit  and  have  them  experiment  step  by  step  with 
more  democracy, — evolving  plans  as  they  go  along, — spontaneously  growing 
out  of  their  needs  as  suggested  by  the  people  who  are  to  be  responsible  for 
the  working  out  of  the  plans. 

F.  S.  Deibler. — Plans  for  the  participation  of  employees  in  man- 
agement may  well  be  considered  in  the  light  of  the  evolution  that  has 
taken  place  in  industry  during  the  past  century  and  a  half.  The  im- 
portance of  keeping  this  historical  perspective  in  mind  in  developing 
these  plans  lies  in  the  character  of  the  incentives  that  are  available  as 
stimuli  to  call  forth  the  interest  and  productive  effort  of  labor.  Viewed 
in  this  way  there  are  certain  things  that  are  matters  of  common  knowl- 
edge: (1)  Labor  has  been  separated  from  the  ownership  of  the  fac- 
tors of  production.  This  change  took  away  from  labor  two  important 
stimuli,  namely,  the  protection  which  ownership  affords  the  individual 
in  enjoying  the  fruits  of  his  own  thought  and  energy,  and  the  loss  of 
social  prestige  which  is  associated  with  the  possession  of  property. 
(2)  The  owners  have  lost  personal  contact  with  their  employees. 
This  separation  has  bred  suspicion  and  distrust  on  the  part  of  both 
the  employer  and  employee.  A  sharp  class  cleavage  is  not  a  whole- 
some condition  from  which  to  expect  productive  cooperation.  (3) 
Specialization  and  large  scale  production  have  taken  from  labor  a 
large  part  of  craft  interest  and  pride  in  workmanship.  The  tendency 
of  modern  industry  has  been  to  subdivide  processes  and  to  assign  the 
laborer  more  and  more  to  routine  work.  Where  division  of  labor  has 
been  carried  to  this  stage,  pride  in  workmanship,  the  most  effective 
protection  to  quality,  has  largely  disappeared,  and  there  is  little  left 
in  industry  but  irksomeness.  Thus  pride  in  ownership,  pride  in  work- 
manship, and  personal  contact  between  employer  and  employee  have 
been  sacrificed  as  incentives  in  modern  industry  for  increased  produc- 
tion and  lower  unit  cost.  No  satisfactory  substitutes  for  these  in- 
centives have  been  found  and  adapted  to  the  needs  of  industry  as  it 
exists  today.  While  we  have  gained,  we  have  also  lost,  and  we  are 
now  reaping  in  industrial  unrest  part  of  the  harvest  arising  from  mod- 
ern large  scale  production. 

However,  no  one  would  seriously  argue  for  a  return  to  the  earlier 
conditions  of  industry,  but  the  fact  remains  that  the  incentives  then 
present  have  largely  disappeared  from  industry  today.  This  fact  has 
not  been  sufficiently  recognized  in  shop  management  as  applied  to 
labor.     It  can  not  be  said  that  this  truth  has  been  unperceivedL    In 
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fact,  many  attempts  have  been  made  to  secure  the  cooperation  of  labor 
in  production  by  setting  up  incentives  in  the  form  of  bonuses,  profit- 
sharing  in  its  many  forms,  piece  work,  scientific  management,  etc. 
These  various  plans  have  been  developed  in  the  main  by  employers  or 
by  those  who  have  approached  the  problem  from  the  entrepreneur  or 
profit  point  of  view.  Consequently,  greater  reliance  has  been  placed 
upon  the  economic  as  distinguished  from  the  psychic  incentives. 

Appeal  through  economic  incentives  has  taken  several  forms:  (1) 
In  profit-sharing,  it  has  been  assumed  that  the  receipt  of  a  share  of 
profits  would  create  an  ownership  interest  in  the  industry.  But  ex- 
perience has  shown  that  profit-sharing  has  not  been  a  sufficiently  pow- 
erful or  immediate  incentive  to  have  much  effect  upon  the  average 
workman.  A  slight  increase  in  wages  will  usually  yield  a  larger  re- 
turn than  can  be  expected  from  a  share  in  profits  and  will  be  certain. 
(2)  Sale  of  stock  on  favorable  terms  to  employees,  while  the  plan  may 
be  liberal  and  effective  as  a  means  of  safe  investment  for  the  savings 
of  the  employees,  has  proven  no  more  effective  in  developing  owner- 
ship interest  in  industry.  Such  plans  do  not  convey  real  power  in  di- 
recting or  controlling  industry.  (3)  Piece  work  is  a  powerful  eco- 
nomic incentive.  It  individualizes  .work  and  pay,  but  it  places  the 
premium  upon  output  at  the  expense  of  quality.  It  is,  however,  the 
most  powerful  and  effective  incentive  that  has  been  developed  in  mod- 
ern industry.  Nevertheless,  employers  frequently  complain  that  em- 
ployees under  a  piece-work  system  set  a  shop  pace  that  unduly  re- 
stricts output.  This  fact,  in  a  large  measure,  accounts  for  the  popu- 
larity of  scientific  management  among  some  employers.  (4)  Speaking 
generally,  scientific  management  sets  up  a  work  standard  that  must 
be  attained  before  the  wage  bonus  can  be  enjoyed.  The  incentive  is 
not  essentially  different  from  that  of  piece  work  except  that  the  extra 
pay  for  extra  work  is  more  directly  under  the  control  of  the  manage- 
ment. The  work  standard  under  most  scientific  managements  plans 
is  set  up  by  a  specialized  department  and  the  workmen  have  little  or 
nothing  to  do  with  the  development  of  that  standard.  As  applied  to 
the  direct  activity  of  labor,  i.e.  eliminating  the  effect  upon  the  organi- 
zation of  the  shop,  materials,  etc.,  scientific  management  does  not  seem 
to  provide  an  incentive  that  will  take  the  place  of  those  present  in  the 
simpler  conditions  of  industry.  There  are  elements  that  go  to  make 
for  productive  efficiency  of  labor  that  do  not  seem  to  be  met  by  the 
plans  that  have  been  devised  for  that  purpose  in  modern  industry. 

Turning  now  from  the  incentives  that  have  been  developed  in  in- 
dustry to  the  demands  of  labor  for  participation,  we  find  an  urgent 
demand  for  a  particular  form  of  participation  in  management.  I 
quote  from  the  reconstruction  program  adopted  at  the  Atlantic  City 
Convention  of  the  American  Federation  of  Labor  under  the  topic, 
"Democracy  in  Industry": 

Two  codes  of  rules  and  regulations  affect  the  workers:  the  law  upon  the 
statute  books,  and  the  rules  within  industry. 

The  first  determines  their  relationship  as  citizens  to  all  other  citizens  and 
to  property. 
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The  second  largely  determines  the  relationship  of  employer  and  employee, 
the  terms  of  employment,  the  conditions  of  labor,  and  the  rules  and  regula- 
tions affecting  the  workers  as  employees.  The  first  is  secured  through  the 
application  of  the  methods  of  democracy  in  the  enactment  of  legislation,  and 
is  based  upon  the  principle  that  the  laws  which  govern  a  free  people  should 
exist  only  with  their  consent 

The  second,  except  where  effective  trade  unionism  exists,  is  established  by 
the  arbitrary  or  autocratic  whim,  desire,  or  opinion  of  the  employer,  and  is 
based  upon  the  principle  that  industry  and  commerce  can  not  be  successfully 
conducted  unless  the  employer  exercises  the  unquestionable  right  to  establish 
such  rules,  regulations,  and  provisions  affecting  the  employees  as  self-interest 
prompts. 

Both  forms  of  law  vitally  affect  the  workers'  opportunities  in  life  and  de- 
termine their  standard  of  living.  The  rules,  regulations,  and  conditions  within 
industry  in  many  instances  affect  them  more  than  legislative  enactments.  It 
is,  therefore,  essential  that  the  workers  should  have  a  voice  in  determining 
the  laws  within  industry  and  commerce  which  affect  them,  equivalent  to  the 
voice  which  they  have  as  citizens  in  determining  the  legislative  enactments 
which  shall  govern  them. 

It  is  as  inconceivable  that  the  workers  as  free  citizens  should  remain  under 
autocratically  made  law  within  industry  and  commerce  as  it  is  that  the  nation 
could  remain  a  democracy  while  certain  individuals  or  groups  exercise  auto- 
cratic powers. 

It  is,  therefore,  essential  that  the  workers  everywhere  should  insist  upon 
their  rights  to  organize  into  trade  unions,  and  that  effective  legislation  should 
be  enacted  which  would  make  it  a  criminal  offense  for  any  employer  to  inter- 
fere with  or  hamper  the  exercise  of  this  right  or  to  interfere  with  the  legiti- 
mate activities  of  trade  unions.* 

It  is  apparent  from  these  passages  that  so  far  as  organized  labor 
speaks  for  labor  as  a  whole,  participation  in  management,  or  democ- 
racy in  industry,  means  collective  bargaining  through  trade  unions. 
While  the  demand  is  frequently  and  urgently  made  by  organized  labor 
for  a  voice  in  industry,  the  extent  to  which  these  demands  would  go  in 
the  direction  of  participation  in  management  is  usually  quite  definitely 
limited  by  the  implications  of  collective  bargaining  through  union  rep- 
resentatives. In  fact  there  is  plenty  of  evidence  that  unionists  oppose 
extension  of  responsibility  for  management  beyond  the  questions  nor- 
mally covered  by  a  trade  agreement,  because,  as  James  W.  Sullivan, 
labor's  representative  on  the  Commission  of  the  National  Civic  Feder- 
ation to  England,  France,  and  Italy,  says  of  "Democratization  of  In- 
dustry" : 

The  whole  matter  comes  down  to  the  fact  that  workmen  sharing  control  in 
any  industrial  establishment  must  have  either  personal  training  or  expert 
advice  as  to  the  points  enumerated  above  (problems  of  management),  coupled 
with  sufficient  general  education  and  brain  power  to  cope  continually  with 
keen  minded  competitors.  They  must  also  be  able  to  rise  to  the  self-discipline 
necessary  to  secure  united  action  in  a  board  of  directors  representing  both 
capital  and  labor.  Furthermore,  placed  in  such  a  position,  labor  would  neces- 
sarily be  compelled  to  accept  all  the  consequences  of  control,  including,  when 
necessary,  the  passing  of  dividends,  sharing  of  losses,  reducing  of  wage  scales, 
dismissing  surplus  employees,  abolishing  the  minimum  wage,  sacrificing  cer- 
tainty of  income,  and  incurring  various  forms  of  liability.* 

The  kind  of  participation  demanded  by  organized  labor  is,  then, 
aimed  primarily  at  securing  a  larger  share  of  the  benefits  from  indus- 

i  Proceedings  of  the  American  Federation  of  Labor,  1919,  p.  71. 
2  National  Civic  Federation  Review,  August  30,  1919,  p.  4. 
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/ 
try.  It  does  not  now  look  in  the  direction  of  greater  responsibility 
for  amount  and  quality  of  output.  In  fact,  adequacy  of  supply  is  as- 
sumed and  the  real  problem  for  labor  is  one  of  distribution.  In  sup- 
port of  this  statement  I  quote  again  from  the  Reconstruction  Program 
of  the  American  Federation  of  Labor:  "Just  wages  will  prevent  in- 
dustrial stagnation  and  lessen  periodical  unemployment.  Give  the 
workers  just  wages  and  their  consuming  power  is  correspondingly  in- 
creased. A  man's  ability  to  consume  is  controlled  by  the  wages  re- 
ceived." 'There  is  no  basis  in  fact  for  the  claim  that  the  so-called  law 
of  supply  and  demand  is  natural  in  its  operations  and  impossible  of 
control  or  regulation."  "There  is,  in  fact,  no  such  condition  as  an  iron 
law  of  wages  based  upon  a  natural  law  of  supply  and  demand.8 

The  way  out  to  them  is  through  organization :  "There  are  no  means 
whereby  the  workers  can  obtain  and  maintain  fair  wages  except 
through  trade  union  effort.  Therefore  economic  organization  is  para- 
mount to  all  their  other  activities."* 

This  I  think  represents  fairly  the  position  of  organized  labor  in  re- 
spect to  the  part  labor  is  to  play  in  management.  It  is  not  surprising 
that  organized  labor  has  proceeded  no  further  in  the  direction  of  assum- 
ing responsibility  for  quantity  and  quality  of  output.  As  it  now  exists 
trade  unionism  is  primarily  a  militant  organization.  In  the  past  so 
much  time  and  energy  have  had  to  be  spent  in  securing  an  audience 
with  employers  on  an  equal  footing,  that  comparatively  little  attention 
has  been  given  to  the  problems  of  management  as  understood  by  the 
employer.  The  real  issue  between  labor  and  capital  is  a  contest  for 
power.  Labor  challenges  the  employer's  right  to  dominate  industry 
and  demands  a  voice  in  controlling  industry  so  far  as  that  control  per- 
tains to  labor,  and  justifies  its  demand  on  the  ground  that  the  existing 
control  by  the  employer  is  repugnant  to  the  principles  of  democracy. 
It  is  assumed  that  because  we  have  political  democracy  we  should  there- 
fore have  industrial  democracy.  However,  mere  transference  of  power 
from  employer  to  employee  will  not  solve  the  problems  of  labor.  What- 
ever may  be  the  facts  concerning  the  existence  of  definite  union  rules 
restricting  output,  the  present  program  of  organized  labor  does  not, 
from  the  very  nature  of  the  problems  with  which  it  is  dealing, 
set  up  incentives  that  stimulate  the  interest  of  workmen  in  quantity 
and  quality  production.  Labor  may  one  day  find  itself  in  the  possession 
of  the  power  to  control  industry  and  discover  that  it  has  inherited  a 
new  problem  in  the  nature  of  the  responsibility  for  the  proper  exercise 
of  that  power.    Wages  can  not  be  paid  except  as  goods  are  produced. 

Plans  for  employees'  participation  in  management  have  been  de- 
veloped primarily  from  either  the  employer  or  labor  point  of  view. 
With  few  exceptions  participation  does  not  carry  with  it  responsibility 
for  the  exercise  of  the  power  conveyed.  Nor  are  the  plans  of  partici- 
pation usually  of  such  a  character  as  to  develop  that  responsibility. 
The  schemes  for  the  adjustment  of  disputes,  whether  they  be  in  the 

*  Proceedings  of  the  American  Federation  of  Labor,  1919,  p.  72. 
*/6td. 
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nature  of  conciliation,  mediation,  or  arbitration,  do  not  pretend  to  do 
more  than  establish  an  orderly  method  of  settling  differences  in  the 
place  of  a  resort  to  a  test  of  the  economic  strength  of  the  two  parties. 
However  worthy  and  effective  these  plans  may  be,  they  do  not  set  up 
in  industry  incentives  that  are  comparable  with  those  that  have  disap- 
peared with  the  development  of  large  scale  production. 

There  are  two  standards  by  which  plans  for  participation  may  be 
tested.  First,  how  far  is  the  extension  of  power  accompanied  by  re- 
sponsibility that  its  exercise  will  be  for  other  than  selfish  purposes? 
Second,  to  what  extent  does  the  plan  set  up  satisfactory  incentives  to 
replace  those  that  we  have  lost  by  changes  in  industry  ? 

To  measure  up  well  against  these  two  tests,  indefinite  though  they 
may  be,  would  require  a  plan  to  result  in  a  large  and  continuous  flow 
of  wealth  of  high  quality.  Advisory  councils  made  up  of  equal  rep- 
resentation of  employers  and  employees  like  those  proposed  by  the 
Whitley  report  may  accomplish  something  in  the  direction  of  reducing 
conflicts  and  creating  an  atmosphere  out  of  which  something  more  con- 
structive can  develop.  But,  in  their  present  form,  I  do  not  see  that 
these  councils  will  solve  British  labor  problems.  Industrial  councils 
and  shop  management  plans  handed  down  wholly  by  the  firm,  unless 
they  make  very  liberal  provisions  for  modification  of  the  terms  of  the 
plan  as  the  result  of  joint  negotiation  with  the  representatives  of  the 
employees,  are  likely  to  meet  the  same  fate  as  welfare  plans.  Em- 
ployees will  regard  them  with  suspicion.  To  be  effective  the  plan  must 
be  genuine  and  undertaken  with  the  same  determination  to  make  it  a 
success  that  would  be  given  to  the  organization  and  prosecution  of 
any  other  business  policy. 

So  far  as  I  am  acquainted  with  the  various  plans  now  in  operation, 
the  scheme  of  the  firm  of  Hart,  Schaffner  &  Marx,  recently  adopted  by 
the  manufacturers  in  the  men's  clothing  trade  throughout  the  coun- 
try, is  the  most  democratic,  and  is  making  substantial  progress  in  the 
direction  of  effective  participation  of  employees  in  management.  With- 
out going  into  its  structure  I  will  close  by  setting  forth  what  im- 
presses me  as  the  strength  of  the  plan:  (1)  There  has  been  from  the 
first  sympathetic  support  of  the  plan  by  the  firm.  (2)  Unusual  intel- 
ligence has  been  put  into  the  operation  by  both  the  firm  and  the  em- 
ployees. (3)  The  plan  is  an  integral  part  of  the  general  management 
(4)  The  trade  board  is  presided  over  by  a  man  mutually  agreed  upon 
and  in  the  joint  pay  of  the  firm  and  the  employees,  and  to  all  intents 
and  purposes  the  board  is  continuously  in  session.  (5)  The  trade 
board  and  the  board  of  arbitration  are  in  the  nature  of  industrial 
courts,  and  their  decisions  become,  as  it  were,  the  industrial  law  of  the 
industry.  While  the  decisions  become  precedents,  the  two  boards  differ 
in  their  operation  in  two  important  respects  from  ordinary  courts: 
(a)  they  have  their  faces  turned  toward  the  future  and  the  successful 
operation  of  the  plant  to  a  greater  extent  than  courts;  (b)  the  funda- 
mental law — the  agreement — is  renewed  at  three  year  intervals,  which 
gives  a  chance  to  modify  precedents  that  are  operating  detrimentally 
to  the  business. 
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A  comparison  of  the  agreements  as  renewed  from  time  to  time,  will 
show  a  gradual  extension  of  questions  covered.  How  far  the  plan  is 
furnishing  incentives  to  workmen  to  quantity  and  quality  production, 
I  am  not  in  a  position  to  know.  But  two  things  can  be  said  of  its 
operation:  (1)  Employees  are  made  to  face  before  the  trade  board 
the  consequences  of  particular  demands  or  decisions  upon  the  success 
of  the  business.  (2)  The  plan  has  developed  a  considerable  good  will 
among  the  employees  in  the  industry.  By  way  of  illustration  of  this 
fact,  I  will  quote  a  statement  made  a  few  years  ago  by  a  girl  at  the 
time  of  a  strike  against  another  firm.  She  said,  "I  never  tell  any  of  my 
friends  that  I  work  for  firm  XX.  When  anybody  asks  me  where  I 
work,  I  tell  them  for  Hart,  Schaffner  &  Marx." 

It  is  not  assumed  that  this  plan  can  be  lifted  bodily  and  planted  in 
another  industry  where  the  traditions  and  industrial  problems  are  dif- 
ferent. But  as  a  plan  of  participation  it  is  instructive  because  it  ap- 
parently is  developing  an  experience  in  labor  relations  in  industry  that 
enables  the  employer  and  employee  to  get  beyond  the  discussion  of 
questions  of  distribution  and  to  consider  their  mutual  interest  in  pro- 
duction. The  spirit  in  which  any  plan  of  participation  is  undertaken 
has  never  been  better  put  than  by  the  Mayor's  Council  that  revised 
the  New  York  Protocol  in  1915: 

In  the  endeavor  to  work  out  the  plan  of  a  new  compact  of  this  sort  the 
council  has  laid  down  the  following  fundamental  rule: 

That  the  principle  of  industrial  efficiency  and  that  of  respect  for  the  essen- 
tial human  rights  of  the  workers  should  always  be  applied  jointly,  priority 
being  assigned  to  neither.  Industrial  efficiency  may  not  be  sacrificed  to  the 
interest  of  the  workers,  for  how  can  it  be  to  their  interest  to  destroy  the  busi- 
ness on  which  they  depend  for  a  living,  nor  may  efficiency  be  declared  para- 
mount to  the  human  rights  of  the  workers  for  how  in  the  long  ran  can  the 
industrial  efficiency  of  a  country  be  maintained  if  the  human  values  of  its 
workers  are  diminished  or  destroyed?  The  delicate  adjustment  required  to 
reconcile  the  two  principles  named  must  be  made.  Peace  and  progress  de- 
pend upon  complete  loyalty  in  the  effort  to  reconcile  them.& 

Ditlew  M.  Fredriksen. — There  is  one  point  of  view,  I  think,  which 
should  not  be  omitted  in  this  discussion, — the  point  of  view  of  the  pub- 
lic, the  consumer.  It  is  evident  that  employees'  participation  in  man- 
agement will  mean  higher  wages,  shorter  hours,  certain  expenses  inci- 
dent to  better  working  conditions,  resulting  in  increasing  cost  of  the 
product,  which  can  only  be  partially  offset  by  increased  effectiveness. 

I  think  it  significant  that  most  of  the  industries  in  which  so  far  shop 
councils  have  been  established  and  improvements  effected  have  been  in 
the  class  that  may  be  characterized  as  specialties:  manufacturing  some 
special  product  in  which  there  is  either  a  monopoly,  or  special  advan- 
tages so  that  abnormally  high  profits  are  made.  Henry  Ford,  with 
annual  profits  of  fifty  millions  a  year,  can  easily  pay  his  employees 
higher  wages  and  give  them  better  conditions  without  increasing  the 
price  of  his  output.  The  government  arsenal  is  a  special  instance,  in 
which  the  selling  price  of  the  profit  does  not  enter. 

«  Monthly  Review,  United  States  Bureau  of  Labor  Statistics,  August,  1915, 
pp.  9,  10. 
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It  is  no  doubt  useful,  and  will  be  to  the  advantage  of  the  movement 
we  are  interested  in,  that  this  development  should  take  place  in  these 
industries  manufacturing  specialties,  which  can  well  afford  the  cost 
that  the  improved  conditions  bring  with  them.  But  the  problem  will 
be  much  more  serious  when  we  get  to  the  great  basic  industries  like 
coal,  which  are  in  some  cases  at  least  run  on  a  narrow  line  of  profit; 
and  it  is  of  course  especially  in  these  basic  industries,  where  low  grade 
foreign  laborers  are  employed,  that  the  improvements  are  urgently 
needed.  We  must  hope  that  the  experiments  that  are  being  conducted 
in  the  high  grade  specialty  industries  will  also  extend  to  the  other 
industries,  even  if  it  can  only  be  done  at  the  cost  of  an  increasing  price 
to  the  public;  but  I  think  in  the  question  of  employees'  participation 
in  management  the  point  should  not  be  overlooked  that  the  public  in- 
terest should  also  in  some  manner  be  represented,  to  see  that  the  price 
of  the  article  is  not  unduly  increased. 

As  to  what  the  employees  themselves  want,  I  do  not  think  they  want 
to  actually  participate  in  the  business  operation,  in  the  sales  manage- 
ment, which  they  do  not  understand  much  about.  What  they  want  is 
to  have  something  to  say  about  working  hours  and  working  conditions. 

After  all,  the  great  thing  that  is  needed  is  to  give  the  employee  an 
actual  interest  in  increasing  the  output.  The  world  seems  to  be  tired; 
there  seems  to  be  an  unwillingness  on  the  part  of  labor  to  exert  itself; 
it  wants  higher  pay,  easier  work,  shorter  hours,  less  production,  when 
the  world  is  urgently  calling  for  greater  effectiveness  and  more  pro- 
duction. The  only  way  to  accomplish  this,  I  think,  is  to  give  the  em- 
ployees, in  addition  to  a  guaranteed  salary  (from  which  I  think  there 
is  no  possible  escape)  also  some  interest  in  the  annual  profits.  This 
has  been  recommended  by  President  Eliot  of  Harvard.  The  working 
man  must  have  his  regular  wages  to  provide  for  his  daily  living  (the 
socialistic  doctrine  of  wage  slavery  will  not  hold  water) ;  the  daily  liv- 
ing expenses  must' be  guaranteed  in  the  form  of  daily  wages,  but  be- 
sides this,  it  is  quite  feasible,  in  addition  to  giving  the  employees  some 
participation  in  the  management,  also  to  give  them  an  annual  addition 
to  wages  in  the  form  of  a  share  of  the  profits  of  the  factory,  and  this 
will  give  each  man  an  interest  in  the  success  of  his  work,  and  will  mean 
more  work  and  greater  production. 


PRICES  AND  RECONSTRUCTION 
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I.  Problems  and  Methods 

The  chief  aim  of  this  paper  is  to  consider  what  basis  we  have  for 
forecasting  the  probable  course  of  wholesale  prices  in  the  United 
States  during  the  next  few  years. 

Upon  this  problem  past  experience  sheds  a  most  uncertain  light. 
Prices  fell  after  the  Civil  War  in  this  country  and  after  the  Na- 
poleonic wars  in  England.  Indeed,  the  fall  began  in  both  of  these 
cases  before  the  fighting  stopped.1  Forecasts  based  upon  what  hap- 
pened in  these  two  wars  have  already  been  vitiated  by  the  rise  of 
prices  in  1919.  Present  conditions  differ  in  so  many  respects  from 
conditions  at  the  close  of  the  Napoleonic  and  the  Civil  wars  that  close 
correspondence  between  the  price  fluctuations  then  and  now  is  not 
necessarily  to  be  expected.  Consequently  we  stand  a  better  chance 
of  forming  correct  anticipations  by  analyzing  present  conditions  than 
by  recapitulating  the  experience  of  fifty  and  a  hundred  years  ago. 

What,  then,  brought  on  the  recent  rise  of  prices?    What  prevented 

iThe  best  available  index  numbers  for  the  years  referred  to  are  the  fol- 
lowing: 


England 

Taylor's  and  Jevons'  Index  Numbers 

of  Prices  by  Periods 

(Average  for  1784-90=100) 

Taylor's  Index    Jevons'  Index 


United  States 

Medians    of   the    Relative    Prices   of 

92  Commodities 

(Prices  in  1860=100) 

1860 100 

1861 97 

1862. 103 

1863 133 

1864 180 

1865 Jan 216 

Apr 190 

July 158 

Oct 175 

1866 177 

1867 162 

Mr.  N.  J.  Silberling,  from  whose  paper  in  the  Review  of  Economic  Statistics 
(October,  1919,  p.  285),  the  English  figures  are  taken,  believes  that  John  Tay- 
lor's recently  discovered  figures  which  include  90  commodities  are  more  reliable 
than  Jevons'  index  which  contains  only  52  commodities  (or  40  if  different 
varieties  of  the  same  article  are  not  counted  separately).  After  writing  his 
article  Mr.  Silberling  discovered  a  third  English  index  including  90  commodi- 
ties in  1790-1830.  This  series  puts  the  highest  point  in  1813-14.  The  American 
figures  are  from  Wesley  C.  Mitchell,  Gold,  Prices,  and  Wages  under  the  Green- 
back Standard,  p.  59. 


1784-90 

100 

100 

1791-97 

120 

118 

1798-04 

150 

143 

1805-11 

174 

166 

1812-18 

177 

153 

1819-25 

125 

110 

1826-32 

104 

94 

1833-37 

104 

92 

130  American  Economic  Association 

prices  from  falling  in  1919?    What  are  the  chief  factors  that  will  con- 
trol the  course  of  prices  in  1920  and  the  years  to  follow? 

The  difficulties  encountered  in  trying  to  answer  these  questions  are 
primarily  difficulties  of  a  quantitative  character.  We  know  fairly  well 
what  factors  affect  the  movements  of  the  price  level,  and  the  direction 
in  which  each  factor  works.  Concerning  the  relative  importance  of 
these  factors  our  knowledge  is  less  secure.  Some  among  us  entertain 
decided  opinions  on  the  intricate  problems  involved,  but  these  opinions 
differ.  Fortunately,  however,  much  work  has  been  done  of  late  on  the 
statistical  measurement  of  several  factors.  Of  course  work  of  this 
type  does  not  give  a  definitive  answer  to  our  questions,  for  the  re- 
sults of  the  most  careful  measurements  may  be  interpreted  in  diverse 
ways.  Nevertheless  the  statistical  line  of  attack  seems  to  be  the  most 
promising  at  present.  Accordingly  I  propose  to  utilize  the  available 
measurements  in  reviewing  the  process  by  which  the  price  revolution 
was  brought  about  and  the  process  by  which  the  incipient  decline  of 
prices  early  in  1919  was  checked.  This  review  will  shed  some  light 
upon  the  processes  that  will  control  the  price  movements  of  the  near 
future.  I  lay  stress  upon  the  analytic  study  of  the  process  by  which 
the  level  of  prices  has  been  raised,  because  I  think  we  learn  more 
about  the  relative  importance  of  the  factors  when  we  watch  them  at 
work  than  when  we  merely  contemplate  their  net  resultants.  The 
disadvantage  of  this  procedure  is  that  I  shall  have  to  recall  much  that 
is  already  familiar  in  the  economic  history  of  1914-19.  But  you  will 
pardon  that  if  I  can  give  the  vaguely  known  greater  precision. 

11.  The  Rise  of  Prices  before  the  United  States  Entered  the 

War 

The  rise  of  prices  which  began  in  1897  reached  its  prewar  culmina- 
tion in  the  United  States  amidst  the  prosperous  days  of  1912.  With 
the  recession  of  business  activity  in  1913  and  the  first  half  of  1914 
there  came  a  slight  decline  in  the  price  level.1 

When  the  war  broke  out  at  the  end  of  July  the  most  striking  effects 
were  seen  in  finance.  Heavy  selling  by  foreign  investors  caused  a 
great  break  of  prices  on  the  New  York  Stock  Exchange  and  forced  it 
to  close  on  July  31.     Cables  on  London  rose  to  $7  the  next  day, 

2  The  latest  form  of  the  Bureau  of  Labor  Statistics  index  number  of  whole- 
sale prices  gives  the  following  results  on  the  1913  base: 

1912 101 

1913 100 

1914....  Jan 100 

Apr 98 

July 100 
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the  New  York  banks  lost  $56,000,000  of  cash  in  a  single  week,  the 
60-day  discount  rate  rose  from  2%  to  8  per  cent,  clearing-house  loan 
certificates  were  resorted  to,  and  $886,000,000  of  the  emergency  cir- 
culation provided  for  by  the  Aldrich-Vreeland  act  were  issued.  Gold 
exports  reached  $105,000,000  by  the  end  of  the  year.8  Exports  of 
merchandise  were  severely  restricted  in  August  and  September,  and 
while  they  rose  again  toward  the  close  of  1914  they  did  not  surpass 
previous  records  until  the  following  February.  On  domestic  business, 
of  course,  the  effect  of  these  events  was  to  intensify  the  already-pre- 
vailing depression.  The  winter  presented  a  grave  problem  of  un- 
employed men  and  idle  machinery. 

In  the  commodity  markets  the  immediate  consequence  of  the  war 
was  a  sudden  upward  leap  of  sugar  and  grain  prices.  These  move- 
ments together  with  greater  but  less  important  advances  among 
chemicals  sufficed  to  raise  the  general  price  level  4  per  cent  in  August. 
But  after  the  first  flurry  was  over  domestic  depression  counted  more 
for  a  time  than  foreign  demand  and  the  price  level  receded  again. 
Throughout  the  first  six  months  of  1915  prices  remained  constant  at 
the  prewar  level.  The  war-time  rise  did  not  begin  until  July,  1915, 
and  it  did  not  assume  marked  proportions  until  the  end  of  that  year — 
about  seventeen  months  after  the  invasion  of  Belgium.4 

Unquestionably  it  was  the  impetus  from  Europe  that  started  Ameri- 
can prices  on  their  upward  course.  This  foreign  demand  for  Ameri- 
can products  is  one  of  the  factors  that  has  been  analyzed  and  measured 
in  such  fashion  that  its  development  and  effects  can  be  followed  rather 
clearly.  Mr.  W.  J.  Berridge  has  segregated  the  imposing  total  values 
of  exports  into  their  two  component  factors — the  increase  in  the 
physical  volume  of  goods  shipped  abroad,  and  the  increase  in  prices. 
He  finds  that  the  price  factor  counted  for  little  in  the  fiscal  year  1915. 
Prices  of  exports  rose  only  1  per  cent  above  their  prewar  level,  while 
the  physical  volume  of  exports  rose  22  per  cent,  despite  the  lean  early 
months  of  the  year.  In  the  fiscal  year  1916,  however,  the  increase  in 
prices  reached  22  per  cent  and  that  in  physical  volume  57  per  cent. 
In  1917  the  figures  are  63  per  cent  increase  in  prices  and  72  per  cent 

»  The  best  account  of  the  crisis  of  1914  is  that  given  by  Dr.  B.  M.  Anderson, 
Jr.,  in  Effects  of  the  War  on  Money,  Credit,  and  Banking,  in  France  and  the 
United  States.  (Carnegie  Endowment  for  International  Peace.  Preliminary 
Economic  Studies  of  the  War,  No.  15.) 

*  The  index  number  made  from  quotations  for  1366  commodities  by  the 
Price  Section  of  the  War  Industries  Board  (History  of  Prices  during  the 
War,  Summary,  p.  06),  will  be  found  on  the  next  page. 
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Index  Numbem  of  all  Commodities,  Bt  Months,  Quae  a 

1913-1918 
(Weighted  aggregates  of  the  actual  prices  of  50  classes,  com- 
modities, converted  into  relatives  on  base,  pn 
July,  1913,  to  June,  1914,  =  100.) 
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The  large  foreign  demand  for  foodstuffs  gave  American  business  in 
1915  much  the  same  character  as  it  had  in  1878,  1891,  and  1897.  In 
all  these  cases  the  year  had  begun  in  depression,  but  it  closed  in  ac- 
tivity started  by  large  exports  of  foodstuffs.  The  revival  had  greater 
intensity  in  1915  than  in  these  earlier  parallels,  because  the  export 
demand  rapidly  spread  to  other  classes  of  goods.  The  British,  French, 
and  Russian  governments  placed  enormous  contracts  with  American 
manufacturers  for  war  material.  The  finished  goods  thus  contracted 
for  did  not  begin  to  leave  our  shores  in  large  quantities  until  after 
June,  1915;  but  in  the  fiscal  year  1916  exports  of  "manufactures 
ready  for  consumption"  doubled  in  physical  quantity. 

Concerning  the  relative  magnitude  of  domestic  and  foreign  business 
in  this  country  there  are  several  divergent  estimates.  Dr.  B.  M.  An- 
derson, Jr.,  puts  the  proportion  of  exports  to  domestic  trade  in  the 
prewar  years  at  somewhat  more  than  10  per  cent.  By  1916  he  thinks 
this  ratio  had  nearly  if  not  quite  doubled.6  Certainly  the  foreign  de- 
mand was  a  factor  of  sufficient  magnitude  to  change  the  whole  tone 
of  business  in  a  single  year.  Thus  in  summing  up  the  business  char- 
acteristics of  1915  the  Financial  Review  said: 

e  See  his  Value  of  Money  (1917),  pp.  967-78. 


the  physical  volume  of  domestic  exports  by  the  "great  groups"  recognised  by 
the  Department  of  Commerce,  namely. 

Group  A — Crude  materials  for  use  in  manufacturing 

B — Foodstuffs  in  crude  condition  and  food  animals 

C — Foodstuffs  partly  or  wholly  manufactured 

D — Manufactures  for  further  use  in  manufacturing 

E — Manufactures  ready  for  consumption 

Group  A  Group  B  Group  C  Group  D  Group  E 

Fiscal    Quan-   Pri-    Quan-   Pri-<      Quan-   Pri-      Quan-   Pri-      Quan-   Pri- 
years       tity      ces       tity      ces        tlty       ces         tity      ces        tity      ces 

1915  91        76  302      129  186      110  98      101  108      107 

1916  73        99  282      126  174      113  130      141  219      136 

1917  72       137  216       189  165       147  170       194  262      162 

1918  58      210  122      236  183      208  140      239  172      183 

1919  67      243  231      238  251      234  117      227  174      198 
Finally,  Mr.  Berridge's  indices  for  values  and  physical  quantities  of  exports 

to  continental  divisions  are  as  follows: 
North  South 

Europe         America  America  Asia  Oceania  Africa 

Fiscal    Quan-  Val-    Quan-  Val-     Quan-  Val-  Quan-  Val-    Quan-  Val-  Quan-  Val- 
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tity 
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tity 
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tity 
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tity 
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tity 
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1915 

139 

140 

88 
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76 

77 

104 

105 

102 

103 

108 

109 

1916 

175 
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112 

137 
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139 

211 

258 

107 

181 

136 
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1917 

190 

310 

136 

221 

124 

202 

213 

347 

89 

145 

128 

201 

1918 

127 

267 

110 

232 

116 

244 

196 

412 

85 

179 

99 

206 

1919 

145 

329 

110 

249 

137 

310 

244 

553 

120 

973 

141 

321 

The  physical  quantity  indices  in  this  case  are  roughly  made  by  dividing  the 
values  of  exports  to  each  continental  division  by  the  price  index  of  100  ex- 
ported articles. 
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"  ...  at  first  only  the  industries  engaged  in  filling  war  orders 
manifested  activity,  chief  among  which  was  the  iron  and  steel  trade; 
later  the  movement  spread  until  eventually  all  came  within  its  em- 
brace. Even  in  steel,  however,  progress  was  very  slow  at  first  and 
1915  was  well  advanced  before  producing  capacity  was  employed  to 
its  full  extent.  The  transformation  in  outlook  and  in  condition  be- 
tween the  beginning  and  the  end  of  the  year  was  unquestionably  one 
of  the  most  wonderful  on  record."7 

The  activity  thus  initiated  cumulated  in  the  familiar  fashion.  Nine- 
teen sixteen  was  one  of  the  busiest  years  this  country  has  known.  To 
the  huge  foreign  demand  for  goods  there  was  added  the  far  huger 
demand  from  domestic  sources, — the  demand  that  comes  from  work- 
men in  full  employment,  from  enormous  profits,  and  from  an  active 
campaign  of  new  construction.  An  index  number  of  the  physical  vol- 
ume of  minerals  produced  in  the  United  States  which  started  with  100 
in  1913,  dropped  to  85  in  1914,  recovered  to  99  in  1915,  and  jumped 
to  ISO  in  1916.  Crops  in  1916  were  not  nearly  so  abundant  as  in  the 
preceding  year,  and  of  course  crops  are  the  largest  single  factor  in 
American  production.  But  even  so,  an  index  of  the  production  of  all 
raw  materials  on  the  1913  base  gives  1915  an  index  of  107  and  1916 
one  of  111.8 

That  prices  should  rise  under  these  conditions  was  to  be  expected. 

t  Financial  Review,  Annual,  1916,  p.  7. 

»  See  the  index  numbers  of  the  physical  volume  of  raw  materials  produced, 
in  the  History  of  Prices  during  the  War,  Summary,  pp.  44-46.  In  these  in- 
dexes all  the  raw  materials  for  the  production  and  importation  of  which 
satisfactory  data  could  be  had  are  included.  The  production  figures  are 
multiplied  by  "fabricating  factors"  derived  from  the  Census  of  Manufactures 
in  order  to  give  materials  which  undergo  much  elaboration  before  consump- 
tion a  greater  influence  upon  the  results  than  products  that  are  mostly  con- 
sumed in  their  raw  state.  The  products  of  this  multiplication  are  then 
weighted  by  average  prices  in  1917.  For  present  purposes  the  following  ex- 
cerpts from  the  figures  are  sufficient: 

Index  Numbers  or  the  Physical  Quantity  op  Raw  Materials  Produced  in 

and  Imported  into  the  United  States  in  1913-1918. 

(Supply  in  1913  =  100) 
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And  for  a  time  the  rise  had  most  of  the  ordinary  characteristics  of  a 
recovery  after  business  depression.  Thus  the  rate  of  increase  was 
slow  at  first.  As  already  said,  wholesale  prices  remained  unchanged 
at  the  prewar  level  throughout  the  first  six  months  of  1915.  It  is  the 
common  rule  that  revival  after  depression  is  confined  for  several 
months  to  increasing  the  physical  volume  of  trade.  Not  until  the  more 
efficient  plants  have  substantial  backbone  orders  on  their  books  do  they 
begin  active  bidding  for  materials  and  marking  up  the  prices  of  their 
products.9  And  after  it  has  begun,  the  rise  of  prices  is  usually  slow 
for  a  few  months,  as  it  proved  to  be  in  the  autumn  of  1915.  Again, 
the  rise  began  as  usual  with  a  limited  group  of  articles  and  took 
several  months  to  spread  over  a  large  part  of  the  markets  for  commo- 
dities. The  goods  that  led  the  rise  of  prices  were  the  goods  in  most 
active  demand  and  the  goods  in  restricted  supply.  Mr.  Berridge's 
price  index  of  exports  advances  a  trifle  more  in  the  fiscal  year  1915 
than  the  War  Industries  Board's  American  index  for  "all  commo- 
dities/' and  much  more  rapidly  than  the  latter  in  191 6. 10  Among  ex- 
ports it  was  foodstuffs — the  class  that  increased  most  in  physical  vol- 
ume in  1915 — that  rose  most  in  prices,  and  it  was  foodstuffs  that  kept 
the  general  level  of  prices  from  declining  in  this  country  in  the  first 
half  of  1915.  Chemicals,  particularly  coal  tar  products  and  explosives, 
did  indeed  show  a  far  greater  rise  than  foodstuffs;  but  they  are  not 
important  enough  in  the  country's  total  business  to  have  much  influence 
upon  a  properly-weighted  index  number.11  The  one  peculiar  feature 
of  the  early  rise  is  that  manufactured  consumers'  goods  rose  sooner 
than  raw  materials,  particularly  if  we  leave  out  raw  foodstuffs.  Raw 
minerals,  which  as  a  rule  are  highly  sensitive  to  changes  in  business 
prospects,  did  not  get  back  to  their  prewar  level  until  November, 

» Compare  Wesley  C.  Mitchell,  Business  Cycles,  pp.  456-9.  Hence  index 
numbers  of  wholesale  prices  are  not  a  sensitive  barometer  of  conditions  in  the 
"revival"  phase  of  the  business  cycle. 

io  These  index  numbers  are  as  follows: 

Fiscal  Index  Number  of  the  War  Industries  Board's  Index 

years  prices  of  100  exports  number  for  All  Commodities 

1915  101  99.5 

1916  123  119.5 

1917  168  148.2 

1918  210  186.6 

The  difference  between  the  bases  on  which  these  two  series  are  computed 
(average  prices  in  the  fiscal  years  1911-14  and  In  the  fiscal  year  1914)  prob- 
ably does  not  affect  this  comparison  appreciably. 

ii  See  History  of  Prices  during  the  War,  Summary,  pp.  52,  53,  for  Index 
numbers  of  7  groups  of  commodities;  pp.  58-67  for  index  numbers  of  60 
classes  of  commodities,  and  p.  24  for  the  "class  weights." 


Pricet  and  Reconstruction  187 

191 5.1*  This  reversal  of  common  experience  is  a  further  bit  of  evi- 
dence that  it  was  the  export  demand  which  set  American  prices  soar- 
ing. Europe  wanted  finished  goods,  ready  for  use,  and  was  ready  to 
pay  whatever  prices  were  necessary  to  get  them  in  a  hurry.18 

What  is  not  in  accordance  with  experience  is  the  extraordinary  rate 
at  which  the  rise  of  prices  thus  initiated  in  the  autumn  of  1915  con- 
tinued through  the  fiscal  years  1916  and  1917.  In  the  25  months, 
June,  1915,  to  July,  1917,  the  American  price  level  rose  85  per  cent, 
more  than  half  again  as  much  as  the  great  advance  from  1897-1914, 
a  period  of  17  years.  There  have  been  price  revolutions  more  violent 
than  this  one.  We  had  one  ourselves  during  the  Civil  War.  The 
European  belligerents  were  having  an  even  greater  rise  at  the  moment. 
But  never  elsewhere  has  there  been  so  rapid  an  advance  in  the  price 
level  of  a  country  maintaining  a  specie  standard. 

Three  factors  were  mainly  responsible  for  the  extraordinary  vio- 
lence of  the  rise.  One  factor  was  the  combination  of  conditions  which 
made  it  easy  and  in  part  made  it  necessary  for  American  producers  to 
charge  exceedingly  high  prices  for  what  they  sold  to  Europe.  Two 
other  factors  combined  to  make  it  easy  to  increase  our  credit  circula- 
tion fast  enough  to  finance  the  rapidly  swelling  physical  volume  of 
business  at  steadily  soaring  prices. 

1.  For  the  foodstuffs  that  bulked  so  large  in  the  exports  of  1915, 
and  for  the  other  civilian  supplies  that  were  exported  to  Europe  there 
was  no  reason  aside  from  the  increase  of  demand  why  Americans 
should  charge  exceptionally  high  prices.  The  harvests  of  1914  were 
good,  those  of  1915  were  the  largest  on  record.  But  with  munitions 
and  army  equipment  the  case  was  different.  In  large  part  the  manu- 
facture of  these  goods  required  the  construction  of  new  plants  and 

i*  See  the  monthly  index  numbers  made  by  the  Federal  Reserve  Board  from 
the  data  of  the  Bureau  of  Labor  Statistics,  Federal  Reserve  Bulletin,  Sep- 
tember, 1910,  pp.  861-2.  The  following  excerpts  show  the  trend  of  prices 
by  calendar  years: 

1914  1915  1916  1917  1918 

Raw  materials 

Farm   products 103  110  198  911  941 

Animal        "      106  100  119  169  901 

Forest         "      97  93  96  118  140 

Mineral       *      93  96  197  184  178 

Total    99  100  119  175  195 

Manufactured  goods 

Producers'   goods 95  100  141  186  196 

Consumers'      "    101  109  198  173  908 

"See  Berridge's  price  indexes  of  exports  by  "great  groups"  given  in  an 
earlier  note 
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machinery  and  the  hiring  and  training  of  new  workers  who  would  be 
inefficient  at  first  The  short-period  supply  price  rises  with  quantity 
demanded,  and  during  the  war  the  periods  within  which  increased  sup- 
ply was  demanded  were  short  indeed.  The  extent  of  the  rise  in  such 
a  case  depends  largely  on  the  cost  of  the  new  facilities  for  production, 
and  on  their  prospective  working  life.  Now  in  1915  and  in  1916 
American  business  men  had  grave  doubts  whether  the  war  could  go 
on  for  more  than  another  year.  They  were  therefore  unwilling  to 
make  the  outlays  necessary  to  provide  military  supplies  unless  they 
were  assured  prices  for  products  high  enough  to  repay  their  whole  in- 
vestments with  a  profit  in  short  order.  And,  of  course,  the  buyers 
while  desirous  of  paying  as  little  as  possible,  were  ready  to  promise  as 
much  as  was  necessary  to  get  contracts  accepted  by  these  hesitant 
manufacturers.  Hence  the  contract  prices  charged  for  military  sup- 
plies rose  at  a  pace  which  left  the  rise  of  foodstuffs  far  behind.  The 
clearest  case  revealed  by  our  index  numbers  is  that  of  explosives,  which 
more  than  doubled  in  price  by  October,  1915.14  But,  once  certain  in- 
terests had  undertaken  war  contracts,  their  prospective  profits  were 
large  enough  to  make  them  ready  to  pay  almost  any  prices  for  the 
prompt  delivery  of  the  supplies  they  required  and  almost  any  wages 
for  labor.  No  regular  business  boom  ever  presents  such  a  pressing 
necessity  for  charging  high  prices  as  war  brings  to  the  munitions 
trades,  or  gives  a  trade  which  leads  the  advance  such  power  and  in- 
centive for  bidding  up  prices  in  other  lines. 

2.  The  Federal  Reserve  banks  opened  for  business  on  November 
16,  1914.  Under  the  old  National  Banking  system  the  ratio  of  cash 
reserves  to  demand  liabilities  had  been  distinctly  higher  in  the  United 
States  than  in  Canada  or  England.15  Yet  our  banks  as  a  whole  were 
notoriously  less  able  to  withstand  strains  than  the  Canadian  or  English 
banks.  When  their  reserves  were  mobilized  under  the  Federal  Re- 
serve system  it  was  reasonably  anticipated  that  a  given  sum  of  cash 
would  sustain  as  large  a  volume  of  deposit  credits  in  this  country  as 
elsewhere.  Accordingly,  the  minimum  reserve  requirements  were  ma- 
terially reduced  by  the  new  law.  This  reduction  meant  that  with  their 
existing  reserves  the  National  Banks  would  be  in  a  position  to  expand 
their  loans  largely  after  November,  1914.    But  such  an  expansion  was 

i*  See  index  number  for  this  class  in  History  of  Prices  during  the  War, 
Summary,  p.  67. 

is  Compare  F.  S.  Mead,  "Bank  Reserves  in  the  United  States,  Canada,  and 
England,**  Quarterly  Journal  of  Economics,  May,  1907. 
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not  what  was  looked  for  at  the  time.    Dr.  H.  Parker  Willis  presented 
the  best-informed  opinion  early  in  1914  when  he  said: 

"The  .  .  .  act  makes  a  very  great  redaction  in  reserve  requirements, 
and  will  release  a  great  volume  of  money  after  all  new  needs  for  the  re- 
serves of  the  federal  reserve  banks  have  been  complied  with.  That  this 
will  produce  some  danger  of  inflation  during  the  transition  period — a 
danger  that  will  need  to  be  carefully  guarded  against  by  the  best 
sense  of  the  banking  community — is  evident.  After  that  period  has 
been  passed  the  reduction  in  the  amount  of  gold  that  must  be  carried 
constantly  in  bank  vaults  will  really  be  far  reaching."16 

3.  The  enormous  exports  of  the  war  period  brought  it  about  that 
money  was  not  "released"  from  American  reserves.    Instead  gold  was 
poured  into  these  reserves  at  an  unprecedented  rate.    The  net  imports 
reached  420  millions  in  the  calendar  year  1915  and  580  millions  in 
1916 — nearly  a  billion  dollars  in  two  years.17     Of  course  this  billion 
of  new  gold  in  combination  with  the  reduced  reserve  requirements  made 
it  easy  for  the  banks  to  lend  several  billion  dollars  of  credit  to  the. 
business  public.     They  did  in  fact  increase  their  loans  and  invest- 
ments by  nearly  7%  billion  dollars  between  June,  1914,  and  June, 
1917 — a  gain  of  87  per  cent.    Net  deposits  rose  at  a  slightly  faster 
rate — 89  per  cent  or  nearly  7  billions.18     Under  the  circumstances 
bank  credit  was  the  most  abundant  and  the  cheapest  commodity  in  the 
market    The  business  year  1916  had  much  in  common  with  the  busi- 
ness year  1906.     But  in  1906  the  discount  rate  on  60-90  day  paper 
averaged  almost  6  per  cent;  in  1916  it  averaged  less  than  8%  per  cent. 
The  rates  on  four-months  paper  were  6.25  per  cent  in  the  earlier  year, 
and  8.84  per  cent  in  the  later.     Call  money  in  1906  averaged  6.55 
per  cent,  in  1916  2.62  per  cent.19    Ordinarily,  high  interest  rates  and, 
what  is  more  important,  difficulty  in  securing  increased  banking  ac- 
commodation apply  a  powerful  brake  to  the  further  rise  of  prices  and 
the  further  expansion  of  business  after  prosperity  has  reached  a  certain 
pitch.    In  1916  no  such  check  was  imposed. 

i«**Tbe  Federal  Reserve  Act,"  American  Economic  Review,  March,  1914, 
p.  91. 

it  See  Federal  Reserve  Bulletin,  November,  1919,  p.  1016. 

i«  See  the  data  for  "all  banks  in  the  United  States,"  Federal  Reserve  Bulle- 
tin, September,  1919,  p.  839. 

i» Compare  E.  W.  Kemmerer,  The  War  and  Interest  Rates,"  American 
Economic  Review,  Supplement,  March,  1919,  pp.  96-107,  and  the  monthly  rates 
of  interest  on  different  classes  of  loans  in  the  Review  of  Economic  Statistics, 
January,  1919,  pp.  91-103. 
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III.  Pricks  from  the  American  Declaration  of  War  to  the 

Armistice 

When  the  United  States  entered  the  war  conditions  affecting  prices 
underwent  a  great  change. 

First,  the  physical  volume  of  exports  fell  off,  partly  because  of  the 
effect  of  the  submarine  campaign,  partly  because  the  available  ships 
were  largely  used  for  carrying  American  soldiers  to  France,  and  partly 
because  our  own  war  preparations  reduced  our  ability  to  manufacture 
for  others.  This  decline  was  by  no  means  offset  by  shipments  to  our 
army.  Berridge's  index  number  of  the  quantity  of  exports  reached 
171  in  the  fiscal  year  1917;  in  1918  it  fell  to  125.  If  the  shipments 
to  the  American  Expeditionary  Forces  be  included  these  numbers  be- 
come 172  and  129 — not  a  very  significant  emendation. 

Second,  the  war  demands  of  our  own  government  much  more  than 
made  up  for  this  decline  in  foreign  purchases.  Colonel  Ayers  esti- 
mates that  in  two  years  the  United  States  spent  almost  22  billions  on 
the  war.20  This  sum  is  more  than  three  times  the  value  of  our  mer- 
chandise exports  in  the  banner  year  1917.  On  lie  other  hand,  the 
government  tried  to  check  civilian  demand  by  preaching  economy  in 
consumption,  eliminating  wasteful  trade  practices,  restricting  non- 
essential industries,  cutting  down  imports,  etc.  But  it  took  many 
months  to  get  this  sensible  program  into  working  shape  and  it  had  not 
attained  full  efficiency  when  the  armistice  was  signed.  In  the  mean- 
time high  money  wages  and  full  employment  as  well  as  prodigious 
profits  and  all  the  wastes  incident  to  hurry  were  powerful  counter- 
acting factors. 

Third,  in  the  face  of  the  net  increase  of  demand  for  commodities 
it  proved  impossible  to  increase  materially  the  physical  output  of 
American  industry  above  the  high  level  of  1916.  The  index  numbers 
of  the  production  of  raw  minerals  were  130  in  1916,  132  in  1917,  and 
127  in  1918.  If  we  include  in  the  index  all  raw  materials — among 
them,  farm  crops  that  depend  upon  the  weather  quite  as  much  as 
upon  the  effort  expended — the  indexes  become  111  for  1916,  114  for 
1917,  and  116  for  1918.  Modern  industry  is  capable  of  increasing 
output  rapidly  between  a  year  of  depression  like  1914  and  one  of  foil 
activity  like  1916.  But  once  all  the  mills  are  busy  to  the  limit,  fur- 
ther output  must  wait  on  further  construction.  Although  the  war 
evoked  the  full  energy  of  the  nation,  it  took  nearly  5,000,000  of  the 

20  This  figure  does  not  include  loans  to  the  Allies.  Th$  War  with  German}, 
a  Statistical  Summary,  by  Leonard  P.  Ayers,  p.  11. 
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best  workers  into  the  army  and  navy.21  To  increase  production  even 
moderately  tinder  these  circumstances  required  a  great  effort. 

Fourth,  banking  resources  were  further  mobilized  to  finance  the  war 
program.  By  the  act  of  June  21,  1917,  the  required  reserves  were  re- 
duced somewhat  and  transferred  in  toto  to  the  Federal  Reserve  Banks. 
Various  provisions  of  the  law  were  changed  to  encourage  state  banks 
and  trust  companies  to  join  the  system.  Measures  were  adopted  to 
draw  as  much  of  the  gold  coin  as  possible  into  the  Federal  Reserve 
banks,  and  an  embargo  was  laid  upon  gold  exports.  Finally,  bank  re- 
sources were  freely  utilized  to  finance  purchases  of  liberty  bonds.  By 
these  means  the  cash  reserves  of  the  Federal  Reserve  system  were  in- 
creased more  than  a  billion  dollars  between  our  declaration  of  war  and 
the  armistice,  the  circulation  of  Federal  Reserve  notes  was  increased 
over  two  billions,  and  the  total  loans  and  investments  of  all  banks  in 
the  country  were  increased  nearly  six  billions  in  the  shorter  period 
from  June,  1917,  to  June,  1918.  The  price  of  credit  accommodation 
advanced  indeed  under  these  circumstances,  but  was  not  allowed  to 
reach  the  high  rates  which  we  have  often  seen  at  the  culmination  of  a 
business  boom.22  In  comparison  with  current  profits  bank  credit  re- 
mained a  cheap  article,  and  few  solvent  borrowers  outside  of  the  "non- 
essential" industries  had  their  credit  restricted. 

Of  course  these  conditions  made  possible  a  further  great  rise  in 
prices.  From  151  in  February,  1917,  when  diplomatic  relations  with 
Germany  were  severed,  the  War  Industries  Board  index  number  rose 
to  189  in  July, — an  advance  more  rapid  than  any  that  had  preceded. 
And  this  happened  before  the  military  program  had  been  developed, 
before  the  difficulty  of  increasing  production  was  appreciated,  before 
the  gold  in  circulation  had  been  gathered  in  by  the  Federal  Reserve 
banks,  before  the  Federal  Reserve  notes  had  reached  the  half  billion 
mark,  and  before  the  banks  had  made  their  enormous  advances  on  war 
paper.  These  later  developments  made  possible, — indeed,  they  made 
probable, — the  continuation  of  the  uprush  of  prices  through  1917  and 
1918. 

Such  a  continuation  actually  occurred  in  England  and  in  France, 

**  The  War  with  Germany,  a  Statistical  Summary,  by  Leonard  P.  Ayres, 
p.  13. 

aa  Compare  the  following  average  rates  of  discount  in  New  York,  given  by 
the  Review  of  Economic  Statistics,  January,  1919,  pp.  95-108. 

1906  1907  1916  1917  1918 

4-6  month  commercial  paper 6.95%  6.66%  3.84%  5.07%  6.09% 

60-90  day  u  "     5.68  636  a43  4.74  5.87 

Call  loans  at  the  Stock  Exchange    6.55  7.09  9.69  8.43  5.98 
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although  their  price  levels  in  the  summer  of  1917  were  relatively  much 
higher  than  ours.  And  in  the  United  States  also  an  index  number  of 
the  prices  of  793  commodities  which  the  government  did  not  "peg" 
moved  up  with  never  a  sag  from  160  in  July,  1917,  to  201  in  October, 
1918.  The  general  price  level  would  have  followed  a  similar  course 
had  the  government  not  intervened. 

Intervene  it  did  in  the  simplest  fashion.  While  the  policy  of  the 
Treasury  and  the  Federal  Reserve  Board  was  permitting  if  not  pro- 
moting "inflation,"28  the  various  War  Boards  and  the  Price  Fixing  Com- 
mittee were  telling  producers  what  prices  they  should  charge  the  gov- 
ernment, and  in  many  cases  what  prices  they  should  charge  the  public 
for  commodities.  These  decisions  often  involved  substantial  reduc- 
tions from  the  current  market  quotations,  yet  they  were  loyally  ac- 
cepted in  the  great  majority  of  cases.  The  effect  was  striking.  An 
index  number  including  573  commodities  brought  under  price  control 
at  various  dates  from  midsummer,  1917,  to  the  armistice  was  reduced 
from  209  in  July,  1917,  to  189  in  June,  1918.  Thereafter  moderate 
advances  were  permitted  in  controlled  prices  and  this  index  rose  again; 
but  it  did  not  regain  as  high  a  point  as  before  price-fixing  began.24 
The  net  effect  of  the  continued  increase  of  uncontrolled  prices  and  the 
reduction  of  controlled  prices  was  a  drop  in  the  American  price  level 
from  189  in  July  to  182  in  December,  1917,  followed  by  a  rise  to  201 
in  November,  1918. 

Of  course  the  volume  of  the  circulating  medium  accommodated  itself 
easily  to  the  requirements  of  business  at  this  price  level.  It  could 
easily  have  accommodated  itself  also  to  the  higher  levels  which  prices 
would  have  attained  had  there  been  no  price-fixing;  for  on  the  day  the 
armistice  was  signed  the  Federal  Reserve  banks  had  surplus  reserves 
of  half  a  billion,  a  surplus  equal  to  almost  a  third  of  the  required 
reserves.26    It  could  easily  have  accommodated  itself  also  to  the  lower 

28  Compare  E.  W.  Kemmerer,  "Inflation,"  Bankers  Statistics  Corporation 
Weekly  Service,  December  4,  1919. 

2*  See  History  of  Prices  during  the  War,  Summary,  p.  "48.  Fuller  details 
will  appear  in  the  forthcoming  Government  Control  over  Prices,  by  Paul  W. 
Garrett  (War  Industries  Board  Price  Bulletin  No.  8). 

25  This  surplus  is  computed  by  taking  35  per  cent  of  the  net  deposits  plus 
40  per  cent  of  the  Federal  Reserve  notes  in  actual  circulation  to  represent  the 
required  reserve,  and  deducting  this  sum  from  the  total  reserves  held.  The 
figures  for  November  8,  1918,  are,  required  reserve  $1,588  millions,  surplus 
reserve  $518  millions.  Compare  O.  M.  W.  Sprague,  "The  Significance  of  the 
Weekly  Statements  of  the  New  York  Clearing  House  Banks  and  of  the  Fed- 
eral Reserve  Banks."  (Bankers  Statistics  Corporation,  Weekly  service,  No- 
vember 25,  1919.) 
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range  of  prices  which  the  price-fixing  authorities  might  have  set  had 
they  realized  their  power  earlier,  brought  more  commodities  under  con- 
trol, and  insisted  upon  more  drastic  reductions.  But  their  accomplish- 
ment is  notable  as  demonstrating  that  within  wide  limits  the  price  level 
is  susceptible  of  direct  control  by  the  government  when  supported  by 
public  opinion. 

IV.  Prices  after  the  Armistice 

The  collapse  of  Germany  brought  a  new  series  of  changes  with 
dramatic  suddenness.  Just  when  we  were  getting  really  organized 
for  war  we  were  confronted  with  the  shattering  prospect  of  peace. 
That  meant  the  cancelation  of  war  orders,  the  discharge  of  thousands 
of  war  workers,  and  the  return  of  about  four  million  soldiers  and 
sailors  to  civil  life.  It  also  meant  the  rapid  decline  of  the  public 
morale  which  had  made  possible  a  national  policy  of  economic  organi- 
zation. We  had  no  one  to  present  vividly  to  the  nation  the  need  of 
such  a  policy  for  peace.  The  War  Boards  melted  away  and  we  re- 
lapsed into  "business  as  usual." 

Speculation  about  the  probable  course  of  prices  at  once  became  rife. 
On  that  topic  opinions  in  Washington  differed.  The  Division  of 
Public  Works  and  Construction  Development,  one  of  the  new  branches 
of  the  Department  of  Labor,  armed  with  a  trenchant  leaflet  by  Pro- 
fessor Irving  Fisher,  began  a  vigorous  propaganda  to  stimulate  build- 
ing. They  held  that  we  had  attained  a  permanently  higher  level  of 
prices,  and  therefore  that  "Business  men  are  going  to  find  out  that 
the  clever  man  is  not  the  man  who  waits,  but  the  one  who  finds  out 
the  new  price  facts  and  acts  accordingly."26  On  the  other  hand,  the 
Federal  Reserve  Board  sounded  a  warning  note  in  its  Bulletin,  "Those 
countries  which  first  succeed  in  readjusting  their  costs  of  production 
and  restoring  their  industry  to  a  normal  level  of  values  (the  Board 
said)  will  be  most  successful  in  developing  their  exports  and  securing 
a  foothold  in  the  markets  of  consuming  nations  the  world  over."27 
Then  President  Wilson  cabled  from  Paris  his  approval  of  plans  for 
readjusting  prices  and  authorized  the  Industrial  Board  of  the  Depart- 
ment of  Commerce  to  consider  the  problem  and  suggest  practical  meas- 
ures. But  the  greatest  purchasing  agency  of  the  government — the 
Railroad  Administration — thought  that  this  board  did  not  propose  a 
sufficient  reduction  in  steel  prices,  and  the  board  resigned.     That 

2«  Compare  Mr.  R.  W.  Babson's  report,  Economics  of  the  Construction  In- 
dustry, U.  S.  Department  of  Labor,  1919. 
27  Federal  Reserve  Bulletin,  February,  1919,  p.  104. 
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episode  ended  the  effort  at  direct  constructive  action  by  the  govern- 
ment and  left  the  business  public  to  solve  the  problem  as  it  might. 

The  business  public  was  as  much  divided  in  its  counsels  concerning 
the  proper  price  policy  as  the  official  world.  Some  industries  promptly 
marked  prices  down  after  the  armistice,  others  marked  them  np  on  the 
termination  of  government  control.  The  net  resultant  was  a  sharp 
fall  in  the  general  price  level  from  December  to  February  or  March, 
followed  by  a  slow  recovery  which  lasted  through  June.18  In  April 
many  Federal  Reserve  agents  reported  "that  the  business  community 
has  given  up  the  thought  that  it  may  profitably  await  a  further  con- 
siderable reduction  in  prices.  .  .  ."*• 

Why  was  the  fall  of  prices  checked  so  soon?  The  answer  is  rather 
complicated.  In  part  the  check  resulted  merely  from  a  levelling  up 
process.  During  the  war  the  prices  of  non-essential  commodities  had 
been  held  far  below  the  average  advance,  partly  by  direct  price-fixing, 
partly  by  the  curtailment  of  civilian  demand.  Such  was  notably  the 
case  with  lumber  and  many  other  building  materials.  When  price  con- 
trol ended  the  producers  of  such  goods,  spurred  by  their  rising  costs 
and  encouraged  by  the  building  propaganda  of  the  Division  of  Public 
Works  and  Construction  Development,  began  marking  up  their  prices." 

28  The  Bureau  of  Labor  Statistics,  Bradstreet's,  and  Dun's  index  numbers 
for  1919  follow.  In  comparing  them  one  should  remember  that  the  two  com- 
mercial series  are  published  as  of  the  first  of  the  month,  while  the  official 
series  is  more  properly  dated  at  the  middle  of  the  month.  There  can  be  no 
question  that  the  Bureau's  index  Is  the  most  reliable  of  the  three  series  as  a 
measure  of  changes  in  the  general  level  of  prices.  See  the  comparison  made 
in  the  forthcoming  second  edition  of  Bulletin  of  the  Bureau  of  Labor  Sta- 
tistics, Whole  Number  17S. 

Bradstreets  Dun         Bureau  of  Labor 

Month  Statistics 

January  18.53  380.15  303 

February  17.63  320.05  19T 

March    17.33  317.04  301 

April    17.38  319.97  303 

May   17.34  333.19  307 

June    18.09  337.97  307 

July    18.90  333.71  319 

August  30.00  341.65  336 

September   19.47  338.84  331 

October    19.53  333 

November   19.90  330 

*»  Federal  Reserve  Bulletin,  May,  1919,  p.  409. 

so  Compare  the  index  number  of  prices  of  "products  used  for  building"  in 
the  History  of  Prices  During  the  War,  Summary,  p.  53,  the  index  number 
of  forest  products  prices  in  the  Federal  Reserve  Bulletin,  September,  p.  80% 
the  Bureau  of  Labor  Statistics  index  of  lumber  and  building  materials  in  tile 
Monthly  Labor  Review,  and  the  data  in  Mr.  Babson's  report  on  Boowmid 
'of  the  Construction  Industry, 
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Second,  the  physical  volume  of  exports  increased  again,  and  particu- 
larly exports  of  foodstuffs.81     In  part,  domestic  consumers  were  bid- 
ding against  the  intense  demands  of  underfed  Europeans.     A  third 
factor  was  the  termination  of  the  economies  in  personal  consumption, 
partly  voluntary  and  partly  forced,  that  had  been  practiced  during  the 
war.    There  was  real  need  for  buying  more  than  the  customary  quanti- 
ties of  clothing,  household  furnishings,  and  the  like.     There  was  also 
pressing  need  for  more  home  building.    To  meet  these  demands  there 
was  not  an  adequate  supply  of  goods.     The  crops  of  1918  had  been 
but  moderately  good,  the  lumber  cut  had  been  below  the  prewar  level, 
mineral  production  had  fallen  behind  the  records  of  1916  and  1917,82 
stocks  of  finished  merchandise  had  been  purposely  kept  as  moderate  as 
was  judged  safe  during  the  war,  and  current  production  was  hampered 
by  the  process  of  readjustment  to  peace  conditions. 

Not  less  important  than  these  material  facts  of  demand  and  supply 
was  the  mental  attitude  of  different  sections  of  the  public.  Very 
many  consumers  had  more  money  to  spend  than  they  had  been  ac- 
customed to,  many  of  them  had  been  subjected  to  months  of  voluntary 
restraint  or  actual  privation ;  they  wanted  the  "grand  and  glorious  feel- 
ing" of  free  spending.  Most  soldiers  on  being  mustered  out  received  a 
substantial  lump  sum  and  thought  themselves  entitled  to  get  all  the  fun 
they  could  out  of  it.  The  newly  rich  are  always  the  most  conspicuous 
wasters,  and  the  war  had  produced  a  large  number  of  such  gentry. 

On  the  other  side  wage  earners  objected  strenuously  to  a  reduction 
of  wages,  and  manufacturers  objected  just  as  strenuously  to  a  reduc- 
tion of  selling  prices  until  wages  had  been  cut.  From  what  is  defi- 
nitely known  of  the  wage-earner's  position  his  case  for  maintaining 
rates  seems  strong.  The  Bureau  of  Labor  Statistics  has  published  re- 
sults of  its  investigation  into  hourly  rates  of  pay  in  eight  great  indus- 
tries. The  figures  show  four  industries  in  which  the  laggard  increase 
in  earnings  per  hour  by  the  spring  of  1919  was  less  than  the  75  per 
cent  increase  in  the  cost  of  living,  and  four  industries  in  which  earn- 
ings had  increased  more  than  living  expenses.  Supplementary  sta- 
tistics indicate  that  the  increase  in  the  average  weekly  earnings  in 
New  York  factories  over  June,  1914,  was  just  75  per  cent,  and  that 
the  wages  of  farm  laborers  throughout  the  country  had  also  risen 

si  Compare  Berridge's  figures  for  the  fiscal  year  1919,  given  above. 

"See  the  index  numbers  of  the  production  of  various  classes  of  raw  ma- 
terials from  History  of  Prices  during  ths  War,  Summary,  given  in  a  preceding 
footnote; 
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almost  exactly  as  much  as  the  cost  of  living.18  But  hourly,  daily,  and 
weekly  rates  do  not  tell  the  whole  story.  In  the  spring  of  1919  aver- 
age working  class  incomes  doubtless  fell  off  because  of  the  cessation 
of  overtime  and  the  irregularity  of  employment.  To  submit  to  a  cut  in 
wages  would  have  meant  the  aggravation  of  that  loss.  Further,  the 
statisticians  of  the  great  trade  unions  could  show  that  real  wages  ap- 
pear to  have  declined  in  the  prewar  period  of  rising  prices,  and  that 
the  workingman's  best  hope  of  regaining  his  old  position  lay  in  pre- 
venting wages  from  falling  when  the  cost  of  living  declined.  They 
could  also  point  to  the  enormous  increase  of  profits  in  1916  and  1917, 
as  summed  up  with  startling  clearness  in  the  reports  of  the  Commis- 
sioner of  Internal  Revenue,  and  claim  that  during  the  war  the  em- 
ploying interest  had  benefited  at  the  expense  of  the  manual  workers. 
Finally,  the  trade  unions  on  the  whole  were  in  a  strong  position  and  a 
militant  temper,  conscious  of  a  fine  war  record,  able  to  offer  effective 
resistance  to  whatever  pressure  might  be  brought  to  decrease  wages, 
inclined  rather  to  press  for  further  increases. 

Willingly  or  reluctantly  employers  came  very  generally  to  appre- 
ciate this  position,  and  to  recognize  that  widespread  reductions  in 
wages  could  be  forced  only  by  a  bitter  struggle.  The  loose  talk  about 
"liquidating  labor"  which  had  flowed  freely  in  certain  circles  imme- 
diately after  the  armistice  became  less  common,  and  men  accepted  the 
alternative  of  doing  business  at  the  old  wage  rates  but  keeping  up 
prices.  Labor  was  not  only  high  priced  but  also  inefficient,  and  over- 
head costs  were  heavy  per  unit  because  of  the  restricted  scale  of  cur- 
rent output.  Under  the  circumstances  cutting  prices  would  have 
meant  cutting  profits.  In  the  wisdom  of  this  policy  of  price  main- 
tenance the  banks  seem  to  have  concurred.  They  had  abundant  lend- 
ing power  in  reserve  and  were  eager  to  see  it  employed.  Indeed,  at 
the  end  of  June  the*  Federal  Reserve  banks  were  in  a  stronger  posi- 
tion than  when  the  armistice  was  signed,  holding  over  600  millions  of 
"free  gold."84  The  business  man  who  wanted  to  buy  materials  could 
get  funds  for  that  purpose  and  for  his  pay  roll.  By  mutual  consent 
"watchful  waiting"  for  prices  to  fall  gave  place  to  a  resumption  of 
activity  on  the  existing  price  level. 

All  this  was  not  merely  an  American  development.  In  Canada  and 
England  we  know  from  index  numbers,  in  other  countries  we  have 
grounds  for  believing,  that  prices  pursued  much  the  same  course  as 

88  See  Monthly  Labor  Review,  July,  1919,  pp.  147,  148,  and  November,  1919, 
pp.  191-4. 
84  See  Federal  Reserve  Bulletin,  August,  1919,  p.  774. 
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in  this  country.  That  is,  the  general  level  declined  from  December 
until  some  time  in  the  spring,  paused,  and  then  turned  upward  again. 
Probably  much  the  same  factors,  material  and  psychological,  were  at 
work  everywhere.  But  the  check  and  the  upward  turn  seem  to  have 
come  a  month  or  two  earlier  here  than  abroad. 

Doubtless  the  policy  of  trying  to  resume  active  production  without 
waiting  for  a  fall  of  wages  or  prices  was  wholesome.  But  the  activity 
soon  became  far  more  marked  in  trading  than  in  manufacturing. 
"Booms"  developed  both  in  farming  lands  and  in  city  lots ;  heavy  deal- 
ings and  rapidly  mounting  prices  were  reported  from  the  produce  ex- 
changes and  the  Stock  Exchange.  In  July  the  Bureau  of  Labor  Sta- 
tistics index  number  jumped  suddenly  from  207  to  219,  the  greatest 
increase  being  in  prices  of  consumers'  goods.85  The  Federal  Reserve 
Board  felt  it  necessary  to  issue  one  of  its  periodical  warnings  "that 
the  funds  of  the  Federal  Reserve  system  are  in  no  sense  intended  for 
the  support  of  speculation  and  that  member  banks  should  bear  this  in 
mind  when  arranging  for  the  extension  of  accommodation  to  borrow- 
ers."86 But  the  Board  contented  itself  with  this  general  warning  and 
took  no  decisive  measures  to  check  speculation.  It  is  not  surprising 
therefore  that  in  November  they  had  to  report  that  the  decrease  in 
the  holdings  of  war  paper  by  member  banks  since  June  30  had  been 
much  more  than  offset  by  an  expansion  of  other  loans.87  The  reserve 
percentage  of  the  Federal  Reserve  banks  themselves  had  dropped  to 
the  lowest  figure  on  record, — 47.9  per  cent.88  When  matters  had 
reached  this  stage  the  Reserve  Board  acted.  On  November  S  the 
Federal  Reserve  Bank  in  New  York  raised  its  discount  rate  and  all  the 
other  reserve  banks  presently  followed  suit.  The  Board  also  began 
actively  to  discountenance  the  use  of  Federal  Reserve  funds  in  the 
promotion  of  any  kind  of  speculation.  These  measures  caused  a  great 
tumble  of  stock  prices  and  doubtless  tended  to  moderate  speculation 
in  other  quarters.  Nevertheless  the  surplus  reserves  of  the  Federal 
Reserve  banks  suffered  a  further  fall  in  December. 

V.  Prices  in  the  Early  Nineteen-Twenties 

So  much  for  the  recent  past.  What  of  the  near  future  ?  To  make  a 
reasonable  forecast  we  must  conjecture  how  the  factors  which  have 
exercised  influence  upon  the  price  level  in  1919  seem  likely  to  develop 
in  1920  and  the  years  to  follow. 

**  Federal  Reserve  Bulletin,  September,  1919,  p.  893. 

*«  The  same,  July,  1919,  p.  618. 

87  The  same,  November,  1919,  p.  1010. 

ss  October  31.    The  same,  p.  1009. 
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First  regarding  exports.     Professor  Charles  J.  Bollock,  John  H. 
Williams,  and  Rufus  S.  Tucker  have  made  a  thorough  statistical  study 
of  the  various  visible  and  invisible  items  in  our  foreign  trade,  and 
concluded  "that  after  a  brief  period,  while  Europe  is  still  in  extreme 
need  of  our  products  and  our  loans,  our  excess  of  exports  will  disap- 
pear.   Exports  are  certain  to  diminish  and  the  quantity  of  goods  im- 
ported is  sure  to  increase  markedly."89     This  opinion  that  exports 
will  be  less  in  say  the  next  five  years  than  in  the  last  five  seems  to  be 
widely  shared.40    And  since  the  Harvard  study  was  prepared,  the  like- 
lihood of  large  exports  next  year  has  been  lessened  by  the  heavy  fall  of 
foreign  exchange — which  greatly  increases  the  price  which  a  foreigner 
must  pay  in  his  own  money  for  American  goods, — and  by  the  reluc- 
tance of  American  bankers  and  investors  to  provide  large  credits  for 
foreign  buyers.     So  serious  has  the  situation  become  that  Secretary 
Glass  has  candidly  reversed  his  policy  of  leaving  foreign  trade  to 
private  initiative  and  appealed  to  Congress  for  authority  to  finance 
the  most  needed  exports  with  public  funds.41    Of  course,  this  expected 
decline  in  the  physical  volume  of  exports  will  work  in  the  direction  of 
reducing  American  prices.    How  large  the  changes  will  be  in  any  one 
year  no  one  can  guess,  because  exports  and  imports  are  ao  much  af- 
fected by  the  size  of  harvests. 

Next  consider  the  prospects  of  domestic  demand  and  domestic  pro- 
duction, for  the  moment  without  reference  to  the  influence  which  the 
future  changes  in  the  price  level  will  have  upon  them.  No  one  has 
yet  made  an  adequate  analysis  of  the  quantity  of  goods  we  produce 
year  by  year,  but  enough  evidence  is  available  to  show  that  the  out- 
put of  1919  will  average  rather  low.  The  production  of  pig  iron  and 
copper,  and  the  unfilled  orders  of  the  Steel  Corporation  are  not  only 
far  less  than  during  the  war,  but  also  less  than  in  1918.  Every 
month  the  Bureau  of  Labor  Statistics  reports  the  number  of  men  on 
the  pay  rolls  of  identical  establishments,  about  600  in  number,  this 

*»  Review  of  Economic  Statistics,  July,  1919,  p.  354. 

«o  Professor  F.  W.  Taussig  indeed  expects  "some  continuing  excess  of  mer- 
chandise exports  over  merchandise  imports  (in  the  decade  1990-80).  But  It 
would  seem  impossible  [he  adds]  that  the  annual  excess  should  be  on  the 
average  at  all  so  great  as  that  of  the  decades  preceding  the  war.  In  the  end 
— supposing  no  new  factors  to  enter  before  this  final  stage  is  reached — the 
accumulation  of  interest  payments  will  bring  about  an  excess  of  imports.9 
Quarterly  Journal  of  Economics,  November,  1919,  pp.  13,  14.  Dr.  H.  Parker 
Willis  also  expects  "a  reduction  in  the  movement  of  our  goods  abroad.*9 
Bankers  Statistics  Corporation,  Weekly  Service,  November  18,  1919. 

*i  See  his  letter  of  December  19,  to  the  Chairman  of  the  Ways  and 
Committee  of  the  House  of  Representatives. 
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year  and  last  year.    Every  month  80  far  the  numbers  have  been  less 
in  1919  than  in  1918.42    So  too  the  number  of  employees  in  New  York 
factories  have  run  steadily  behind  last  year's  records.    Professor  Kern- 
merer  has  shown  that  the  physical  volume  indices  of  the  Federal  Re- 
serve Bulletin  point  to  a  similar  conclusion.48    Of  course  the  business 
barometers  that  involve  a  price  factor  show  new  records.    But  when 
one  makes  allowance  for  inflated  prices,  comparisons  generally  turn 
against  1919.    For  example,  building  permits  in  twenty  leading  cities 
from  January  to  October  reached  almost  $600,000,000.     But  that 
figure  does  not  represent  nearly  as  much  actual  construction  as  the 
469  millions  in  the  same  months  of  1912.    Even  the  enormous  "out- 
side" clearings  when  divided  by  the  Bureau  of  Labor  Statistics  index 
shrink  almost  exactly  to  the  figure  they  would  present  if  the  prewar 
rate  of  growth  (minus  the  price  factor)  had  been  continued.    In  other 
words,  such  prosperity  as  we  have  had  in  1919  has  been  business  pros- 
perity, not  industrial  prosperity.     It  represents  high  profits  brought 
by  active  trading  at  rising  prices,  not  by  active  production  of  useful 
goods.    From  the  viewpoint  of  national  welfare  it  is  an  illusion  pro- 
duced by  multiplying  the  values  of  most  commodities  by  two  and  a 
fraction.     To  see  the  fundamental  facts  in  a  true  perspective  we 
must  first  reduce  current  values  to  the  prewar  level  of  prices;  second, 
allow  for  the  restriction  upon  new  construction  and  civilian  supply  dur- 
ing the  war;  and  third,  count  in  the  large  growth  factor  which  has 
been  and  presumably  will  continue  to  be  such  a  characteristic  feature 
in  American  life.44    On  this  basis  it  is  safe  to  say  that  an  enormous 
increase  in  physical  production  is  called  for,  and  will  actually  occur 
in  the  next  few  years.    It  may  start  in  1920  or  it  may  be  deferred  by 
unfavorable  developments,  the  possibility  of  which  will  be  considered 
in  a  moment. 

As  already  implied,  domestic  demand  for  commodities  promises  to  in- 
crease. In  view  of  the  depleted  stocks  at  the  beginning  of  the  year 
and  the  restricted  production  in  1919  it  is  doubtful  whether  American 
families  have  yet  brought  their  supplies  of  clothing,  household  furnish- 

"The  number  of  employees  reported  in  these  comparisons  has  never  been 
less  than  572,000, — a  fair-sized  sample.  See  the  current  issues  of  the  Monthly 
Labor  Review. 

«» Bankers'  Statistics  Corporation,  Weekly  Service,  Dec  4,  1919. 

«*  Professor  Warren  M.  Persons  has  made  definite  measurements  of  this 
growth  factor  in  several  lines  of  development  See  the  equations  of  secular 
trend  in  the  Review  of  Economic  Statistics,  January  and  April,  1919.  These 
figures  are  exceptionally  interesting. 
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ings,  and  the  like  up  to  their  customary  standards.     Certainly  a  rise 
in  these  standards  seems  likely  among  farmers,  who  are  finding  their 
harvests  very  profitable  despite  rather  low  yields  per  acre.     And  if 
workingmen  succeed  in  maintaining  their  wages  and  get  fuller  employ- 
ment, their  purchasing  power  is  likely  to  rise  more  than  the  cost  of 
living  as  soon  as  European  agriculture  recuperates,  if  not  sooner.     A 
fall  of  money  wages  seems  unlikely  both  because  of  the  great  amount 
of  work  to  be  done  and  because  of  the  decline  in  immigration.     In 
1918   the   excess   of   immigrant  arrivals   over   departures   surpassed 
1,100,000.    From  1915  to  1918  this  excess  shrank  to  127,000  per  an- 
num.   In  the  months  of  1919  so  far  reported  the  departures  have  actu- 
ally exceeded  the  arrivals,  and  the  excess  of  departures  is  expected  to 
reach  larger  proportions  in  the  immediate  future.     We  are  probably 
short  by  over  two  million  the  number  of  immigrant  workers  whom  we 
might  have  expected  to  have  amongst  us  had  the  war  not  occurred. 
This  shortage  means  at  least  one  person  out  of  every  twenty  at  work, — 
quite  enough  to  have  an  appreciable  effect  upon  the  contest  over 
wages.     Of  course  people  on  fixed  incomes  are  in  a  bad  plight  and 
their  demand,  though  gaining  somewhat,  will  continue  restricted.    But 
this  item,  though  large  absolutely,  is  small  relatively.    Salaries  do  not 
bulk  large  in  total  pay  rolls,  and  one  of  the  most  significant  facts 
brought  out  by  income-tax  reports  is  that  income  from  bonds  is  less 
than  one  fifth  of  business  profits  plus  dividends.45 

If  consumers'  demand  promises  to  expand,  demand  for  new  con- 
struction should  become  very  large.  Early  this  year  the  Division  of 
Public  Works  and  Construction  Development  secured  from  a  ques- 
tionnaire reports  on  nearly  6500  projects  representing  nearly  a  bil- 
lion and  three  quarters  dollars  which  had  been  planned  but  not  con- 
structed.46 Of  course  the  list  was  not  complete  at  the  time,  and  the 
arrears  have  grown  greater  during  the  year  because  building  has  been 
less  than  normal. 

Nor  should  there  be  any  lack  of  investment  funds  to  finance  a  great 
increase  in  industrial  equipment.  In  two  years  we  spent  twenty-two 
billions  on  the  war  and  loaned  to  the  Allies  nine  billions  more.47  That 
is,  we  paid  ourselves  for  all  the  exports  we  sent  to  Europe  after  we 

*»  Compare  Statistics  of  Income,  1917,  Internal  Revenue  Bureau,  p.  IS. 

««  Economics  of  the  Construction  Industry,  p.  341. 

**  Compare  Professor  Seligman's  careful  summary  of  expenditures  properly 
attributable  to  the  war,  American  Economic  Review,  December,  1919,  espe- 
cially p.  757. 
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began  the  war  and  met  our  own  bills  as  well.48    Treasury  borrowings 
may  well  continue,  but  they  will  be  on  a  vastly  reduced  scale.     This 
reduction  together  with  a  decline  in  the  value  of  export  credits  will 
make  several  billions  a  year  available  for  permanent  investment  at 
home.     That  remains  true  even  though  we  look  for  some  decline  in 
current  savings.    The  great  rise  in  prices  in  1916  and  1917  artificially 
swelled  profits  at  the  expense  of  incomes  from  personal  services,  bonds, 
and  real  estate,    Such  a  change  in  the  distribution  of  income  enhances 
savings  in  this  country,  where  savings  are  made  largely  by  business 
enterprises  themselves  and  by  the  recipients  of  large  personal  incomes. 
The  lagging  adjustments  of  wages  have  already  narrowed  the  wide 
margins  which  created  war  profits  and  may  well  narrow  them  still 
further,  with  the  effect  of  increasing  consumers'  demand  and  reducing 
the  sum  for  investment.    Professor  David  Friday,  whose  former  esti- 
mates in  this  field  have  proved  very  successful,  thinks  that  corporation 
profits  in  1919  will  run  about  seven  and  a  half  billions,  as  against 
nine  and  a  half  billions  in  1918  and  ten  and  a  half  billions  in  1917. 
At  bottom  there  is  no  question  about  our  capacity  to  restore  and  ex-  . 
tend  the  equipment  of  our  railways,  factories,  and  mines ;  for  we  have 
the  requisite  brains,  hands,  machines,  and  materials.     All  that  is 
needed  is  courage  and  initiative  in  setting  these  waiting  resources  at 
work.     Financial  difficulties  may  retard  somewhat,  but  they  will  not 
be  permitted  to  prevent  a  consummation  so  devoutly  to  be  wished. 

Fundamental  conditions,  then,  favor  a  marked  increase  of  industrial 
activity  and  a  continuation  of  the  sellers'  market  we  have  had  since 
last  spring.  We  are  producing  at  present  far  below  capacity,  and 
there  is  a  vast  demand  for  consumers'  goods  and  new  construction 
needing  to  be  filled.  What  may  postpone  the  revival  of  physical  pro- 
ductivity to  which  these  conditions  point? 

Industrial  warfare  on  a  grand  scale  would  do  it,  whether  provoked 
by  a  determined  effort  to  "liquidate  labor"  or  by  ill-advised  strikes, 
or  by  a  low  state  of  morale  among  both  employers  and  workmen.  We 
are  certainly  still  in  a  quarrelsome  temper  and  perhaps  we  shall  not 
return  to  sanity  until  we  have  broken  more  of  each  other's  heads.  But 
it  does  not  seem  to  me  likely  that  this  war  fever  after  the  war  can  run 
very  much  longer. 

A  severe  panic  followed  by  depression  might  postpone  the  Indus* 
trial  revival  a  year  or  more — not  very  long  since  instead  of  having  the 

« Compare  F.  W.  Taussig,  "The  Present  and  Future  of  the  International 
Trade  of  the  United  States,"  Quarterly  Journal  of  Economies,  November, 
1919,  p.  6. 
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superfluous  stocks  of  consumers'  goods  and  superfluous  machinery  left 
over  by  most  crises  we  are  short  of  goods.  But  what  chance  is  there  of 
a  panic?  Perhaps  the  most  ominous  sign  is  the  low  rate  of  business 
mortality  in  the  last  few  years.  High  prices  swell  liabilities,  yet  ever 
since  1916  the  total  liabilities  of  failed  firms  have  run  well  below  the 
low  record  of  prosperous  1912.  In  1919  the  liabilities  have  been 
especially  small.  This  must  mean  that  we  have  amongst  us  a  large 
number  of  weak  and  wasteful  enterprises  with  high  costs,  enterprises 
that  have  been  kept  going  only  by  rising  prices.  As  soon  as  this  rise 
is  checked  we  may  expect  an  epidemic  of  overdue  bankruptcies.  An- 
other danger  is  that  the  narrowing  of  the  exceedingly  wide  war-profit 
margins  among  solvent  enterprises  may  combine  with  rising  interest 
rates  to  cause  a  drastic  revision  of  credit  ratings  and  start  the  process 
of  liquidating  loans.  The  speculative  revival  of  last  summer  staved 
off  these  dangers  for  the  moment,  but  made  them  more  serious  in  the 
end.  A  resumption  of  that  movement  might  precipitate  a  panic  after 
a  few  months.  But  as  matters  stand  I  think  that  both  of  these  dangers 
may  be  met  successfully,  if  we  have  prudent  management. 

One  factor  of  safety  is  the  outflow  of  gold.  In  the  first  six  months 
after  the  embargo  was  lifted  the  excess  of  gold  exports  over  imports 
reached  $275,000,000.  The  metal  went  mainly  to  Japan,  Argentina, 
China,  and  other  countries  whose  powers  of  absorption  are  not  very 
great.  I  count  this  moderate  outflow  a  factor  of  safety  because  it  helps 
directly  or  indirectly  to  hasten  the  day  when  our  bankers  must  adopt 
a  more  conservative  policy.  The  Federal  Reserve  banks  still  have  a 
considerable  amount  of  gold  in  excess  of  their  reserve  requirements 
and  their  policy  in  1919  holds  out  little  hope  that  they  will  exert  a 
steadying  influence  on  business  until  they  are  forced  to  do  so. 

Much  depends  upon  the  wisdom  and  courage  with  which  the  Fed* 
eral  Reserve  Board  meets  the  problems  that  1920  presents.  That 
Board  does  not  have  great  confidence  in  its  power  to  control  credit 
inflation  by  changing  its  discount  rates.  In  the  October  Bulletin  is 
expressed  doubt  "whether  for  a  long  time  to  come  and  taking  the 
country  as  a  whole,  there  will  be  any  such  connection  of  Federal  Re- 
serve Bank  rates  with  the  volume  of  credit  in  use  as  was  to  be  noted, 
for  example,  in  prewar  days  in  England.  .  .  .  American  business  is, 
for  the  most  part,  done  on  liberal  margins.  .  .  •  Such  a  condition  does 
not  make  for  sensitiveness  to  the  influence  of  changing  rates  such  as 
was  the  case  in  England,  where  much  business  is  done  on  a  narrow 
margin  of  profit.  .  .  ,"49    All  this  is  true,  but  when  the  Board  did 

*»  Federal  Reserve  Bulletin,  October,  1919,  p.  911. 
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raise  its  rates  in  New  York  on  November  S  and  insisted  on  closer 
scrutiny  of  loan  applications,  the  contraction  of  credit  was  prompt 
and  the  consequences  spectacular.  We  may  hope  that  the  Board  will 
be  encouraged  by  this  episode  to  act  more  boldly  in  the  future  and  in 
better  season.  Nor  is  this  hope  forbidden  by  the  Board's  assertion 
that  "little  desirable  restraining  influence  could  have  been  exercised" 
over  the  speculative  campaign  of  the  summer  by  an  advance  of  rates. 
For  the  Board  publishes  opposite  opinions  about  the  same  subject  in 
the  same  bulletin  often  enough  to  suggest  that  it  may  change  its  ma- 
jority views  from  one  month  to  the  next. 

My  guess  is  that  the  Federal  Reserve  Board  will  try  hard  to  repress 
a  recrudescence  of  speculation  in  1920  and  that  they  will  succeed. 
They  will  support  business  ventures  that  promise  an  increase  of  pro- 
duction, and  conserve  their  surplus  reserve  to  meet  the  strains  threat- 
ened by  an  increase  of  bankruptcies,  by  a  mild  downward  revision  of 
credit  ratings,  and  by  limited  exports  of  gold.  On  that  assumption  the 
changes  in  the  general  level  of  prices  will  not  be  violent  in  either  di- 
rection, barring  an  extraordinary  change  in  world  crops.  Business  will 
not  be  buoyant,  for  there  are  still  many  readjustments  to  be  made  that 
will  involve  months  of  difficult  negotiations  filled  with  anxiety.  Public 
utilities  will  be  struggling  for  rate  advances;  salary  increases  will  be 
reluctantly  granted  under  pressure  by  business  enterprises  and  public 
authorities;  contests  over  collective  bargaining,  wages,  hours,  working 
conditions  and  efficiency  will  be  numerous;  bankruptcies  will  mount  to 
disquieting  levels;  bankers  will  be  nervous  and  try  to  appear  confi- 
dent; large  security  issues  will  be  offered;  investors  will  be  captious 
and  demand  high  rates ;  agitation  for  economic  reforms  will  be  rife,  and 
politics  embittered.  But  amidst  all  these  difficulties,  business  will  be 
supported  by  a  ground  swell  of  gradually  increasing  output  both  of 
consumers'  goods  and  industrial  equipment  and  1920  will  close  with  a 
more  confident  outlook  than  that  with  which  it  begins. 

It  is  quite  possible,  however,  that  our  banking  authorities  will  not 
insist  firmly  upon  high  discount  rates  and  close  scrutiny  of  the  pur- 
poses for  which  bank  loans  are  used,  and  it  is  possible  that  even  vigor- 
ous efforts  to  check  speculation  will  prove  futile.  There  is  complaint 
even  in  England  that  advances  in  bank  rates  do  not  have  their  prewar 
effectiveness  upon  business  expansion.  In  either  case  the  rise  of  prices 
will  go  on  until  the  surplus  reserves  of  the  Federal  Reserve  Banks 
are  exhausted.  We  are,  indeed,  not  far  from  that  point  at  present. 
Then  will  come  a  sudden  check  upon  credit  and  a  period  of  severe 
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financial  strain,  if  not  of  panic.  Industrial  depression  will  follow 
and  the  revival  will  be  postponed  until  1921  or  perhaps  1922. 

When  we  take  a  longer  look  into  the  future  of  prices  the  problem  of 
gold  looms  large.  Present  indications  are  that  the  world  output  of 
gold  will  not  return  to  the  high  level  of  1912  in  the  near  future.  On 
the  other  hand,  the  great  commercial  nations  of  Europe  may  seek  to 
restore  their  gold  standards.  How  soon  such  policies  will  develop  and 
how  great  a  draft  they  may  make  on  our  own  stock  of  gold  is  most 
uncertain.  We  may  be  sure  that  many  ingenious  minds  will  try  to  in- 
vent some  satisfactory  substitute  for  the  gold  standard.  There  will  be 
strong  opposition  to  a  return  to  the  old  gold  content  of  the  pound 
sterling,  franc,  and  mark,  because  of  the  fall  of  prices  and  increased 
pressure  of  public  debts  which  such  changes  would  threaten.  Bimetal- 
lism will  find  many  champions.  Finally,  we  may  be  sure  that  the 
changed  habits  with  reference  to  the  use  of  paper  money  and  checks 
which  the  war  has  enforced  will  persist  in  considerable  measure,  and 
that  the  amount  of  gold  required  to  resume  specie  payments  under  these 
conditions  will  bear  a  smaller  ratio  than  formerly  to  the  total  cur- 
rency. 

What  the  outcome  of  these  conflicting  currents  will  be  we  cannot 
foresee.  But  it  seems  likely  that  at  least  two  or  three  years  will 
elapse  before  England,  France,  and  Germany  begin  extensive  prepa- 
rations for  resumption,  and  that  when,  and  if,  they  resume  they 
will  take  measures  to  prevent  paying  interest  or  principal  of  the  war 
debt  in  money  having  vastly  more  purchasing  power  than  the  money 
they  borrowed.  Perhaps  a  world  shortage  of  gold  will  be  prevented. 
Great  deposits  of  pay  ore  are  mapped  out  in  the  Eastern  Rand  which  is 
under  government  control.  It  is  conceivable  that  a  large  increase  in 
the  output  from  this  field  will  be  planned  to  produce  much  of  the  metal 
required  for  resumption.  There  may  be  a  concerted  effort  by  Euro- 
pean nations  to  avoid  a  relapse  to  a  lower  level  of  prices.  One  of 
the  lessons  of  the  war  is  that  efforts  to  control  the  general  fluctuations 
of  prices  when  made  by  strong  governments  supported  by  public  opin- 
ion have  a  better  prospect  of  success  than  we  used  to  believe.  If 
Europe  does  go  in  for  a  policy  of  price  maintenance  American  prices 
will  be  less  likely  to  fall.  Indeed  the  maintenance  of  something  like 
the  present  level  for  years  to  come  is  not  impossible.  But  the  more 
conventional  forecast,  and  the  one  more  in  accord  with  past  experi- 
ence, is  that  within  one  to  three  years  prices  will  begin  a  checkered 
decline  the  world  over  under  the  combined  influence  of  restored  agri- 
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culture,  active  industry,  keen  competition  in  international  trade,  and 
European  efforts  to  accumulate  gold. 

VI.  The  Need  of  Fundamental  Changes  in  Monetary  Systems 

One  cannot  conclude  a  survey  of  the  violent  changes  in  prices  during, 
the  war  and  of  the  grave  uncertainties  of  the  near  future  without  re- 
flecting upon  the  badness  of  the  best  existing  monetary  systems.  The 
United  States  has  maintained  the  gold  standard  without  serious  limi- 
tation and  has  reorganized  its  banking  system  on  approved  lines. 
Nevertheless  we  have  had  price  fluctuations  almost  as  violent  as  those 
of  the  greenback  period.  These  fluctuations  have  caused  unmerited 
suffering  to  millions  of  families  and  have  heaped  unearned  riches  upon 
thousands.  They  have  caused  wasteful  struggles,  encouraged  extrava- 
gance among  some,  and  created  the  class  of  "new  poor."  They  have 
promoted  speculation  and  reduced  the  efficiency  of  management  and 
labor.  We  are  poorer  in  goods,  more  quarrelsome  in  spirit,  less  ready 
to  work  because  of  these  fluctuations.  All  this  has  happened  and  is 
irretrievable.  But  within  a  few  years  fresh  changes  may  happen  just 
as  evil  in  their  consequences.  This  wretched  record  and  this  wretched 
prospect  are  a  grave  indictment  of  our  present  form  of  economic  or- 
ganization. Have  we  not  sufficient  constructive  imagination  and  prac- 
tical sagacity  to  develop  a  better  monetary  system? 


BANKING  POLICY  AND  THE  PRICE  SITUATION 

By  H.  G.  Moulton 
The  University  of  Chicago 

I.  Introduction 

Under  the  title  of  this  paper  might  be  appropriately  discussed 
either  the  extent  to  which  past  banking  policy  is  responsible  for  the 
present  price  situation,  or  the  formation  of  a  present  and  future  bank- 
ing policy  in  the  light  of  the  present  price  situation.  I  take  it  that 
it  was  the  intention  of  the  program  committee  that  the  discussion 
should  be  directed  mainly  to  the  second  of  these  questions.  The  word- 
ing of  the  subject, — Banking  Policy  and  the  Price  Situation, — indi- 
cates that  the  argument  should  consider  the  extent  to  which  the  price 
situation  may  be  modified  by  banking  policy.  The  main  issue  would 
seem  to  be  whether,  through  the  formation  of  a  proper  banking  policy, 
a  deflation  of  the  currency  may  be  secured  which  will  result  in  a  re- 
duction of  prices.  We  shall,  therefore,  start  with  the  assumption  that 
it  is  desirable,  if  possible,  to  bring  about  a  general  reduction  in  the 
price  level. 

By  way  of  preliminary,  it  is  necessary  to  emphasise  what  I  con- 
ceive to  be  the  indispensably  necessary  way  of  approach  to  the  prob- 
lem of  money  and  prices.  For  reasons  of  exposition,  general  treatises 
on  Political  Economy  have  usually  divided  the  subject  matter  into 
Production,  Exchange,  and  Distribution.  In  this  tripartite  treatment 
money  is  not  introduced  into  the  discussion  until  after  goods  have  been 
produced.  Once  produced,  however,  goods  (both  consumers'  and  pro- 
ducers' goods)  must  be  exchanged;  and  money  is  the  medium  for  ex- 
changing them.  There  has  developed  in  this  connection  the  well-known 
quantity  theory  which  compares  the  total  quantity  of  goods  to  be  ex- 
changed with  the  total  quantity  of  monetary  counters  available  for  the 
purpose.  If  the  quantity  of  money  increases  more  rapidly  than  the 
quantity  of  goods,  other  things  remaining  equal,  prices  will  rise, — and 
vice  vena.  There  has  been  more  or  less  speculation  as  to  whether 
other  things  always  remain  equal;  but  in  the  main  it  has  been  as- 
sumed that  increasing  or  decreasing  quantities  of  currency  are  the 
primary  factors  in  causing  price  changes. 

For  instance,  in  a  recent  article1  Professor  Kemmerer  points  out 

i£.  W.  Kemmerer,  "Inflation,"  in  Bankers  Statistics  Corporation,  Weekly 
Service,  New  York,  Dec  14, 1919. 
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tbat  during  the  war  period  the  total  quantity  of  currency  increased 
more  rapidly  than  the  total  quantity  of  goods;  and  he  concludes  that 
the  rise  of  prices  is  directly  attributable  to  the  fact  that  the  quantity 
of  currency  has  outrun  the  "needs  of  trade."  But  when  one  assumes 
the  needs  of  trade  to  be  a  constant  factor  (save  where  the  physical 
volume  of  trade  increases),  he  assumes  the  very  point  to  be  proved. 
If,  because  of  an  inordinate  demand  for  goods  occasioned  by  the  war, 
or  a  scarcity  of  goods  caused  by  the  destruction  of  capital  and  a  dis- 
ruption of  the  economic  organization,  the  expenses  of  production  of 
goods  should  be  increased,  it  should  be  obvious  that  the  needs  of  trade, 
as  expressed  in  monetary  terms,  have  changed:  it  requires  a  greater 
quantity  of  funds  with  which  to  conduct  the  same  volume  of  business. 

It  is  my  view  that  one  cannot  get  far  in  an  understanding  of  the 
price  making  process  unless  he  comes  at  the  problem  from  the  stand- 
point of  production  rather  than  by  way  of  exchange.  If  one  assumes 
that  money  has  to  do  only  with  the  exchanging  of  goods  that  have 
already  been  produced, — that  it  has  nothing  to  do  with  the  produc- 
tive process, — he  will  be  likely  to  conclude  that  a  curtailment  of  loans 
and  a  reduction  of  bank  currency  would  automatically  leave  a  smaller 
total  volume  of  currency  to  be  exchanged  for  the  same  volume  of 
goods,  with  the  result  that  the  price  quotient  must  be  smaller.  But  if 
one  grasps  the  significant  fact  that  business  borrows  funds  from  the 
banks  as  a  means  of  assembling  the  land,  labor,  and  capital  necessary 
to  each  stage  of  the  productive  process, — from  the  digging  of  the  raw 
materials  out  of  the  earth,  through  the  various  changes  in  form  that 
occur  in  the  manufacturing  process,  to  the  creation  of  time,  place,  and 
possession  utilities  in  the  marketing  process, — he  will  recognize  that 
a  mere  curtailment  in  the  volume  of  bank  currency  will  not  necessarily 
reduce  prices.  In  terms  of  the  quantity  theory  analysis  the  volume  of 
trade  might  be  reduced  in  rough  proportion  to  the  decrease  in  the  vol- 
ume of  credit  currency.  Let  it  be  understood  that  at  the  moment  I  am 
attempting,  not  to  prove  the  case,  but  only  to  suggest  a  point  of  view. 

A  further  illustration  of  what  I  mean  by  intimating  that  a  considera- 
tion of  the  price  question  from  the  point  of  view  of  exchanging  goods 
that  have  already  been  produced  is  almost  certain  to  lead  to  faulty  gen- 
eralisations is  found  in  the  current  doctrine, — enunciated  repeatedly 
by  both  financiers  and  economists, — that  in  order  to  reduce  the  level 
of  prices  we  must  decrease  consumption  and  increase  production.  In 
the  words  of  the  Federal  Reserve  Bulletin: 

There  must  be  an  increase  in  production  and  in  saving.  The  effect  of  in- 
creased production  will  be  to  place  a  larger  volume  of  goods  against  the 
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greatly  enlarged  volume  of  our  purchasing  media  and  thus  to  reduce  prices. 
The  effect  of  increased  saving  will  be  a  reduction  in  the  volume  of  purchasing 
media  in  use,  and,  by  consequence,  a  reduction  of  prices  also.* 

When  the  anonymous  writer  of  this  quotation  says  that  the  effect  of 
increased  saving  is  to  reduce  the  volume  of  purchasing  media  in  use, 
he  is  obviously  thinking  only  of  the  money  used  in  connection  with 
consumers'  goods.  Now  since  consumption  is  to  be  reduced,  the  in- 
creased production  is  doubtless  to  consist  of  capital  goods  rather  than 
consumptive  goods.  The  writer  apparently  assumes  that  capital  goods 
(and  consumptive  goods  as  well,  for  that  matter)  can  be  produced 
without  the  use  of  bank  loans  and  deposit  currency/  because  he  says 
there  is  to  be  an  increase  of  total  goods  and  a  decrease  in  total  cur- 
rency; and  thus  an  automatic  fall  in  the  price  level.  I  have  never 
yet  known  a  producer  of  raw  materials  which  are  to  be  used  in  the 
creation  of  cpaital  goods,  or  a  manufacturer  engaged  in  the  produc- 
tion of  capital  goods,  or  a  wholesaler  or  retailer  selling  goods  which 
are  to  be  devoted  to  construction  purposes,  who  did  not  require  work- 
ing capital  with  which  to  finance  his  operations.  And  unless  it  can 
be  shown  that  goods — either  consumptive  or  capital  goods — can  be 
produced  without  the  use  of  currency,  it  cannot  be  argued  that  in- 
creased production  will  "place  a  larger  volume  of  goods  against  the 
greatly  enlarged  volume  of  our  purchasing  media"  and  thus  automat- 
ically reduce  prices.* 

In  the  analysis  which  follows  an  attempt  will  be  made  to  consider 
the  relation  of  bank  loans  to  the  price  question  from  the  point  of  view 
of  the  productive  process.  It  is  believed  that  when  currency  is  viewed 
as  an  indispensable  handmaiden  of  production  one  will  arrive  at  very 
different  conclusions  from  those  reached  when  one  sees  the  problem  of 
money  and  prices  in  purely  mechanical  terms,  as  expressed  by  the 
equation  of  exchange. 

»  Federal  Reserve  Bulletin,  October,  1919,  p.  914. 

•  The  statement  also  contains  the  implicit  assumption  that  capital  goods 
are  not  exchanged  by  the  use  of  money.  This  is  in  line  with  most  of  the 
quantity  theory  analysis.  See,  for  instance,  Professor  Fisher's  scales  with 
money  on  one  side  of  the  balance  and  bread,  cloth  and  coal  on  the  other. 
Purchasing  Power  of  Money,  p.  23. 

*  I  should  not  like  to  be  understood  as  opposing  an  increase  of  produc- 
tion. From  every  point  of  view  it  is  of  paramount  importance  (See  footnote, 
p.  175).  I  am  here  only  indicating  the  futility  of  assuming  that  an  increase  of 
production  will  not  require  the  use  of  currency. 
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II.  Results  op  Loan  Contraction 

Let  us  consider,  first,  the  various  means  by  which  the  volume  of  bank 
currency  might  conceivably  be  contracted.  The  possibilities  are  as 
follows: 

1.  By. a  reduction  of  commercial  loans  to  producers  of  raw  materials, 
manufacturers,  wholesalers,  and  retailers. 

2.  By  a  reduction  of  collateral  loans  to  these  same  classes  of  busi- 
ness men. 

8.  By  a  reduction  of  collateral  loans  to  investment  banking  institu- 
tions. 

4.  By  a  reduction  of  collateral  loans  to  speculators. 

5.  By  a  reduction  of  collateral  loans  for  consumptive  purposes. 

6.  By  a  reduction  of  the  direct  investments  of  banks  in  securities. 
Suppose  we  trace  the  precise  results  that  might  be  expected  to  fol- 
low from  a  policy  of  loan  contraction  in  each  of  these  cases: 

1.  By  a  reduction  of  commercial  loans. 

It  is  necessary  for  producers  of  raw  materials  to  borrow  working 
capital  with  which  to  meet  operating  expenses.  A  reduction  in  com- 
mercial loans  to  these  producers  would  decrease  the  amount  of  work- 
ing capital  available  for  their  operations  and  thus  reduce  the  volume 
of  production  of  raw  materials.  Only  in  the  event  that  the  working 
capital  required  could  be  raised  by  the  selling  of  additional  securities 
would  they  be  in  a  position  to  continue  production  as  usual.  There  is, 
indeed,  another  theoretical  alternative, — that  of  reducing  wages.  If  in 
view  of  present  labor  psychology  and  present  labor  organization,  any- 
one thinks  this  a  practicable  means  of  decreasing  the  costs  of  business 
and  hence  the  volume  of  working  capital  required,  he  is  of  course  en- 
titled to  the  opinion. 

The  manufacturer,  also,  borrows  a  considerable  proportion  of  his 
working  capital  from  the  commercial  banks.  The  immediate  effect  of 
a  curtailment  of  his  loans  would  likewise  be  a  reduction  in  the  volume 
of  production ;  for  the  manufacturer  would  have  less  money  with  which 
to  meet  payroll  requirements  and  less  with  which  to  purchase  the  raw 
materials  required. 

A  reduction  of  loans  to  wholesalers  and  retailers  would  follow  as  an 
inevitable  consequence  of  a  reduction  of  loans  to  producers  of  raw  ma- 
terials and  manufacturers;  because  a  decreased  volume  of  production 
farther  back  in  the  productive  process  would  mean  a  smaller  volume 
of  goods  to  pass  through  the  hands  of  middlemen.  Hence  a  smaller 
volume  of  working  capital  would  suffice  to  conduct  the  marketing 
process. 


>*. 
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The  result  of  this  curtailment  of  loans  for  commercial  purposes 
would  in  every  case  very  obviously  be  to  decrease  the  volume  of  deposit 
currency.  It  would  also  doubtless  reduce  somewhat  the  volume  of 
Federal  Reserve  notes.    But  would  it  necessarily  reduce  prices? 

A  lessened  volume  of  production  on  the  part  of  producers  of  raw 
materials  and  manufactures  would  have  important  economic  results, 
aside  from  a  reduction  in  the  volume  of  bank  currency.  In  the  first 
place,  it  would  mean  an  increase  in  the  number  of  unemployed  laborers 
and  a  consequent  decrease  in  the  demand  for  the  produce  of  industry 
generally.  This  fall  in  effective  demand  would  very  likely  result  in  a 
decrease  in  the  price  of  goods  that  had  already  been  produced  and 
were  awaiting  sale  to  consumers.  But  this  does  not  necessarily  imply 
that  additional  goods  could  be  produced  at  the  lower  prices.  For,  sec- 
ond, a  reduction  in  the  volume  of  production  as  a  result  of  the  contrac- 
tion of  loans  would  not  directly  decrease  the  cost  of  production  of  these 
additional  goods.  On  the  contrary,  the  necessary  result  of  running 
plants  at  part-time  capacity  would  be  to  increase  the  cost  per  unit, 
because  of  the  persistence  of  fixed  charges.  If  prices  are  to  cover  ex- 
penses of  production  they  could  not,  under  such  circumstances,  well 
be  reduced, — except  of  course  in  so  far  as  present  prices  are  above 
cost  of  production. 

But  a  declining  demand,  accompanied  by  increasing  costs,  would  in 
time  precipitate  a  great  many  business  failures,  which  in  turn  would 
swell  the  volume  of  unemployed,  still  further  reduce  consumptive  de- 
mand, and  intensify  the  depression.  Such  a  depression  might,  and  I 
believe  would,  result  in  a  substantial  fall  in  prices.  In  fact  I  think 
that  only  by  the  road  of  depression  can  a  substantially  lower  price 
level  be  obtained.  The  result  of  a  widespread  depression  might  well 
be  the  development  of  a  price-cutting  policy  on  the  part  of  low-cost 
concerns,  instituted  in  the  hope  of  enlarging  their  volume  of  sales  at 
the  expense  of  competitors.5 

At  the  same  time  the  large  volume  of  unemployment  that  would  de- 
velop might  result  in  wage  cutting,  as  was  always  the  casa  in  the  old 
days  of  unorganized  labor.  Whether  in  the  face  of  a  vast  amount  of 
unemployment  labor  would  be  able,  through  improved  organisation, 
to  resist  a  reduction  in  wage  rates  is  a  question  about  which  I  do  not 
care  to  prophesy.  It  is  sufficient  for  our  present  purposes  to  point  out 
the  possibility  here  of  a  real  reduction  in  the  level  of  prices. 

And  let  it  be  observed  that  a  depression  would  of  itself  bring  about 

5  See  discussion  below  pp.  174-5. 
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a  redaction  in  the  volume  of  currency  in  circulation.  The  decreased 
production  that  characterises  a  depression  is  always  accompanied  by  a 
decrease  in  the  volume  of  loans,  and  hence  of  deposits.  Bank  reserves 
fill  up,  and  remain  unused  so  long  as  the  depression  continues. 

It  should  be  noted,  also,  that  if  the  prices  of  raw  materials  were 
substantially  reduced  and  if  wages  were  forced  down,  the  expenses  of 
production  of  manufacturers  using  raw  materials  and  employing  labor 
Would  likewise  be  reduced;  and  that  as  a  necessary  result  of  this  the 
prices  paid  by  wholesalers,  retailers,  and  consumers  would  also  be  pro- 
portionately lower.  This  reduction  in  costs  would  still  further  reduce 
the  volume  of  deposit  currency,  for  the  reason  that  all  along  the  line 
the  amount  of  working  capital  required  per  unit  of  product  would  be 
less.  Smaller  loans  would  accordingly  suffice  and  thus  the  volume  of 
currency  would  be  further  contracted,  with  reserves  still  further  re- 
plenished.7 It  follows  from  this  that  if,  after  a  period  of  depression, 
the  volume  of  production  should  once  more  increase  to  its  present  pro- 
portions, the  amount  of  deposit  currency  required  for  productive  pur- 
poses would  still  be  less  than  it  is  at  present.  The  lower  the  expenses 
of  production  the  less  the  amount  of  currency  required  per  unit  of 
product. 

2.  By  a  reduction  of  collateral  loans  to  producers,  manufacturers,  and 
middlemen. 

Collateral  loans  are  secured  by  the  above  classes  of  business  men 
for  both  working  and  fixed  capital  requirements.  A  reduction  in  the 
volume  of  collateral  loans  for  working  capital  purposes  would  obvi- 
ously have  the  same  effect  as  a  reduction  in  the  volume  of  non-collateral 
loans  for  working  capital  purposes.  Accordingly,  the  results  of  a  policy 
of  loan  contraction  would  here  be  precisely  the  same  as  those  outlined 
under  (1)  above. 

A  contraction  of  collateral  loans  for  the  purpose  of  creating  fixed 
capital  would  decrease  the  amount  of  new  construction,  and  would  thus 
serve  to  check  the  creation  of  additional  capital  goods.  A  reduction  in 
loans  would,  once  more,  undoubtedly  decrease  the  volume  of  bank  de- 
posit currency  outstanding,  but  it  would  also  check  the  volume  of  pro- 
duction. The  only  alternative  to  this  would  be  to  raise  the  fixed  capi- 
tal required  through  the  issue  and  sale  of  new  securities.8 

Would  the  curtailment  effected  through  a  contraction  of  collateral 

*  Whether  this  increase  of  reserves  would  ultimately  stimulate  a  new  price 
rise  is  another  question.  There  is  in  any  event  abundance  of  evidence  that  it 
would  not  automatically  and  immediately  do  so. 

8  See  analysis  below,  pp.  165-7. 
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loans  for  fixed  capital  purposes  result  in  a  reduction  of  prices,  assum- 
ing for  the  moment  that  the  required  funds  could  not  be  secured 
from  other  sources?  It  seems  to  me  obvious  that  a  curtailment  of 
new  building  operations  would  have  no  effect  upon  the  expense*  of 
production  in  existing  establishments,  and  hence  would  not  tend  to 
reduce  prices.  On  the  contrary,  I  suppose  most  economists,  viewing 
the  problem  from  the  standpoint  of  demand  and  supply,  would  hold 
that  a  curtailment  of  building  operations  would  tend  to  create  scarcity 
values  for  the  produce  of  existing  factories,  and  thus  raise  prices  above 
the  necessary  profit  level.  This  is,  indeed,  an  important  factor  in  the 
present  price  situation. 

8.  By  a  reduction  of  collateral  loans  to  investment  banking  institutions. 
Underwriters  and  investment  bankers  are  heavy  borrowers  upon 
stocks  and  bonds  as  collateral  security.  A  reduction  in  the  volume  of 
such  loans  would  serve  to  reduce  the  amount  of  securities  that  could 
be  marketed  by  the  investment  banking  institutions.  The  result  of  such 
a  curtailment  in  the  volume  of  securities  that  could  be  marketed  would 
be  to  check  the  amount  of  capital  that  could  be  raised  for  the  develop- 
ment of  new  and  the  extension  of  existing  business  enterprises.  The 
results  of  this  would  be  similar  to  those  discussed  under  (2)  above.9 

» It  may  be  of  interest  to  call  attention  in  this  connection  to  the  part  that 
money  and  credit  played  in  the  era  of  industrial  expansion  from  1898  to  1901. 
As  is  well  known  there  was  a  great  increase  in  the  world  production  of  gold 
during  those  years,  and  a  very  great  expansion  of  deposit  currency.  In 
commenting  upon  this  increase  of  money  and  credit  monetary  theorists  state 
that  it  was  largely  responsible  for  the  rapid  rise  of  prices  during  the  period; 
and  they  lead  one  to  believe  that  if  the  volume  of  money  and  credit  had  not 
increased  we  should  have  had  a  stable  price  level,  and  also  the  same  economic 
development  that  in  fact  occurred.  This  last  inference,— whatever  may  be 
the  case  with  reference  to  prices,— is  entirely  unwarranted.  It  has  been 
estimated  by  one  of  the  leading  New  York  banks  that  about  60  per  cent  of  all 
the  investment  funds  that  were  required  for  the  development  of  new  and  the 
expansion  of  old  industries  during  these  years  came  directly  from  the  com- 
mercial banking  institutions.  At  the  time  we  were  not  a  nation  of  investors; 
and  it  was  impossible  for  enterprises  needing  funds  with  which  to  finance 
their  operations  to  market  all  their  securities  with  the  general  public  The 
new  enterprises  were  underwritten  by  the  investment  bankers  and  the  securi- 
ties were  carried  for  years  on  funds  borrowed  from  the  commercial  banks,— 
funds  which  could  not  have  been  borrowed  in  the  absence  of  the  increase  In 
the  quantity  of  gold  and  credit  currency;  moreover,  in  the  absence  of  such 
borrowing  much  of  this  industrial  development  could  not  have  taken  place. 
What  is  true  of  the  years  1898  to  1901  is  only  less  true  of  the  succeeding  five 
years.  Considerations  such  as  these  reveal  as  nothing  else  could  the  irrelevancy 
of  most  of  the  monetary  theory  which  proceeds  upon  the  assumption  that 
tnoney  functions  only  in  exchanging  goods  that  have  already  been  produced. 
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4.  By  a  reduction  of  collateral  loans  to  speculators. 

For  the  purpose  in  hand,  speculators  may  be  divided  into  two 
classes:  (1)  those  engaged  in  stock  market  operations;  (2)  those  en- 
gaged in  real  estate  and  mercantile  speculative  activities.  So  far  as 
collateral  loans  to  the  stock  market  are  concerned,  there  is  again  no 
question  but  that  a  contraction  of  the  volume  of  loans  would  imme- 
diately reduce  the  volume  of  outstanding  deposit  currency.  This  has 
indeed  happened  on  several  occasions  during  recent  months.  But  such 
a  reduction  of  outstanding  bank  currency  would  not  reduce  the  prices 
of  commodities  generally.  Does  anyone  imagine,  for  instance,  that  it 
would  lower  the  price  of  iron  and  steel?  Would  it  reduce  the  prices 
of  building  materials,  of  coal,  of  textiles,  or  of  leather  goods  ?  If  we 
look  to  the  process  by  which  actual  price  changes  are  effected  we  can 
find  no  ground  for  believing  that  prices  would  automatically  fall. 
Moreover,  no  effect  on  general  prices  is  discernible  as  a  result  of  the 
stock  market  collapse  of  November  and  the  subsequent  restriction  of 
stock  exchange  loans. 

Viewing  the  problem  from  the  standpoint  of  the  quantity  theory,  it 
is  clear  that  a  contraction  of  stock  exchange  loans  and  a  consequent 
contraction  of  the  volume  of  deposit  currency  would  not  immediately 
affect  the  quantity  of  money  offered  in  exchange  for  the  quantity  of 
commodities  in  general.  It  would  merely  increase  the  volume  of  bank 
reserves, — reserves  which  for  a  time  might  well  remain  unused.  These 
reserves  are  rendered  available  for  other  purposes;  but  whether  they 
will  shortly  be  used  for  such  purposes  depends  upon  general  business 
conditions  and  upon  the  general  loaning  policy  which  we  are  here  dis- 
cussing.10 

A  contraction  of  loans  to  speculators  in  real  estate  would  undoubt- 
edly tend  to  prevent  a  rise  in  the  price  of  real  estate  purchased  with 
borrowed  funds  in  anticipation  of  a  subsequent  advance.  And  in  so 
far  as  the  price  of  land  enters  into  the  general  level  of  prices,  a  cur- 
tailment of  loans  for  land  speculation  would  tend  to  reduce  the  price 
level.    This  is  not,  however,  a  major  factor  in  the  price  situation. 

*o  If  Professor  Fisher's  analysis  is  sound,  if  the  price  level  is  automatically 
derived  by  dividing  total  currency  by  total  trade,  this  release  of  funds  from 
stock  speculation  should  tend  "at  least  immediately"  to  raise  the  prices  of 
commodities,  for  it  would  increase  the  number  of  (available)  monetary  count- 
ers as  compared  with  the  number  of  units  of  goods  to  be  exchanged.  To  put 
it  another  way,  if  trading  in  stocks  be  included  in  the  total  volume  of  trade, 
a  curbing  of  stock  speculation  would  reduce  the  volume  of  trade;  hence,  ac- 
cording to  the  equation  of  exchange,  it  should  raise  prices,  because  the  ratio 
of  money  and  credit  to  trade  would  be  increased. 
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A  contraction  of  loans  to  speculators  operating  on  the  produce  ex- 
changes would  not  necessarily  reduce  prices.  Such  speculation  at  times 
raises  prices ;  at  other  times  it  lowers  them.  And  it  is  accepted  theory 
that  the  significant  result  is  to  reduce  the  range  of  price  fluctuations, — 
to  promote  price  stability.  It  is  also  accepted  theory  that  the  cheaper 
assumption  of  risks  which  professional  speculation  makes  possible 
serves  to  reduce  the  margin  of  cost  between  producer  and  consumer 
and  thus  tends  to  keep  the  prices  of  foodstuffs  lower  than  they  would 
otherwise  be. 

But  would  not  a  contraction  of  loans  to  hoarders  of  food  and  other 
commodities,  who,  with  borrowed  funds,  purchase  supplies  in  antici- 
pation of  a  rise,  effectively  reduce  prices?  For  the  moment,  yes;  but 
ultimately,  no.  The  effect  of  such  a  bidding  for  supplies  is  first  to 
raise  prices,  and  then  to  reduce  them  later  when  eventually  the  hoarded 
stocks  are  offered  for  sale.  I  have  closely  followed  the  data  presented 
by  the  Department  of  Justice  purporting  to  show  that  hoarding  is  in 
fact  a  potent  cause  of  present  high  prices;  but  I  have  thus  far  failed 
to  find  any  convincing  evidence  that  it  is  an  important  factor  in  the 
recent  price  advances.  Speaking  generally  stocks  on  hand  appear  to 
be  unusually  low. 

There  is  one  way,  however,  in  which  speculative  activities  may  have 
been  instrumental  in  raising  prices.  A  period  of  rapidly  rising  prices 
is  likely  to  induce  a  good  deal  of  buying  by  newly  organized  specula- 
tive concerns  which  hope  to  reap  a  profit  by  selling  at  an  advance  over 
costs.  There  is  reason  to  believe  that  there  has  been  some  of  this  ab- 
normal speculation  in  foodstuffs  and  other  necessities  in  recent  months. 
Such  enterprise  undoubtedly  forces  prices  upward.  An  increasing 
number  of  additional  dealers,  serving  no  economic  function,  are  never- 
theless able  to  make  profits  by  selling  at  a  price  above  costs  to  them, 
which  in  turn  compels  the  retailers  to  sell  at  higher  prices  than  would 
otherwise  be  necessary.  The  impetus  to  the  price  advance  in  such 
cases  comes  not  so  much  from  the  bidding  up  of  prices  by  consumers 
with  enlarged  purchasing  power,  as  from  the  activities  of  dealers  who 
have  interposed  themselves  in  the  distributive  process. 

A  careful  scrutiny  on  the  part  of  banks  of  the  uses  to  which  the 
funds  borrowed  are  put  and  a  contraction  of  loans  to  concerns  which 
are  performing  no  legitimate  economic  function  would  be  of  undoubted 
benefit.  It  would  serve  to  lessen  somewhat  the  margin  of  difference 
between  the  prices  paid  by  consumers  and  the  prices  paid  to  the  origi- 
nal producers.  But  after  all  allowance  is  made  for  such  loans,  it  must 
be  concluded  that  they  are  not  a  major  factor  in  the  price  situation. 
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5.  By  a  reduction  of  collateral  loans  for  consumptive  purposes. 

I  think  it  is  not  improbable,  although  data  on  the  subject  is  wanting, 
that  in  the  last  nine  months  a  considerable  volume  of  loans  has  been 
made  on  the  basis  of  government  securities  as  collateral,  the  proceeds 
of  which  have  been  devoted  to  consumptive  uses.  Such  an  expansion 
of  bank  deposit  currency  serves  directly  to  increase  the  effective  de- 
mand for  consumers'  goods.  And  it  may  well  be  that  the  force  of 
original  demand,  thus  augmented  by  borrowed  funds,  has  served  to 
raise  the  price  of  consumers'  goods  above  what  is  necessary  to  afford 
a  satisfactory  profit  to  producers.  In  other  words,  while  I  insist  that 
only  by  a  consideration  of  the  expenses  of  production  can  one  ade- 
quately gauge  the  possibilities  of  a  general  reduction  in  prices,  I  would 
be  the  last  to  deny  that  in  periods  of  very  active  demand  for  goods 
selling  prices  may  rise  enough  to  permit  abnormal  profits;  indeed,  I 
am  well  aware  that  we  have  had  an  extraordinary  sellers'  market  in 
recent  months.  The  extent  to  which  prices  can  be  lowered  by  a  con- 
traction of  consumption  loans  will,  however,  still  be  governed  by  con- 
siderations of  cost 

I  should  of  course  favor  a  rigid  curtailment  of  loans  for  consump- 
tive purposes.  Such  action  would  to  some  extent  reduce  the  prices  of 
consumers'  goods  and  lower  the  margin  of  profit  of  producers  and  deal- 
ers in  such  commodities.  We  could  not  expect  such  action,  however, 
to  effect  any  very  substantial  fall  in  the  general  level  of  prices. 

6.  By  a  reduction  of  bond  investments. 

It  is  widely  believed  that  one  of  the  chief  possibilities  of  deflation 
lies  in  a  reduction  in  the  volume  of  bond  investments  by  commercial 
banks.  If  the  bond  holdings  of  the  commercial  banks  are  to  be  re- 
duced, it  must  obviously  be  through  the  process  of  sale  to  other  in- 
vestors, for  if  individuals  were  to  be  allowed  to  purchase  such  invest- 
ments on  borrowed  funds  there  would  obviously  result  no  material 
change  in  the  volume  of  deposit  currency;  the  funds  turned  over  to  the 
bank  in  payment  for  the  bonds  would  merely  be  borrowed  from  the 
banks  on  these  bonds  as  collateral  security  on  a  five  or  ten  per  cent 
margin.  The  problem  of  selling  these  securities  outright  to  investors 
and  the  economic  results  of  the  process  involves  an  interesting  analysis. 

One  means  by  which  they  might  be  bought  outright  is  by  a  reduc- 
tion in  existing  savings  accounts.  If  A  withdraws  $1000  from  a  sav- 
ings bank,  he  can  purchase  a  $1000  bond;  but  he  thereby  reduces  the 
volume  of  securities  that  savings  banks  themselves  can  purchase.  The 
result  (making  no  allowance  for  reserve)  is,  therefore,  merely  to  trans- 
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let  the  ownership  of  securities.  Again,  if  A  cashes  in  on  an  insurance 
policy  and  purchases  securities  with  the  funds  received,  he  would  be 
fWftM^I  to  purchase  bonds  now  held  by  the  banks;  but  the  investments 
of  insurance  companies  would  obviously  be  proportionately  reduced. 
The  result  would  once  more  be  merely  a  shifting  of  the  ownership  of 
the  bonds,  so  it  would  not  promote  an  increase  in  the  total  bond  invest- 
ments. 

In  similar  fashion,  to  the  extent  that  individuals  purchase  these 
government  obligations  instead  of  other  securities — the  new  issues 
that  are  being  underwritten  from  time  to  time — another  shifting  pro- 
cess is  involved.  The  absorption  of  the  security  holdings  of  the  banks 
is  at  the  expense  of  the  investment  market  generally. 

The  only  remaining  means  of  increasing  the  total  investment  hold- 
ings of  private  individuals  is  through  a  curtailment  of  consumption 
and  a  consequent  increase  in  the  flow  of  funds  to  the  investment  market 
This  means  has  been  strongly  emphasised  by  the  Federal  Reserve 
Board,  the  Treasury  Department,  leading  financiers  and  economists; 
and  it  therefore  merits  the  most  careful  consideration. 

If  carried  far  a  reduction  in  consumption  for  the  purpose  of  invest- 
ing in  government  bonds,  would  bring  about  a  decrease  in  the  output  of 
consumptive  goods.  Granted  that  a  reduction  in  the  production  of  con- 
sumers' goods  would,  under  present  circumstances,  immediately  result 
in  an  increased  production  of  capital  goods,  we  are  by  hypothesis  here 
agreed  that  the  funds  saved  through  the  curtailment  of  consumption 
shall  not  be  devoted  (exclusively)  to  the  financing  of  new  capital  for- 
mation; they  are  to  be  used,  so  far  as  necessary,  for  the  purchase  of 
bonds  now  in  the  possession  of  commercial  banks.  Only  in  so  far  as 
the  increased  volume  of  investment  funds  exceeds  the  amount  necessary 
for  relieving  the  banks  of  their  government  holdings,  would  this  saving 
process  afford  funds  for  new  capital  requirements. 

A  transfer  of  the  security  holdings  of  commercial  banks  to  indi- 
vidual investors,  made  possible  by  a  reduction  of  consumption,  would, 
however,  obviously  increase  the  reserves  and  hence  the  lending  power 
of  the  banks.  This  strengthening  of  the  reserve  position  would  at  the 
same  time  be  furthered  by  whatever  reduction  in  prices  resulted  from 
the  decline  in  consumptive  demand.  Hence  would  not  the  commercial 
banks  be  in  a  position  to  provide  the  additional  funds  required  for  ex- 
panding industry?11    Yes, — at  least  to  a  considerable  extent11 — pro- 

u  Note  that  with,  declining  consumption  these  funds  will  not  be  needed  for 
additional  commercial  loans. 
12  But  see  below  pp.  172-3. 
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vided  we  are  willing  to  see  the  banks  replace  their  government  security 
investments  by  industrial  securities; — otherwise  no. 

Those  who  hope  to  accomplish  a  reduction  in  the  quantity  of  deposit 
currency  by  the  process  of  reducing  the  bond  holdings  of  the  commer- 
cial banks  would  not  of  course  countenance  any  absorption  of  industrial 
or  other  securities  by  them.    For  reasons  that  have  been  fully  stated 
elsewhere  my  own  view  is  that  investments  in  high  grade  securities  do 
not  imperil  the  liquidity  of  bank  assets/8  and  I  should  therefore  be 
filling  to  see  the  funds  of  the  commercial  banks  used  in  financing  the 
new  capital  requirements ;  or  for  that  matter  see  them  tied  up  in  gov- 
ernment issues,  with  the  investing  public  rather  than  the  banks  fur- 
nishing the  funds  for  the  new  capital  requirements.    In  any  event  it  is 
clear  that  to  the  extent  that  this  is  allowed  to  transpire  we  shall  not 
have  secured  a  net  reduction  in  the  volume  of  currency  outstanding; 
"deflation"  will  not  have  been  accomplished.    To  the  degree  that  in- 
vestors buy  government  issues  rather  than  the  new  industrial  issues, 
and  the  banks  replace  their  government  holdings  by  private  securities, 
we  shall  have  had  only  a  shifting  process. 

It  must  be  recognized,  however,  that  an  essential  part  of  this  shifting 
process  as  outlined  above  is  a  shifting  of  funds  (caused  by  the  in- 
creased saving)  from  the  financing  of  the  production  of  consumptive 
goods  to  the  financing  of  the  production  of  additional  capital  goods. 
This  is  clear  gain.14  But  it  is  to  be  noted  that  this  increase  of  saving 
does  not, — as  the  quotation  from  the  Federal  Reserve  Bulletin  on  pp. 
157-8  would  have  us  believe, — lessen  the  total  quantity  of  currency  in 
circulation,  and  thereby  reduce  prices.  It  merely  shifts  the  use  of 
these  funds  to  different  lines  of  productive  activity.  Except  in  so  far 
as  a  curtailment  of  consumption  directly  reduces  selling  prices,  as 
noted  above,  the  shifting  process  that  we  have  been  discussing  will  not 
affect  the  general  level  of  prices.  Expenses  of  production,  as  deter- 
mined by  present  wage  rates  and  operating  costs  generally,  will  mark 
the  dead  line  below  which  prices  cannot  fall. 

It  remains  to  point  out,  finally,  that  since  this  increased  saving  and 
the  resulting  release  of  funds  for  new  capital  formation  amounts  only 

i*  "Commercial  Banking  and  Capital  Formation,"  II  and  III,  Journal  of 
Political  Economy,  June  and  July,  1918. 

i*  Under  present  conditions  I  am  as  strongly  in  favor  of  thrift  as  anyone. 
I  mention  this  only  because  in  a  recent  article  ("Commercial  Banking  and 
Capital  Formation,"  IV,  Journal  of  Political  Economy,  November,  1918)  I 
attacked  the  doctrine  of  unlimited  thrift  under  all  circumstances.  The  present 
is  one  6f  the  periods  in  which  reduced  consumption  is  a  prime  necessity. 
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to  a  diversion  process/5  involving  a  lessening  of  the  total  quantity  of 
production  of  consumption  goods  and  a  proportionate  increase  in  the 
production  of  capital  goods,  it  leaves  untouched  the  question  of  the 
possible  provision  of  funds  for  an  expansion  in  the  total  quantity  of 
business.  This  important  phase  of  the  general  problem  of  industrial 
expansion  is  discussed  on  pp.  172-8  below. 

A  brief  summary  of  the  conclusions  thus  far  reached  will  serve  to 
knit  together  the  results  of  the  rather  diffuse  discussion  of  the  fore- 
going pages: 

1.  A  reduction  in  commercial  and  collateral  loans  to  producers  of 
raw  materials,  manufacturers,  wholesalers,  and  retailers  would  reduce 
the  volume  of  outstanding  currency;  but  it  would  not  directly  reduce 
prices.  On  the  other  hand,  it  would  certainly  reduce  the  volume  of 
production. 

2.  A  reduction  of  collateral  loans  to  investment  banking  institutions 
would  curtail  the  volume  of  industrial  and  other  securities  that  could 
be  marketed,  and  thus  impede  constructive  developments.  It  would 
have  no  effect  on  prices. 

8.  A  reduction  of  collateral  loans  for  purposes  of  speculation  and 
consumption  is  desirable.  Loans  to  food  and  mercantile  speculators, 
and  to  individuals  for  consumptive  purposes,  tend  to  raise  the  level  of 
prices ;  and  a  curtailment  of  such  loans  would  to  a  slight  degree  lessen 
the  present  cost  of  living. 

4.  The  investments  of  commercial  banks  in  government  securities 
could  be  reduced  by  a  shifting  process,  the  result  of  which  would  be 
to  increase  the  reserves  in  the  commercial  banking  system.  By  an  in- 
crease in  saving,  the  total  volume  of  investment  funds  might  also  be 
increased,  thus  shifting  currency  from  its  use  in  financing  the  produc- 
tion of  consumptive  goods  to  the  financing  of  the  production  of  capital 
goods. 

Whether  the  total  volume  of  funds  will  be  adequate  for  an  era  of 
expansion  on  the  basis  of  present  prices  remains  for  further  consider- 
ation. 

III.  Federal  Reserve  Policy 

In  the  foregoing  discussion  of  the  contraction  of  loans  by  commercial 
banks  we  have  been  assuming  that  it  would  be  possible  to  compel  or 
induce  the  banks  of  the  country  to  make  a  direct  contraction  in  the 
volume  of  their  outstanding  loans.    As  a  matter  of  fact,  a  contraction 

is  Except  In  so  far  as  a  possible  fall  in  prices,  for  the  reasons  noted, ', 
the  volume  of  funds  required  for  financing  a  given  volume  of  production. 
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of  loans  can  usually  be  brought  about  only  by  indirect  means.16  Two 
ways  have  been  suggested  by  which  the  Federal  Reserve  Board  might 
effect  a  curtailment  of  member  bank  loans:  (1)  by  discriminating 
against  loans  of  Federal  Reserve  banks  to  member  institutions  on 
*  'war  paper"  as  security ;  and  (2)  by  raising  the  rates  of  discount  on 
all  classes  of  paper. 

A  reduction  in  the  volume  of  loans  to  member  banks  secured  by 
"war  paper/' — and  the  great  bulk  of  credit  extension  to  member  banks 
has  been  on  such  paper  rather  than  by  the  process  of  rediscounting 
customers'  commercial  notes, — could  be  effected  either  by  making 
prohibitive  rates  on  such  loans  or  by  bringing  pressure  to  bear  on  the 
banks  for  a  voluntary  reduction  in  the  volume  of  such  holdings.17  In 
order  to  ascertain  the  deflating  possibilities  of  such  a  reduction  in 
loans  to  member  banks  it  will  be  necessary  to  inquire  whether  such 
a  policy  would  necessarily  reduce  the  total  lending  power  of  the  mem- 
ber banks. 

A  curtailment  in  the  volume  of  such  loans  would  not  reduce  the  net 
balances  of  member  institutions  with  the  Federal  Reserve  banks,  so 
long  as  the  volume  of  commercial  paper  available  for  rediscount  is 
adequate.  If  member  banks  are  compelled  to  reduce  their  borrow- 
ings from  the  Federal  Reserve  banks  on  "war  wages"  the  result  will 
merely  be,  so  long  as  a  demand  for  their  funds  continues,  to  shift  the 
borrowing  process  to  commercial  paper.  There  would  thus  be  no 
change  in  the  total  amount  of  credit  extension  by  the  reserve  banks. 
This  is  what  has  been  happening  in  recent  weeks. 

But  even  if  a  reduction  in  the  total  volume  of  credit  extension  by 
Federal  Reserve  banks  to  member  banks  could  be  secured,  the  lending 
power  of  the  member  banks  would  not  necessarily  be  reduced.  Funds 
may  be  drawn  from  the  Federal  Reserve  banks  by  an  indirect  process. 
When  in  the  early  summer  the  Federal  Reserve  Board  issued  its  warn- 
ing against  heavy  borrowing  by  member  banks  *for  speculative  pur- 
poses,  the  banks  of  New  York  reduced  their  applications  for  loans  from 
the  Federal  Reserve  bank.  But  this  merely  led  the  member  banks  to 
neglect  the  purchase  of  acceptances  in  the  open  market,  in  order  that 
they  might  have  sufficient  funds  with  which  to  take  care  of  their  regu- 

16  An  exception  is  to  be  noted,  where  the  New  York  banks,  apparently  at 
the  request  of  the  Federal  Reserve  Board,  recently  made  a  sharp  curtailment 
in  the  volume  of  brokers'  loans. 

i*  Loans  by  the  Federal  Reserve  banks  to  member  banks  were  authorized  by 
an  amendment  to  the  Federal  Reserve  law,  passed  September  7,  1916.  In  the 
absence  of  a  counter  amendment,  moral  suasion  or  high  discount  rates  con- 
stitute the  only  means  of  eliminating  such  loans. 
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lar  borrowers  and  to  take  advantage  of  the  high  rates  obtainable  on 
call  loans.  In  the  interest  of  the  acceptance  market  the  Federal  Re- 
serve banks  were  obliged  to  step  into  the  breach  and  purchase  the 
bills  which  normally  would  have  been  bought  by  the  member  institu- 
tions. This  purchase  of  acceptances  released  funds  from  the  Federal 
Reserve  banks,  which  unquestionably  found  their  way  into  the  loan 
market.  From  the  end  of  May  to  July  11,  the  Federal  Reserve  bank 
of  New  York  alone  increased  its  purchases  of  acceptances  by  over 
$74,000,000.  To  that  extent  its  resources  were  by  an  indirect  process 
placed  at  the  disposal  of  member  banks.18 

If  the  total  volume  of  bank  loans  is  to  be  reduced  it  will  therefore 
be  necessary  for  discount  rates  to  be  raised  on  all  classes  of  paper 
and  for  the  Federal  Reserve  banks  to  refuse  to  expand  their  open 
market  purchases.  A  raising  of  discount  rates  on  all  classes  of  loans 
by  the  Federal  Reserve  Banks  would  undoubtedly  tend  eventually  to 
reduce  the  total  borrowings  from  the  Federal  Reserve  banks  and  in 
turn  the  total  volume  of  loans  made  by  member  banks  to  customers. 
A  raising  of  the  rate  of  discount  at  the  Federal  Reserve  banks  tends  to 
increase  the  discount  rates  on  all  loans  by  member  banks.  For  in- 
stance, the  recent  increase  in  discount  rates  was  almost  immediately 
followed  by  a  stiffening  of  rates  on  brokers'  paper,  on  over-the-counter 
loans  to  customers,  and  on  collateral  loans. 

An  increase  in  the  discount  rates  at  commercial  banks,  moreover, 
tends  to  increase  the  interest  rates  on  fixed  capital.  A  considerable 
volume  of  funds,  borrowed  on  single-name  promissory  notes,  is  used 
for  investment  purposes,  and  a  much  greater  volume,  borrowed  on 
short-time  notes  secured  by  collateral,  is  also  used  for  fixed  capital 
Indeed,  as  the  writer  has  elsewhere  shown,10  over  60  per  cent  of  all 
loans  and  investments  made  by  commercial  banks  are,  either  directly 
or  indirectly,  devoted  to  fixed  capital  uses.  There  is  accordingly  a 
very  close  relationship  between  long-  and  short-term  interest  rates. 

While  an  increase  in  the  rates  of  rediscount  would  curtail  the  volume 
of  outstanding  loans,  it  should  not  be  overlooked  that  it  will  accomp- 
lish other  things  as  well.  For  instance,  it  will  increase  the  costs  of 
conducting  business  all  along  the  line.  This  increase  in  costs  must  be 
reflected  either  in  increased  prices  or  in  decreased  profit  margins.  It 
is  necessary  that  we  clearly  perceive  that  one  result  of  the  increase  in 
rediscount  rates  will  therefore  be  to  curtail  the  possibilities  of  busi- 

is  See  Commercial  and  Financial  Chronicle,  July  26,  1919,  p.  330. 
i»  "Commercial  Banking  and  Capital  Formation,"  Journal  of  Political  Bean* 
omy,  II,  June,  1918. 
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ness  expansion  during  the  coming  year.  There  is  a  tremendous  need 
for  construction  of  additional  houses,  additional  railroads,  additional 
public  utilities,  and  additional  industrial  equipment  in  order  to  permit 
us  to  recover  from  the  effects  of  the  curtailment  of  construction  oper- 
ations during  the  war.  To  raise  the  rates  of  discount  at  the  present 
time  will  increase  the  cost  of  such  construction  at  a  moment  when  such 
building  operations  are  already  being  seriously  retarded  in  conse- 
quence of  the  enormously  high  cost  of  construction. 

Let  it  once  more  be  emphasized  that  the  funds  for  such  constructive 
development  must  come  either  from  the  commercial  banking  system, — 
through  direct  investment  in  industrial  securities,  by  short-time  loans 
to  builders  secured  by  collateral,  or  by  loans  to  investment  banking 
institutions  on  investment  securities  as  collateral, — or  else  they  must 
come  from  a  reduction  in  consumption  which  would  enlarge  the  funds 
available  for  individual  investments. 

In  the  discussion  of  saving,  above,  it  was  assumed  that  a  substantial 
increase  of  saving  might  be  secured.  But  the  truth  is  that  we  have 
no  effective  machinery  for  making  thrift  a  reality.  As  a  practical 
problem  the  Federal  Reserve  Board  cannot  shape  its  discount  policy 
on  an  assumption  that  thrift  is  an  assured  prospect.  In  fact,  the  na- 
tion as  a  whole  cannot  be  expected  to  reduce  materially  its  volume  of 
consumption.  Total  production  is,  according  to  data  published  in  the 
Federal  Reserve  Bulletin,  less  than  normal  at  the  present  time;  and  if 
we  may  judge  from  the  clamor  over  the  high  cost  of  living,  the  rank 
and  file  of  people  in  this  country  are  in  no  mood  to  tighten  their  belts. 
Certain  groups  can  of  course  do  with  less ;  but  others  must  have  more : 
witness  the  "recognized  necessity"  of  compensating  wage  and  salary 
increases.  As  a  practical  matter,  therefore,  it  would  seem  that  the 
funds  required  for  financing  new  construction  will  have  to  come, — if 
they  come, — largely  from  the  commercial  banks. 

It  may  be  objected  that  the  funds  required  for  the  investment  enter- 
prises under  consideration  can  be  supplied  through  corporate  diversion 
of  earnings  from  dividend  payment  to  new  construction.  With  refer- 
ence to  this  it  must  be  said,  first,  that  railroad  and  public  utility 
capital  requirements  cannot  be  met  out  of  railroad  and  public  utility 
earnings, — whatever  may  be  true  of  industrial  enterprises.  The  gen- 
eral investing  public, — wage  earners,  salaried  classes,  and  receivers  of 
interest  and  profits, — must  be  looked  to  for  the  funds  required,  if  com- 
mercial banks  are  not  to  be  allowed  to  make  the  necessary  credit  ex- 
tensions. But  even  if  the  funds  required  could  be  secured  entirely  from 
corporate  earnings,  the  loaning  power  of  the  commercial  banks  would 
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not  be  unaffected.  To  the  extent  that  earnings  are  used  directly  by 
business  concerns  in  the  construction  of  additional  capital,  they  are 
not  deposited  in  the  commercial  banks  and  there  rendered  available 
for  the  additional  requirements  of  business;  reserves  would  therefore 
be  lower,  with  the  result  that  the  total  volume  of  loans  that  could  be 
made  would  be  less  than  otherwise.  In  other  words,  this  process 
would  not  relieve  the  strain  on  the  financial  system  in  general;  as- 
suming the  same  volume  of  production  of  both  consumption  and  capital 
goods,  the  total  volume  of  working  capital  would  remain  unchanged. 

Having  thus  pointed  out  that  a  policy  of  increasing  discount  rates 
will  increase  costs  of  business  and  thus  tend  to  reduce  loans  and  check 
expansion  of  industry,  it  remain  to  inquire  if,  in  view  of  the  financial 
and  economic  conditions  of  the  present,  such  a  policy  might  not  never- 
theless be  wise.  My  conclusion  is  that  it  would  be  wise;  because  the 
financial  liabilities  of  the  Federal  Reserve  system  have  been  expanded, 
largely  by  virtue  of  the  rise  in  prices  that  has  occurred  in  the  last 
five  years,  to  a  point  where  it  is  dangerous  to  expand  them  further, — 
indeed,  where  it  is  impossible  to  expand  them  very  much  further  with- 
out reaching  a  breaking  point.  Unless  we  have  been  wrong  in  our 
conception  of  the  function  of  the  Federal  Reserve  system  and  of  Euro- 
pean central  banks,  the  time  has  arrived  in  the  United  States  when  a 
curtailment  of  further  credit  expansion  is  absolutely  necessary. 

We  have  now  reached  the  crux  of  our  entire  analysis.  Since  funds 
are  required  to  finance  the  production  of  both  capital  and  consumptive 
goods  an  expansion  of  the  total  volume  of  production  (on  the  present 
price  level)  will  require  an  expansion  in  the  total  volume  of  loans  and 
hence  of  deposit  currency.  Are  funds  available  for  a  great  expansion 
in  the  total  volume  of  production? 

At  the  time  of  writing  (late  December)  the  reserves  of  our  Reserve 
banks  are  less  than  45  per  cent  of  note  and  deposit  liabilities, — with 
40  per  cent  the  virtual  dead  line.  The  total  volume  of  credit  could 
still  be  expanded  by  nearly  a  billion  dollars  before  the  reserves  of  the 
system  as  a  whole  were  reduced  to  the  final  limits  prescribed  by  law. 
It  is  possible,  therefore,  that  the  present  trend  of  affairs  might  con- 
tinue for  another  year.  But  an  increasing  volume  of  business  con- 
ducted on  an  ever-rising  price  basis  will  inevitably  bring  us  to  the 
limit  of  expansion  in  our  banking  system  within  a  relatively  short 
time.  Just  how  long  would  depend,  on  the  one  hand,  on  the  rate  of 
credit  expansion,  and,  on  the  other  hand,  upon  the  rate  of  decline  of 
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our  gold  supply  which  serves  as  the  basis  for  the  credit  super- 
structure.*0 

If  we  allow  the  situation  to  go  forward  until  the  reserves  of  the 
Federal  Reserve  system  have  been  reduced  to  the  legal  minima  we 
shall  be  in  precisely  the  same  situation  that  we  have  always  been  in 
time  of  crisis,  namely,  with  a  fundamental  need  for  a  temporary  ex- 
pansion of  loans  with  which  to  tide  the  business  world  over  a  threaten- 
ing financial  abyss,  but  with  utter  inability  to  make  any  such  expan- 
sion. The  theory  underlying  the  Federal  Reserve  control  of  discount 
rates  is  undeniably  sound, — that  of  checking  the  upward  swing  of  the 
business  cycle  in  time  to  prevent  a  collapse  of  the  credit  machinery 
when  the  crisis  stage  of  the  cycle  has  been  reached.  It  is  the  plain 
duty  of  the  Federal  Reserve  Board,  in  the  light  of  the  present  situa- 
tion, to  remove  the  possibility  of  a  financial  panic  by  conserving  the 
reserves  of  the  Federal  Reserve  system  now, — by  raising  the  rates  of 
discount 

In  some  respects  the  present  situation  is  different  from  that  which 
ordinarily  obtains  in  periods  immediately  preceding  a  financial  crisis. 
We  have  not  gone  through  an  era  of  construction;  on  the  contrary  the 
greatest  step  in  our  entire  economic  resources  at  the  present  time  is 
the  dearth  of  capital  goods.  As  a  result,  profit  margins  in  existing 
establishments  are  large  and  business  failures  few.  On  the  other 
hand,  our  foreign  trade  situation  is  quite  abnormal.  But  in  many  re- 
spects the  present  phenomena  closely  parallel  those  of  other  critical 
periods.  In  any  event,  the  breaking  point  in  finance  is  not  far  distant; 
and,  regardless  of  other  contingencies,  if  the  financial  system  breaks 
on  the  rock  of  exhausted  surplus  reserves,  there  will  be  precipitated  a 
general  economic  collapse. 

It  is  necessary  at  this  place  to  make  certain  qualifications,  for  it  is 
conceivable  that  we  may  pass  through  the  year  1920  without  a  further 
increase  in  the  total  volume  of  bank  loans  and  thus  without  reducing 
the  ratio  of  reserves  to  liabilities  to  the  irreducible  minimum.  A 
rigid  curtailment  of  loans  for  consumptive  and  speculative  purposes 
would  ease  somewhat  the  strained  condition  of  the  money  market.  And 
a  great  reduction  in  the  volume  of  foreign  trade,  coincident  with  a 
great  increase  in  imports,  which  would  reduce  the  volume  of  produc- 
tion of  American  manufacturers  for  the  domestic  market,  would  ma- 
terially lessen  the  total  volume  of  loans  required  for  financing  pro- 

«o  An  adequate  discussion  of  this  problem  of  a  declining  gold  reserve  in  re- 
lation both  to  our  financial  and  industrial  situation  for  years  to  come  would 
carry  this  paper  beyond  all  reasonable  limits. 
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duction.  In  addition  to  these  possibilities  for  relieving  the  strained 
money  market,  strikes  may  serve  to  reduce  the  total  volume  of  produc- 
tion and  with  it  the  volume  of  working  capital  required.  On  the  other 
hand,  these  factors  will  tend  to  be  offset  by  the  increasing  expenses 
of  production  in  many  lines,  made  necessary  by  increasing  wage  bills. 
A  rise  of  transportation  and  public  utility  charges  generally  would 
serve  to  increase  the  expenses  of  production  in  industry  everywhere, 
with  the  result  that  prices  would  continue  to  advance  in  1920  as  they 
have  in  1919. 

These  possibilities  in  both  directions  are  obviously  contingent  upon 
many  factors  which  cannot  be  predicted  with  any  certainty.  Which- 
ever way  we  turn,  however,  we  face  a  not  distant  prospect  of  an  in- 
dustrial depression.  Declining  exports  and  increasing  imports,  while 
lessening  the  strain  upon  the  money  market,  would  nevertheless  pro- 
duce a  depression.  On  the  other  hand,  if  our  present  abnormal  foreign 
trade  situation  continues  throughout  1920  American  business  will  find 
plenty  of  outlet  for  its  supplies;  but  the  strain  on  the  money  market 
would  then  be  such  as  to  render  imperative  a  contraction  in  the  volume 
of  business  through  the  instrumentality  of  high  interest  rates.  If 
strikes  continue  to  work  havoc  with  the  industrial  system  as  they  have 
been  doing  in  recent  weeks  a  serious  business  depression  will  be  the 
inevitable  concomitant.  If,  on  the  other  hand,  strikes  are  avoided  by 
the  process  of  granting  demands  for  wage  increases,  a  business  de- 
pression might  for  a  time  be  checked;  but  the  expansion  of  bank  cur- 
rency required  would  sooner  or  later  bring  us  up  short  at  the  financial 
breaking  point. 

This  last  statement  perhaps  needs  elaboration.  The  higher  the 
wage  bills,  the  greater  the  volume  of  funds  required  for  working  capi- 
tal purposes;  hence  business  men  would  have  to  increase  the  volume 
of  their  loans ;  and  thus  the  volume  of  deposit  currency  would  be  ex- 
panded and  the  ratio  of  cash  reserves  to  deposits  increased.*1  Be- 
cause of  the  limitations  of  our  financial  mechanism  it  is  therefore  im- 
possible to  remedy  the  cost  of  living  dilemma  by  increasing  wages  in 
proportion  to  price  advances, — however  unjust  the  burden  that  may 
have  been  placed  upon  the  workers  in  consequence  of  the  rising 
prices  of  the  last  few  years.  If  other  things  remained  equal,  a  billion 
dollar  increase  in  wages  would  alone  reduce  the  reserves  of  our  banking 

2i  It  doesn't  at  all  matter  in  this  connection  whether  the  wage  increases 
be  regarded  as  cause  or  result  of  price  advances.  The  significant  point  is 
that  more  funds  are  required  to  finance  a  given  volume  of  production  after 
wages  are  increased. 
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institutions  below  the  minimum  requirements  laid  down  by  the  Federal 
Reserve  act. 

Since,  in  view  of  these  contingencies,  we  cannot  with  safety  count  on 
an  uncontrolled  contraction  of  deposit  currency  in  the  near  future,  I 
am  forced  to  conclude  that  the  Federal  Reserve  Board  should  exercise 
its  control  over  the  situation,  substantially  raise  the  rates  of  discount, 
and  apply  the  brakes  to  industry  now.82  Such  a  policy  is  not  allur- 
ing, but  it  appears  to  be  the  least  of  many  evils. 

Since  a  depression  is  in  any  event  inevitable  sooner  or  later,  I  am 
inclined  to  the  belief  that  the  sooner  it  comes  the  better, — now  that 
the  return  of  the  army  to  civil  life  has  been  accomplished.  For  if  my 
analysis  of  the  situation  is  sound,  the  only  means  by  which  a  substan- 
tial fall  in  the  level  of  prices,  and  a  replenishment  of  bank  reserves 
can  be  brought  about  is  through  depression.28  And  such  a  reduction 
of  prices  and  bank  currency  in  circulation  must  be  brought  about  if 
the  economic  and  financial  structure  is  to  be  so  adjusted  that  an  era 
of  constructive  development  may  be  inaugurated.  A  great  period  of 
construction  cannot  possibly  be  started  from  a  high  cost  basis,  when 
at  the  same  time  banking  reserves  are  at  or  near  the  irreducible  mini- 
mum. We  should  therefore  welcome  a  depression  and  the  resulting 
shrinkage  of  values  as  a  necessary  prelude  to  better  days.  In  view 
of  the  economic  phenomena  of  the  present  situation,  there  is  good 
reason  to  believe,  moreover,  that  a  depression  would  be  of  shorter 
duration  than  is  ordinarily  the  case.  Consideration  of  this  is,  however, 
beyond  the  province  of  the  present  paper. 

22  There  is  some  reason  to  doubt  (the  Federal  Reserve  Board  has  expressed 
such  a  doubt)  the  efficiency  of  higher  discount  rates  to  bring  about  the  de- 
sired results,  under  present  conditions.  The  demand  for  goods  in  most  lines 
is  so  inordinate  and  profits, — that  is  money,  as  distinguished  from  real 
profits, — are  so  large  that  a  very  considerable  rise  in  interest  rates  might  fail 
to  check  expansion.  If  so,  we  may  as  well  face  the  fact  that  within  a  year, — 
barring  offsetting  developments  in  other  directions,  as  discussed  below,— -we 
shall  have  an  old  fashioned  panic  My  own  view  is  that  rates  of  seven  or  eight 
per  cent  would  serve  to  check  further  expansion  of  business. 

28  There  is,  indeed,  another  possible  means,  though  it  appears  to  hold  forth 
little  hope  of  realization.  Increased  efficiency  In  production  would  lessen  the 
costs  of  production  and  thus  permit  a  reduction  in  prices.  This  would  at  the 
same  time  lessen  the  volume  of  funds  required  to  finance  each  unit  of  product, 
and  thereby  tend  to  relieve  the  strain  on  the  money  market.  Both  labor 
and  capital  psychology  is  such,  however,  that  I  see  little  prospect  of  an 
early  realisation  in  this  direction. 
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James  B.  Forgan. — The  most  urgent  practical  question  raised  by 
Professor  Moulton  is  whether  the  Federal  Reserve  system  is  going  to 
prove  the  unfailing  tower  of  strength  we  have  accustomed  ourselves  to 
consider  it  and  whether,  as  has  been  generally  proclaimed,  it  will  for- 
ever prevent  the  recurrence  of  the  periodical  financial  panics  which 
prior  to  its  organization  were  so  frequent  in  this  country. 

Professor  Moulton  says  that  it  has  recently  been  computed  "that  the 
Federal  Reserve  banks  as  a  whole  could  still  expand  the  total  volume 
of  credit  by  over  a  billion  dollars  before  the  reserves  of  the  system  as 
a  whole  would  be  down  to  the  limits  prescribed  by  law."  This  may  be 
so,  provided  they  can  continue  to  get  an  ever  expanding  outlet  for  their 
circulation,  which  now  stands  at  over  $2,800,000,000,  and  if  they  can 
maintain  or  continue  to  increase  their  reserve  deposits,  now  standing 
at  over  $1,800,000,000.  These  two  amounts  combined — $4,600,000,- 
000 — form  the  credit  extended  to  the  Federal  Reserve  banks  by  their 
member  banks  and  the  public,  against  which  they  are  required  to  keep  a 
minimum  gold  reserve  of  40  per  cent  on  the  former  (their  circulation) 
and  of  35  per  cent  on  the  latter  (their  reserve  deposits).  On  the  basis 
of  the  credits  thus  extended  to  them  and  of  their  gold  reserve  they 
have  loaned  to  member  banks  over  $2,100,000,000,  about  73  per  cent 
of  which  is  against  government  securities,  besides  which  they  carry 
government  obligations  amounting  to  $300,000,000  and  bankers'  ac- 
ceptances amounting  to  $585,000,000. 

Although  composed  of  twelve  individual  entities,  the  Federal  Reserve 
system  must  be  regarded  as  one  individual  whole.  The  financial  pres- 
sure is  not  felt  with  equal  force  all  over  the  country  at  the  same 
time,  but  varies  with  the  seasonal  requirements  of  different  sections. 
The  strength  of  the  system  lies  very  largely  in  cooperative  action  by 
the  twelve  banks,  which  finds  its  most  vital  expression  in  the  main- 
tenance of  the  Gold  Settlement  Fund  in  Washington.  The  policy  of 
the  Federal  Reserve  Board  is  to  treat  the  twelve  banks  as  integral 
parts  of  one  system.  This  is  necessarily  so.  Under  this  policy  it  is 
interesting  to  note  that  some  of  the  largest  Federal  Reserve  Banks 
have  recently  required  assistance  in  order  to  keep  their  reserves  up  to 
the  minimum  legal  requirements,  while  some  of  the  smaller  banks, 
which  a  few  months  ago  had  to  be  similarly  assisted,  now  stand  well 
to  the  top  of  the  list  in  their  percentage  of  reserves  to  deposits. 

The  ratio  of  total  reserves  to  net  deposits  and  Federal  Reserve  notes 
of  the  system  is  at  present  45  per  cent — the  lowest  point  yet  reached. 
A  year  ago  it  was  50  per  cent,  two  years  ago  62  per  cent,  three  years 
ago  77  per  cent,  and  four  years  ago  87  per  cent.  These  figures  clearly 
indicate  that  there  are  limits  to  the  Federal  Reserve  system,  as  there 
are  to  all  institutions  of  human  origin,  and  warrant  the  words  of  cau- 
tion used  by  Professor  Moulton:  "If  we  allow  the  situation  to  go  for- 
ward until  the  reserves  of  the  Federal  Reserve  system  have  been  re- 


Prices  and  Banking  Policy — Discussion  177 

duced  to  the  legal  minima  we  shall  be  in  precisely  the  same  situation 
that  we  have  always  been  in,  in  time  of  crisis,  namely,  with  a  funda- 
mental need  for  a  temporary  expansion  of  loans  with  which  to  tide 
the  business  world  over  a  threatening  financial  abyss,  but  with  utter 
inability  to  make  any  such  expansion."  Of  course,  the  Federal  Re- 
serve Board  has  authority  in  an  emergency  to  reduce  the  legal  reserve 
requirements  of  the  Federal  Reserve  banks  or  to  suspend  them  for  a 
stated  period,  but  panic  of  considerable  magnitude  would  doubtless 
prevail  before  such  action  would  be  taken,  or  it  might  follow  should 
such  action  be  taken.  It  certainly  behooves  us  to  call  a  halt  now  and 
to  give  due  heed  as  to  whither  we  are  drifting.  I  therefore  again  agree 
with  Professor  Moulton  that  in  the  light  of  the  present  situation  the 
reserves  of  the  Federal  Reserve  system  should  be  conserved  and  that 
the  only  effective  measure  available  to  the  Federal  Reserve  banks 
should  be  applied,  namely,  to  raise  the  discount  rates  on  all  lines  o£ 
paper  discounted  by  them.  This  policy  has  recently  been  adopted  so 
far  as  removing  the  preferential  rates  on  loans  secured  by  government 
obligations  is  concerned  and  has  already  had  the  effect  of  reducing 
somewhat  the  volume  of  such  loans,  which  is  good  as  far  as  it  goes, 
but  this  has  been  practically  offset  by  an  increase  in  commercial  paper 
rediscounted  and  bankers'  acceptances  purchased,  showing  the  cor- 
rectness of  Professor  Moulton  s  statement:  "If  member  banks  are 
compelled  to  reduce  their  borrowings  from  the  Federal  Reserve  banks 
on  'war  paper,'  the  result  will  merely  be,  so  long  as  a  demand  for  their 
funds  continues,  to  shift  the  borrowing  process  to  commercial  paper. 
There  would  then  be  no  change  in  the  total  amount  of  credit  extension 
by  the  Reserve  banks."  He  then  draws  attention  to  the  fact  that 
"Funds  may  be  drawn  from  Federal  Reserve  banks  by  an  indirect 
process,"  referring  to  their  purchases  of  acceptances  in  the  open 
market.  This  is  exactly  what  has  taken  place  since  the  rates  on  "war 
paper"  loans  were  raised.  He  then  reaches  the  inevitable  conclusion 
that  "If  the  total  volume  of  bank  loans  is  to  be  reduced  it  will  there- 
fore be  necessary  for  discount  rates  to  be  raised  on  all  classes  of 
paper  and  for  the  Federal  Reserve  banks  to  refuse  to  expand  their  own 
market  purchases." 

In  explanation  of  the  policy  of  the  Federal  Reserve  banks  in  regard 
to  discount  rates  as  heretofore  approved  by  the  Federal  Reserve  Board 
with  advice  of  the  Federal  Advisory  Council,  I  would  say  that  condi- 
tions confronting  them  have  prevented  the  application  of  recognized 
economic  principles.  The  controlling  factor  has  been  the  necessity  of 
the  government  for  credit  to  enable  it  to  prosecute  and  win  the  war. 
Not  only  had  the  Federal  Reserve  banks  to  make  such  rates  as  would 
enable  the  government  to  float  its  low  rate  securities  in  the  shape  of 
bonds  and  certificates  of  indebtedness,  but  they  had  to  take  charge  of 
these  issues  and  do  everything  they  could  to  induce  their  member  banks, 
at  their  own  expense,  to  help  distribute  them,  and  to  extend  to  their 
customers  who  bought  them  such  credit  as  was  necessary  at  correspond- 
ingly preferential  rates.     It  was  patriotism  that  for  the  time  being 
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displaced  or  disregarded  economic  laws  and  principles.  The  hope  for 
the  future  is  in  the  claim  of  the  Treasury  Department  that  after  its 
financing,  necessary  to  provide  for  its  certificates  maturing  within  the 
next  sixty  days  has  been  accomplished,  its  urgent  necessities  will  be 
out  of  the  way  and  its  requirements  will  thereafter  be  met  by  floating 
short  term  certificates,  issued  in  anticipation  of  the  quarterly  collec- 
tion of  federal  taxes.  Such  certificates  have  only  a  short  time  to 
run  and  the  certainty  of  their  payment  at  maturity  will  afford  them  a 
ready  market  with  the  large  taxpayers  as  well  as  with  the  banks.  It 
will  be  no  longer  necessary  to  arbitrarily  distribute  them  among  the 
banks  by  allotment  in  proportion  to  their  resources.  The  desire  to  have 
the  government  successfully  achieve  its  last  refunding  operations  in 
connection  with  its  $2,800,000,000  of  certificates  maturing  between 
December  15  and  February  28  was  the  principal  reason  why  the  dis- 
count rates  at  the  Federal  Reserve  banks  were  not  raised  on  all  lines 
of  paper  at  the  time  the  preferential  rates  on  paper  secured  by  gov- 
ernment bonds  were  withdrawn.  When  this  government  financing  is 
out  of  the  way,  as  it  is  expected  to  be  very  shortly,  there  is  little 
doubt  in  my  opinion  that  the  Federal  Reserve  banks  under  the  advice 
of  the  Federal  Reserve  Board  will  raise  their  rates  for  the  purpose  of 
checking  undue  expansion  of  credit  whenever  such  action  seems  neces- 
sary. Thus  they  will  secure  some  control  of  the  discount  market  which 
abnormal  conditions  have  so  far  prevented. 

There  is  just  a  possibility  that  after  we  get  through  with  this  gov- 
ernment financing  and  with  the  usual  first-of-the-year  operations  the 
borrowing  demands  of  the  member  banks  on  the  Reserve  banks  may 
perceptibly  fall  off  and  a  shrinkage  in  the  volume  of  Federal  Reserve 
notes  may  take  place.  This  would  occur  in  the  natural  course  of  events. 
If,  however,  in  the  interest  of  our  foreign  trade,  and  for  humanitarian 
and  ethical  reasons,  we  are  going  to  extend  to  European  countries  the 
credits  they  require  to  enable  them  to  obtain  from  us  the  foodstuffs 
and  raw  materials  they  so  urgently  need,  as  I  firmly  believe  we  should, 
there  is  small  prospect  of  the  demand  for  bank  credit  weakening  dur- 
ing the  year  1920.  If  the  government  should  assist  in  this  necessary 
European  financing,  as  I  also  think  it  should,  it  may  have  to  be  still 
further  financed  and  again  theories  may  have  to  be  suspended  in  view 
of  the  conditions  we  shall  have  to  face.  The  necessities  of  the  rail- 
roads for  large  amounts  of  credit  after  they  are  returned  to  their 
owners  is  another  important  factor  which  will  operate  in  maintaining 
a  strong  demand  for  bank  credit  for  some  time  to  come. 

Under  the  abnormal  conditions  now  prevailing  and  with  such  un- 
certainty as  to  future  developments,  there  can  be  no  doubt  that  the 
resources  of  the  Federal  Reserve  banks  should  be  conserved  as  much 
as  possible,  and  that  the  policy  of  the  member  banks  should  be  to  dis- 
criminate against  all  loans  for  speculative  purposes  and  to  make  care- 
ful investigation  as  to  the  use  to  be  made  of  all  monies  borrowed  from 
them  by  their  customers.  I  am  not  without  hope  that  if  such  policies 
are  pursued,  financial  panics  may  be  avoided  and  that,  notwithstand- 
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Ing  the  strain,  which  seems  inevitable,  the  Federal  Reserve  system  will 
prove  equal  to  it.  But  we  most  be  on  our  guard;  we  must  look  ahead 
and  not  strain  the  elasticity  of  the  system  to  the  breaking  point.  If 
its  reserves  continue  to  shrink,  the  brakes  must  be  applied  by  materi- 
ally raising  the  discount  rates. 

George  W.  Dowrie. — On  the  whole,  I  find  myself  quite  in  accord 
with  the  view  that  we  shall  not  witness  a  substantial  reduction  in  the 
price  level  until  we  have  passed  through  a  period  of  forced  liquidation 
and  the  ensuing  depression.  Both  the  consumptive  and  productive 
processes  must  be  rid  of  certain  elements  which  make  for  the  con- 
tinuation of  the  present  situation.  The  remedy  is  painful,  but  it  is 
not  reasonable  to  expect  that  our  present  exceedingly  strained  position 
can  be  effectively  relieved  by  any  mild  palliatives. 

The  protection  of  our  whole  credit  structure  has  been  placed  in  the 
hands  of  the  Federal  Reserve  Board  and  in  my  judgment  we  are  reach- 
ing the  place  where  they  will  have  to  apply  the  brakes  rather  vigorous- 
ly even  though  it  is  evident  that  such  action  will  result  in  unpleasant 
consequences.  Much  more  desirable  results  can  be  accomplished  by  a 
definite  policy  of  contraction  without  a  radical  increase  in  discount 
rates  than  by  forcing  liquidation  by  the  increase  of  rates  to  a  prohibi- 
tive figure.  The  latter  policy  would  increase  the  cost  of  doing  business 
to  an  intolerable  point  and  thus  work  against  the  very  object  for  which 
it  was  instituted.  One  cannot,  except  in  the  cases  where  certain  insti- 
tutions were  caught  "on  the  ragged  edge,"  attribute  the  recent  sweep- 
ing change  in  the  stock  exchange  situation  to  the  mere  mathematical 
difference  of  one  half  of  1  per  cent  between  the  old  and  new  rediscount 
rates,  especially  when  the  bank  securing  the  accommodation  could  lend 
at  from  10  to  30  per  cent,  approximately  seven  dollars  worth  of  deposit 
currency  for  every  dollar's  reserve  it  was  building  up  by  rediscounting 
at  4.75  per  cent.  It  was  the  pressure  exerted  by  the  Federal  Reserve 
Board  that  really  accomplished  the  desired  result.  A  study  of  the  dis- 
count rates  of  the  great  central  banks  of  Europe  with  their  remarkably 
small  range  of  variation  indicates  that  their  influence  over  the  money 
market  at  critical  times  has  not  been  wielded  through  resort  to  prohibi- 
tive discount  rates. 

Furthermore,  no  one  line  of  economic  activity  should  be  singled  out 
as  the  victim  of  the  deflation  process.  As  Professor  Moulton  points 
out,  the  reserves  accumulated  from  contraction  at  one  point  would  only 
be  available  for  greater  expansion  at  another,  with  the  result  that  no 
relief  from  a  high  price  level  would  actually  be  had. 

The  present  situation  differs  from  the  normal  period  of  inflation  in 
that  it  is  characterized  by  an  acute  scarcity  of  goods,  whereas  such 
periods  are  usually  characterized  by  a  large  volume  of  production. 
This  leads  one  to  venture  the  prediction  that  after  the  economic  sys- 
tem has  been  purged  of  extravagance  and  inefficiency,  including  certain 
phases  of  the  prevailing  labor  psychology  to  which  reference  has  been 
made,  the  revival  will  be  more  rapid  than  is  normally  the  case. 
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Certain  incidental  conclusions  which  Professor  Monlton  has  reached 
seem  to  need  some  modification  because  they  are  based  upon  an  over- 
wrought distinction  between  money  used  in  production  and  money  used 
in  exchange.  If  I  interpret  him  correctly,  he  takes  the  so-called  classi- 
cal writers  on  money  to  task  for  failing  to  observe  that  one  of  the  uses 
of  money,  beside  being  exchangeable  for  goods,  is  to  aid  in  the  pro- 
duction of  goods.  Just  how  money  functions  differently  in  the  produc- 
tive process  from  the  way  it  serves  the  consumptive  process  I  am  un- 
able to  comprehend.  Producers  obtain  money  or  deposit  currency 
merely  in  order  to  have  something  to  exchange  for  the  goods  and  ser- 
vices needed  for  carrying  on  the  particular  step  in  the  productive  pro- 
cess in  which  they  happen  to  be  engaged.  Consumers,  in  like  manner, 
obtain  money  or  deposit  currency  in  order  to  have  something  to  ex- 
change for  goods  and  services,  many  of  which  are  identical  with  the 
things  for  which  producers  are  offering  money  in  exchange. 

While  I  am  far  from  being  a  spokesman  for  the  quantity  theorists, 
I  am  sure  that  Professor  Fisher,  for  instance,  would  not  accept  the 
statement  that  the  quantity  theory  always  runs  in  terms  of  goods  al- 
ready produced  as  excluding  producers'  goods.  He  undoubtedly  would 
be  quite  willing  to  revise  his  picture  of  the  commodity  scale  pan  so  as 
to  include  wheat  as  well  as  bread,  and  shoe  machinery  as  well  as  shoes. 
While  it  is  true  that  our  mechanism  for  manufacturing  media  of  ex- 
change is  much  more  concerned  with  the  provision  of  funds  for  the 
productive  process  than  for  consumptive  uses,  the  resulting  money  and 
deposit  currency  function  in  exactly  the  same  way,  in  that  they  make 
the  demand  of  the  purchaser  of  goods  and  services  an  effective  demand. 

Professor  Monlton  is  quite  right  when  he  says  that  the  immediate 
effect  of  the  curtailment  in  the  volume  of  bank  currency  will  be  to  send 
prices  of  finished  goods  in  the  opposite  direction,  but  at  the  same  time 
a  chain  of  influences  will  have  been  started  which  will  tend  to  bring 
about  a  subsequent  lowering  of  prices  of  individual  commodities  and 
services,  and  hence  a  lower  level  of  prices.  Without  taking  in  detail 
his  various  groups  of  borrowers,  for  the  principle  involved  is  the  same 
throughout,  let  me  point  out  wherein  his  somewhat  overwrought  notion 
of  the  peculiar  use  of  money  in  production  leads  him  afield.  Now  a 
reduction  in  accommodations  by  the  banks  would  result  in  the  curtail- 
ment of  effective  demand  for  existing  producers'  goods  and  services, 
for  no  matter  how  early  a  stage  in  the  productive  process  his  efforts 
represent,  the  producer  like  the  consumer  is  a  buyer  of  existing  goods 
and  services.  In  a  competitive  market  the  supply  of  producers'  goods 
would  have  to  be  sacrificed  in  view  of  the  curtailed  demand  for  them. 

Because  of  their  ability  to  obtain  the  constituent  goods  and  services 
at  a  lower  cost,  granting  free  competition,  after  the  temporary  increase 
in  prices  has  passed,  purchasers  of  their  output  should  be  able  to  obtain 
it  at  a  lower  figure.  The  limitation  in  the  amount  of  available  purchas- 
ing power  would  force  some  firms  into  liquidation  and  there  would 
therefore  be  a  curtailment  of  subsequent  supplies  which  would  tend  to 
offset  the  influence  of  the  curtailed  demand,  but  it  has  invariably  been 
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the  case  that  the  psychological  effect  of  a  decreasing  demand  plus  the 
actual  shrinkage  has  outweighed  the  counter  effect  of  the  accompany- 
ing decreasing  supply.  As  for  the  point  that  fixed  charges  would  have 
to  be  distributed  over  a  smaller  number  of  units  of  product,  and  that 
therefore  the  price  of  goods  would  go  up  instead  of  down,  this  might 
be  the  case  in  a  few  industries  where  fixed  charges  were  so  important 
an  element  in  cost  as  to  more  than  offset  the  factors  I  have  mentioned, 
but  even  here  in  a  time  of  threatened  depression  the  payment  of  many 
of  the  so-called  fixed  charges  would  be  subjected  to  postponement. 

In  like  manner  the  contention  that  the  curtailment  of  building  oper- 
ations through  the  contraction  of  loans  would  tend  to  create  scarcity 
values  for  the  product  of  existing  plants  refers  only  to  a  temporary 
phenomenon.  The  producers  who  are  extending  an  old  plant  or  start- 
ing a  new  one  depend  upon  a  supply  of  loanable  funds  in  order  to 
make  effective  their  demand  for  labor,  cement,  steel,  glass,  etc.  If 
their  supply  of  funds  suffers  diminution,  the  prices  of  such  commodi- 
ties and  services  will  tend  to  fall  with  diminished  demand.  This  in- 
fluence will  spread  like  the  waves  propelled  by  the  force  applied  by  the 
traditional  pebble  thrown  into  the  pond.  Furthermore,  in  due  time, 
the  existing  plants,  for  the  reasons  stated  before,  will  because  of 
lowered  costs  turn  out  the  curtailed  supply  at  a  lower  price. 

Professor  Moulton,  in  his  discussion  of  the  effect  of  loans  for  con- 
sumptive purposes,  indicates  very  clearly  my  position  with  regard  to 
loans  for  productive  purposes  as  well.  "It  may  well  be  that  the  force 
of  original  demand  thus  augmented  by  borrowed  funds  has  served  to 
raise  the  price  of  consumers'  goods/'  "Producers' "  could  just  as  well 
be  substituted  for  "consumers' "  goods  in  the  quotation.  Moreover,  is 
not  the  converse  proposition  true?  May  not  a  reduction  in  loans  not 
only  to  consumers  but  to  producers  as  well  reasonably  be  expected  to 
lower  prices?  And  does  not  this  mean  in  the  case  of  the  latter  the 
ultimate  lower  production  costs  which  Professor  Moulton  insists  are  the 
sine  qua  non  of  a  reduced  cost  of  living? 

Finally,  there  is  the  problem  of  ridding  the  commercial  banking 
structure  of  two  billions  of  government  securities  which  ought  to  be  in 
the  strong  boxes  of  individuals  and  savings  institutions.  I  agree  that 
it  would  be  highly  undesirable  and  in  fact  quite  disastrous  to  our  eco- 
nomic system  if,  in  addition  to  the  curtailment  of  their  other  credit 
demands,  producers  had  to  have  the  market  for  their  securities  badly 
depressed,  if  not  thrown  into  a  chaotic  condition,  by  the  appearance 
of  a  competitor  of  such  magnitude. 

Notwithstanding  the  delicacy  of  the  task,  a  definite  policy  looking 
toward  the  absorption  of  these  government  obligations  should  be 
adopted  and  followed  out  as  rapidly  as  a  proper  regard  for  the  sta- 
bility of  the  credit  structure  will  permit.  Our  experience  with  the  sale 
of  Liberty  Bonds  and  thrift  stamps  has  shown  that,  after  all,  a  con- 
siderable volume  of  government  securities  will  be  absorbed  without 
injury  to  other  classes*  of  investment  or  curtailment  of  savings  accounts. 
Since  this  class  of  purchasers  buy  bonds  at  the  expense  of  consumption, 
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a  skillful  selling  campaign  would  work  a  two-fold  benefit  to  the  price 
situation. 

George  £.  Putnam. — One's  method  of  approach  to  the  question  of 
prices,  reconstruction,  and  banking  policy  is  so  intimately  dependent 
upon  one's  conception  of  the  forces  that  operate  to  determine  the  value 
of  money,  that  I  shall  state  briefly,  at  the  outset,  my  conception  of 
those  forces.  Using  Professor  Fisher's  familiar  terms,  my  conception 
of  the  equation  of  exchange  would  read,  MV=PT.  In  this  case, 
however,  M  represents  standard  money  only,  and  V  its  velocity  of  cir- 
culation. That  is  to  say,  the  gold  lying  in  the  United  States  Treasury 
as  a  reserve  against  United  States  notes,  together  with  the  gold  in 
bank  reserves,  is  not  really  idle.  It  is  constantly  at  work,  supporting 
in  varying  degrees  of  activity  the  numerous  forms  of  government  and 
bank  currency.  When  business  men  are  confident  of  the  future,  they 
borrow  and  extend  their  operations.  Bank  currency  (hence  the  velocity 
of  the  circulation  of  gold)  increases  in  volume.  The  first  effect  of 
confidence,  if  it  becomes  general,  is  a  rise  in  prices;  the  ultimate  effect, 
an  increase  in  the  volume  of  products.  I  make  no  attempt  to  analyse 
the  psychological  factor  which  governs  V,  namely,  confidence.  I  only 
know  that  it  may  be  precipitated  by  good  crop  prospects,  a  turn  in  the 
political  situation,  etc. ;  and  it  may  be  reenf orced  by  a  rise  in  the  price 
level  itself.  (This  is  only  another  way  of  saying  that  bank  currency 
may  be  an  immediate  cause  or  an  ultimate  effect  of  rising  prices.  Note 
the  somewhat  similar  relation  between  the  price  of  labor  and  the 
price  of  commodities.)  But  once  men's  confidence  is  thoroughly 
aroused  it  is  likely  to  run  riot.  It  easily  becomes  infectious.  A  few 
successful  ventures  blind  men  to  the  necessity  of  caution.  Sooner  or 
later  the  expansion  in  the  volume  of  trade  under  rising  prices,  and  the 
investment  of  capital  in  producers'  goods,  is  rudely  checked  by  rising 
wages  and  interest  rates.  Weaker  firms  fail,  blind  confidence  is 
shaken,  even  low-cost  firms  have  difficulty  in  maintaining  their  credit 
standing,  and  prices  fall.  The  conclusion  is  that,  without  any  change 
in  the  quantity  of  standard  money,  prices  may  rise  or  fall  according  to 
the  state  of  business  confidence. 

The  term  "business  confidence"  is  used  here  in  its  broadest  sense.  If 
a  government  issues  bonds  which  are  used  as  security  for  bank  loans, 
there  has  been  an  increase  in  confidence;  or  if  a  government  issues  in- 
convertible paper  money,  it  is  compelling  its  citizens  to  rely  upon  in- 
struments based  entirely  upon  confidence.  This  latter  point  is  im- 
portant, for  the  reason  that  many  writers  have  insisted  that  the  green- 
backs were  the  actual  standard  of  value  during  the  Civil  War.  In 
reply  to  this  contention,  I  would  merely  ask  the  question,  What  would 
have  happened  to  greenback  prices  after  1864  if  in  that  year  Congress 
had  raised  the  weight  of  the  gold  dollar  to  forty  grains? 

With  regard  to  the  other  side  of  the  equation  of  exchange,  I  be- 
lieve that  the  volume  of  trade  is  equally  important  in  explaining  price 
changes.     During  the  period  from  1873  to  1896,  for  instance,  there 


Prices  and  Banking  Policy — Discussion  188 

was  a  general  increase  in  the  productivity  of  labor  and  capital,  and  a 
general  decline  in  prices.  In  agriculture,  increased  productivity  was 
the  result  of  the  application  of  new  and  extensive  methods  of  cultiva- 
tion to  free  and  fertile  land.  In  industry,  there  were  introduced  not 
only  labor-saving  devices  but  also  the  economies  of  the  corporate  form 
of  business  organization.  Here  were  changes  in  the  volume  of  trade 
which  did  not  result  from  price  changes.  On  the  contrary,  they  con- 
tributed to  changes  in  the  price  level. 

If  it  is  true  that  increasing  productivity  may  reduce  prices  by  en- 
larging the  volume  of  trade,  is  not  also  the  converse  true,  namely, 
that  diminishing  productivity  may  help  to  raise  prices  by  reducing  the 
volume  of  trade?  For  the  time  being  the  war  has  clearly  diminished 
the  world's  productivity.  The  efforts  of  many  nations  have  been  ex- 
pended in  the  production  of  relatively  unproductive  goods  with  the  re- 
sult that  there  is  now  a  serious  shortage  of  consumers'  goods.  The 
cause  of  present  prices,  therefore,  cannot  be  attributed  solely  to  the 
increase  in  the  quantity  of  gold  and  confidence.  Some  account  must 
be  taken  of  diminished  productivity  for  which  the  price  level  has  not 
been  responsible. 

I  am  not  attempting,  in  this  brief  analysis,  to  discount  the  impor- 
tance of  the  quantity  of  "money"  as  a  factor  in  explaining  price  levels. 
I  am  merely  insisting  that  equations  of  exchange  prove  nothing,  that 
gold  money  has  utility  for  purposes  other  than  money,  that  other  things 
do  not  remain  equal,  that  every  period  is  one  of  transition,  and  that  in 
seeking  for  the  causes  of  price  changes  we  must  look  primarily  to  the 
forces  that  determine  the  volume  and  serviceability  of  standard  money, 
the  state  of  business  confidence,  and  the  volume  of  trade.  These  fac- 
tors, together  with  the  price  level  itself,  are  like  Professor  Marshall's 
illustration  of  the  balls  lying  in  a  bowl — they  mutually  govern  one 
another's  position. 

I  agree  with  Professor  Moulton  that  it  is  high  time  to  increase  ma- 
terially rediscount  rates.  Such  action  would  tend  to  check  the  specu- 
lative spirit  which  has  been  partly  responsible  for  the  upward  trend 
of  prices.  While  I  accept  the  doctrine  that  over  short  periods  of  time 
speculation  tends  to  stabilize  prices,  I  fail  to  see  that  the  same  holds 
true  over  long  periods.  In  the  psychology  of  human  nature  the  pendu- 
lum of  confidence — or  lack  of  confidence — always  swjngs  too  far,  pro- 
ducing in  the  end  a  violent  reaction.  The  sooner  overconfidence  is 
checked  the  better. 

I  am  not  fearful  that  the  increase  in  discount  rates  will  raise  prices 
by  raising  costs.  Here  again  we  must  take  into  consideration  the  fact 
that  there  is  an  interval  of  time  between  changes  in  cost  and  changes 
in  price.  It  should  be  noted  also  that  in  certain  lines  of  industry  our 
own  volume  of  producers'  goods  has  been  vastly  increased  during  the 
period  of  the  war;  and,  in  view  of  the  necessity  of  meeting  fixed 
charges  on  invested  capital,  higher  interest  rates  on  new  loans  need 
not  immediately  result  in  higher  prices  for  the  products  of  low  cost 
firms.    The  essential  point  is  that  higher  discount  rates  might  help  to 
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check  the  spirit  of  overconfidence  and  thereby  keep  prices  from  mount- 
ing higher.  In  any  case  it  would  better  prepare  us  for  the  outward 
movement  of  gold  which  is  bound  to  come. 

So  far  as  industrial  depression  is  concerned,  I  think  we  can  all 
safely  agree  that  it  will  come  "sooner  or  later."  According  to  all  the 
familiar  signs  we  are  already  approaching  the  top  of  a  business  cycle. 
But  there  are  extenuating  factors  in  the  situation,  factors  which  hare 
not  been  present  in  former  cycles.  Frankly,  I  think  a  good  deal  will 
depend  upon  our  credit  (confidence)  relations  with  Europe  as  to  how 
soon  the  period  of  reaction  will  set  in.  If  we  lavishly  extend  credit  to 
European  countries,  we  shall  unleash  the  forces  that  make  for  higher 
prices.  If  we  refuse  that  credit,  we  shall  have  more  of  our  own  pro- 
ducts in  our  own  markets  at  lower  prices.  I  think  we  can  be  certain  on 
only  one  thing,  namely,  the  sooner  the  reaction  comes  the  shorter  will 
be  its  duration. 

H.  G.  Moulton. — Owing  no  doubt  to  faulty  exposition  in  the  origi- 
nal draft  of  my  paper,  Mr.  Dowrie  has  completely  misinterpreted  my 
position  on  the  major  issue.  I  was  not,  in  fact,  making  any  distinc- 
tion between  capital  and  consumptive  goods;  my  distinction  is  between 
the  use  of  money  as  a  medium  for  exchanging  goods  that  have  already 
been  produced  (whether  consumptive  or  capital  goods)  and  the  use  of 
money  in  financing  the  production  of  the  goods  themselves.  It  was 
doubtless  my  comment  upon  the  quotation  from  the  Federal  Reserve 
Bulletin,  which  appeared  to  assume  that  an  increased  production  of 
capital  goods  would  not  require  the  use  of  funds,  that  threw  Mr. 
Dowrie  off  the  track.  It  is  true  that  most  of  the  writings  on  money 
as  a  medium  of  exchange  run  in  terms  of  the  exchange  of  consumers' 
goods  only;  but  adding  capital  goods  to  the  trade  side  of  the  equation 
does  not  in  any  sense  touch  my  criticism. 

The  point  is  that  a  producer  of  raw  materials,  for  example,  borrows 
funds  and  sets  labor  and  capital  to  work  in  digging  raw  materials  out 
of  the  earth.  These  borrowed  funds  (credit  currency,  if  you  please) 
are  not  used  in  this  case  for  exchanging  goods  that  are  already  in  the 
market  awaiting  sale;  they  are  used  to  produce  the  goods.  Similarly, 
when  a  manufacturer  borrows  funds  and  employs  industrial  energy  in 
manufacturing  raw  materials  into  finished  products,  he  is  not  merely 
exchanging  goods ;  he,  also,  is  producing  them.1  Likewise  the  middle- 
men who  borrow  funds  with  which  to  finance  their  operations  are  not 
merely  exchanging  goods ;  by  the  use  of  the  funds  required  in  financing 
their  operations  they  give  place  and  possession  utility  to  these  goods. 
And  as  everyone  realizes — upon  reflection — the  productive  process 
would  be  halted  to  the  approximate  degree  that  these  funds  were  not 
obtainable.  Money  is  of  course  serving  as  a  medium  of  exchange,  bat 
it  is  also  being  used  in  financing  the  production  of  goods;  and  unless 

i  Because  of  the  emphasis  upon  the  exchange  function  of  money  most  of  our 
banking  literature  assumes  that  bank  currency  functions  only  in  connection 
with  the  marketing  of  goods,  after  they  have  left  the  hands  of  the  manufac- 
turer. 
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one  keeps  this  fact  constantly  in  mind  he  will  fail  to  appreciate  the 
economic  effects  of  a  policy  of  loan  contraction, — or  for  that  matter 
of  a  policy  of  loan  expansion. 

Professor  Fisher  has  made  a  significant  admission  in  this  connection, 
in  stating  that  an  expansion  of  bank  loans  and  an  increase  in  the  quan- 
tity of  credit  may  be  attended  by  an  increase  in  the  quantity  of  goods. 
He  adds,  however,  that  when  once  these  goods  that  have  been  pro- 
duced by  the  use  of  the  borrowed  funds  have  passed  out  of  the  market 
the  expanded  credits  remain  and  thus  subsequently  raise  the  level  of 
prices.  In  this  assumption  that  credit,  once  utilized,  necessarily  re- 
mains an  active  price-determining  factor,  we  find  the  crux  of  the  whole 
question.  If  the  assumption  is  true,  very  nearly  the  entire  case  for  the 
quantity  theory,  as  Professor  Fisher  expounds  it,  must  be  granted.  If 
it  is  untrue,  however,  virtually  the  entire  analysis  falls  to  the  ground. 

In  support  of  the  statement  that  this  credit  remains  in  the  channels 
of  circulation  as  an  offer  against  goods  after  the  goods  originally  pro- 
duced with  these  borrowed  funds  have  passed  out  of  the  market,  I  have 
never  yet  seen  any  attempted  proof.  The  writers  who  make  this  state- 
ment have  never  followed  through  with  the  analysis.  The  complete 
cycle  is  as  follows:  The  original  loan  is  made  to  Mr.  Jones.  Mr. 
Jones  produces  goods  with  the  borrowed  funds.  The  goods  are  sold 
and  eventually  pass  out  of  the  market.  But  the  outstanding  credit 
does  not  remain  outstanding,  because  Mr.  Jones  pays  off  his  loan  at 
the  bank  and  thereby  reduces  the  amount  of  outstanding  credit.  In- 
deed, he  usually  pays  it  by  drawing  a  check  in  favor  of  the  bank 
against  a  deposit  account. 

Whether  a  new  loan  will  immediately  be  sought  and  granted  will 
depend  upon  the  conditions  obtaining  at  the  time  the  loan  is  paid.  And 
if  a  new  loan  is  made,  Mr.  Jones  will  again  use  the  borrowed  funds 
in  the  productive  process  and  thus  again  offset  the  new  credit  by  new 
goods. 

The  daily  and  weekly  variations  in  the  volume  of  loans  and  deposits ; 
the  seasonal  fluctuations;  and  the  alternate  expansion  and  contraction 
in  the  different  periods  of  the  business  cycle — all  offer  conclusive 
evidence  against  the  validity  of  the  assumption  in  question.  The 
mechanical  conception  of  a  total  quantity  of  monetary  counters  and  a 
total  quantity  of  (produced)  goods  serves  merely  to  obscure  the  reali- 
ties of  the  price-making  process. 


THE  RAILWAY  PROBLEM— DISCUSSION1 

Samuel  O.  Dunn. — My  assignment  is  to  discuss  the  Plumb  plan 
in  its  relation  to  efficiency  of  railroad  operation. 

Efficiency  of  operation  consists  in  running  a  railroad  as  economically 
as  is  compatible  with  paying  reasonable  wages  to  employees  and  ren- 
dering good  service  to  the  public.  It  would  be  impossible  within  the 
time  at  my  disposal  to  discuss  the  Plumb  plan  in  relation  both  to  the 
effects  it  seems  to  me  it  would  have  upon  the  quality  of  the  railroad 
service  rendered  and  those  it  would  have  upon  the  cost  of  providing  the 
service.  Therefore,  I  shall  confine  myself  to  the  discussion  of  its  prob- 
able effects  upon  the  cost  of  providing  the  service. 

The  same  limitation  of  time  will  make  it  necessary  for  me  to  assume 
that  we  are  trying  to  decide  merely  between  private  management,  on 
the  one  side,  and  management  under  the  Plumb  plan,  on  the  other. 
Many  persons  believe  that  government  management  would  in  the  long 
run  be  superior  to  either  private  management  or  the  Plumb  plan;  but 
time  will  not  permit  me  to  touch  upon  government  management. 

The  efficiency  with  which  a  railroad  system  is  operated  depends, 
first,  upon  brains;  second,  upon  capital,  as  represented  chiefly  by  the 
physical  facilities  provided;  and,  third,  upon  manual  labor. 

The  most  important  of  these  is  brains.  Some  people  seem  to  think 
that  after  a  railroad  is  built  and  running  its  efficient  operation  be- 
comes more  or  less  a  matter  of  routine.  The  truth  is,  there  never  was 
a  time  in  the  history  of  the  United  States  when  its  railroads  were  con- 
fronted with  so  many  problems  the  solution  of  which  will  require  fore- 
sight, initiative,  courage,  and  administrative  capacity  of  the  highest 
order  as  now.  The  productive  capacity  of  the  country  has  outgrown 
the  carrying  capacity  of  the  railroads.  There  can  be  no  further  sub- 
stantial increase  of  production  until  the  capacity  of  the  railways  has 
been  substantially  increased.  The  welfare  of  the  nation  demands  that 
this  increase  of  transportation  capacity  shall  be  obtained  at  the  least 
practicable  cost;  and  it  will  require  ability  of  a  high  order  to  do  this. 

Again,  there  has  been  an  enormous  increase  in  the  cost  of  operation 
within  recent  years,  owing  mainly  to  advances  in  the  prices  of  ma- 
terials, equipment  and  fuel,  and  to  advances  in  the  wages  and  reduc- 
tions in  the  working  hours  of  labor.  Labor  already  is  asking  for  still 
further  large  advances  in  wages.  To  reduce  the  cost  of  operation  sub- 
stantially,— or,  if  there  are  to  be  any  more  advances  in  wages  and 
prices,  to  keep  it  from  advancing  still  further, — will  also  require  the 
exercise  of  great  ability  and  energy.  The  best  brains  available  will 
be  required  to  raise  capital  on  the  best  practicable  terms  and  to  see 
that  it  is  invested  where  it  will  do  the  most  good.  They  will  also  be 
needed  to  devise  and  put  into  effect  the  operating  methods  needed  to 
enable  the  railways  to  make  the  best  possible  use  of  their  facilities, 

*The  discussion  of  the  railway  problem  was  opened  by  an  address  by  Mr. 
Glenn  E.  Plumb.  Mr.  Plumb  was  not  able  to  furnish  a  manuscript  of  his  ad- 
dress, and  it  is  therefore,  with  regret,  omitted  from  the  Peoceiuxgs. 
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thereby  transporting  the  maximum  practicable  traffic  while  giving  the 
best  practicable  service  at  the  least  practicable  cost. 

For  the  purposes  of  discussion  we  distinguish  between  brains  and 
labor.  But  there  is  no  labor  so  painful  and  exhausting  as  the  hard  and 
prolonged  use  of  the  brain ;  and  on  the  other  hand  most  manual  labor 
is  valuable  in  proportion  not  merely  to  the  physical  exertion  but  also 
to  the  intelligence  of  those  who  perform  it.  There  is  an  immense 
amount  of  latent  brain  power  among  the  railway  employees  of  this 
country.  This  is  illustrated  by  the  fact  that  a  large  majority  of  the 
great  railway  managers  have  risen  from  the  ranks  of  the  employees. 
But  while  intelligence  on  the  part  of  labor  is  essential  to  its  greatest 
efficiency,  that  intelligence  on  the  part  of  labor  is  not  necessarily  ac- 
companied by  the  power  of  initiative,  but  is  chiefly  valuable  because  it 
enables  labor  to  do  better  the  tasks  assigned  by  those  who  work  chiefly 
with  their  brains.  Therefore,  in  a  broad  way,  the  distinction  between 
brains  and  labor  is  valid. 

Transportation  costs  are  of  two  kinds,  capital  costs  and  operating 
costs.  These  two  kinds  of  costs  are  often  discussed  as  if  they  are 
independent  of  each  other.  In  fact,  they  are  interdependent.  The 
operating  costs  of  every  railroad  system  are  determined  very  largely 
by  the  amount  of  capital  that  has  been  invested  in  it  and  the  way  it  has 
been  invested.  The  first  requisite  to  efficient  operation  is  the  raising 
and  the  wise  investment  of  sufficient  capital  to  provide  facilities  enough 
to  handle  the  available  traffic.  Traffic,  and  especially  freight  traffic, 
can  be  most  economically  handled  in  large  units ;  that  is,  in  large  cars 
and  in  long  trains.  In  order  that  freight  may  be  handled  in  large 
units  it  is  necessary  not  only  to  provide  large  cars  and  to  equip  them 
so  that  they  can  be  handled  in  long  trains,  but  also  to  reduce  the 
grades  of  the  tracks  and  eliminate  the  curvature  from  them,  and  more- 
over to  provide  the  right  kind  of  power  for  moving  long  trains.  This 
power  may  be  large  and  heavy  steam  locomotives,  or  it  may  take  the 
form  of  electrical  installations  and  locomotives.  As  the  traffic  grows, 
and  the  size  of  carloads  and  trainloads  increases,  there  must  be  pro- 
vided sufficient  second,  third,  fourth,  and  even  additional  tracks,  long 
passing  tracks,  large  yards  and  terminals,  etc.  Without  sufficient 
facilities  of  these  kinds  economical  operation  is  impossible.  The  de- 
termination of  what  improvements  in,  and  additions  to,  the  physical 
facilities  shall  be  made  requires  engineering,  operating,  and  executive 
ability  of  the  highest  order.  Increased  investment  means  that  in- 
creased fixed  charges  must  be  paid.  The  object  always  is  to  effect  a 
reduction  of  operating  expenses  which  will  exceed  the  interest  and 
dividends  that  must  be  paid  upon  the  increased  investment.  If  this 
object  is  not  attained  the  additional  investment  made  will  cause  a  loss 
instead  of  a  gain  to  the  owners  of  the  railroads. 

Once  the  improved  and  additional  facilities  have  been  provided 
there  remains  to  be  solved  the  problem  of  so  operating  the  railroads  as 
to  make  the  most  efficient  possible  use  of  their  facilities.  The  solu- 
tion of  this  problem  is  hardly  less  difficult  than  that  of  investing  capi- 
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tal  in  such  a  way  .as  to  provide  just  the  kind  of  facilities  needed.  The 
operating  organization  of  a  railroad  system  is  very  large,  and  includes 
a  great  majority  of  all  its  officers  and  employees.  It  maintains  and 
keeps  in  running  order  the  locomotives  and  cars;  it  maintains  the 
tracks  and  permanent  structures  of  all  kinds ;  it  works  out  all  the  train 
schedules,  and  makes  up,  runs,  and  breaks  up  all  the  trains ;  it  loads 
and  unloads  all  the  less-than-carload  freight  traffic;  it  manages  all  the 
freight  and  passenger  stations.  The  efficient  operation  of  a  large 
railroad  is  an  administrative  task  of  gigantic  proportions  which  re- 
quires as  great  ability  as  any  administrative  task  in  industry. 

It  is  claimed  that  under  the  Plumb  plan  the  efficiency  with  which  our 
railroads  are  operated  would  be  increased.  It  also  has  been  claimed 
that  under  private  management  our  railroads  have  been  inefficiently 
operated.  There  are  two  kinds  of  comparisons  which  could  be  made 
to  determine  whether  they  were  inefficiently  operated  under  private 
managment. 

First,  the  conditions  surrounding  them  and  the  operating  results  ob- 
tained could  be  compared  with  those  of  railways  in  other  countries. 
This,  however,  would  take  much  time  and,  of  course,  I  shall  not  under- 
take it  here,  although  I  have  done  so  elsewhere.  It  will  have  to  suffice 
to  say,  what  every  student  of  railway  management  knows,  that  our  rail- 
ways have  handled  their  traffic  at  lower  unit  costs  and  at  relatively 
lower  rates  than  any  other  railroads. 

Secondly,  we  may  compare  the  conditions  surrounding,  and  the  oper- 
ating results  of,  our  railways  in  the  last  year  of  private  operation, 
1917  for  example,  with  those  of  some  earlier  year,  as  1907.  If  we 
find  that  their  operating  results  when  private  operation  was  terminated 
were  greatly  superior  to  what  they  were,  say,  ten  years  before,  this 
will  throw  some  light  on  whether  they  were  efficiently  managed  dur- 
ing those  ten  years.  If  the  operating  results  of  an  individual  railroad, 
or  a  railroad  system,  are  constantly  improving  this  affords  very  good 
ground  for  contending  that  it  is  being  efficiently  managed. 

I  believe  that  the  best  standard  for  determining  whether  a  concern 
or  an  industry  is  being  efficiently  managed  is  the  extent  to  which  the 
service  rendered  or  the  product  made  by  it  is  increasing  or  decreasing 
in  proportion  to  the  amount  of  human  labor  used.  From  an  economic 
standpoint  the  main  thing  which  all  men  want  is  either  an  increase  in 
the  necessities,  comforts,  and  luxuries  which  they  receive  for  the  work 
they  do,  or  a  reduction  in  the  amount  of  work  they  have  to  do  in  order 
to  get  the  necessities,  comforts,  and  luxuries  which  they  receive.  There 
is  only  one  way  in  which  mankind  as  a  whole,  or  the  people  of  any 
country  as  a  whole,  can  get  more  necessities,  comforts,  and  luxuries 
than  they  now  get  for  the  same  work,  or  the  same  necessities,  comforts, 
and  luxuries  for  less  work,  and  that  is  by  increasing  the  amount  of 
these  things  produced  in  proportion  to  the  amount  of  human  labor  used 
in  producing  them.  Now  transportation  is  one  of  the  most  essential 
factors  in  modern  production;  and  the  fewer  men  there  are  employed 
in  furnishing  adequate  transportation  for  the  country's  commerce,  the 
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more  there  will  be  that  can  be  employed  in  the  industries  that  produce 
the  things  that  enter  into  that  commerce,  and,  therefore,  other  things 
being  equal,  the  more  things  there  will  be  produced  in  proportion  to 
the  total  amount  of  work  done. 

The  year  ended  on  June  30,  1907,  and  the  year  ended  on  December 
81,  1917,  were  both  years  of  record-breaking  railroad  traffic.  There- 
fore, it  is  fair  to  compare  the  operating  results  of  the  railroads  in 
those  two  years.  They  met  certain  great  difficulties  in  handling  their 
business  in  the  latter  part  of  1917  owing  to  complications  created  by 
the  war,  but  our  comparisons  will  not  be  vitiated  by  ignoring  these. 
The  units  of  railroad  service  are  the  ton  carried  one  mile  and  the 
passenger  carried  one  mile.  In  1907  the  number  of  passengers  car- 
ried one  mile  for  each  person  employed  on  the  railroads  was  16,577, 
while  in  1917  it  was  22,781,  an  increase  of  87  per  cent.  The  number 
of  tons  carried  one  mile  per  employee  in  1907  was  141,501,  while  in 
1917  it  was  227,686,  an  increase  of  61  per  cent.  There  were  no  sub- 
stantial changes  between  these  years  in  the  hours  of  work  or  the  hard- 
ships endured  by  employees,  and  therefore  these  statistics  faithfully 
reflect  the  increase  which  was  made  in  the  amount  of  transportation 
service  rendered  in  proportion  to  the  amount  of  human  labor  used. 

How  was  this  great  increase  in  the  amount  of  transportation  service 
rendered  in  proportion  to  the  amount  of  human  labor  performed  ob- 
tained? It  was  obtained  mainly  in  the  ways  that  I  have  already  inti- 
mated, namely:  first,  by  the  investment  of  capital  to  provide  additional 
and  better  facilities;  and,  second,  by  the  adoption  of  improved  oper- 
ating methods. 

In  1907  the  book  cost  of  road  and  equipment  of  the  railroads  per  em- 
ployee, as  reported  to  the  Interstate  Commerce  Commission,  was 
$7792,  while  in  1917  it  was  $10,681.  Many  criticisms  have  been 
passed  upon  the  statistics  of  book  cost  of  road  and  equipment  upon  the 
ground  that,  especially  prior  to  1907,  they  have  not  represented  actual 
investment.  It  is  generally  conceded,  however,  that  the  reports  since 
1907  have  represented  actual  investment,  and  if  this  is  the  case  there 
was  made  in  the  ten  years  ended  with  1917  an  investment  of  almost 
$8000  for  every  person  employed.  For  that  amount  of  money  you 
could  buy,  until  recent  advances  in  price,  a  Marmon  or  a  Packard 
automobile.  I  use  that  illustration  to  show  how  large  and  valuable  was 
the  addition  made  in  those  ten  years  to  the  facilities  that  were  provided 
by  railroad  capital  and  brains  in  order  to  increase  the  amount  of 
transportation  service  that  could  be  rendered  with  a  given  expenditure 
of  human  labor. 

The  results  of  the  investment  of  this  new  capital  and  of  the  im- 
provements which  were  made  in  operating  methods  are  shown  by  the 
statistics  of  the  Interstate  Commerce  Commission.  The  average  ca- 
pacity of  freight  cars  was  increased  from  84  tons  to  almost  89  tons. 
The  average  tractive  power  of  locomotives  was  increased  from  25,823 
pounds  to  88,982  pounds.  The  average  tons  hauled  per  car  was  in- 
creased from  almost  20  tons  to  almost  25  tons.    The  average  number 
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of  tons  hauled  per  train  was  increased  from  357  tons  to  597  tons,  or 
67  per  cent. 

I  suppose  it  is  hardly  necessary  to  present  any  argument  to  demon- 
strate that  this  increase  of  railroad  operating  efficiency  was  not  doe 
mainly,  or  even  largely,  to  manual  labor.  There  is  very  good  reason 
for  believing  that  the  average  railroad  employee  actually  did  not  do 
as  much  hard  manual  labor  in  1917  as  he  did  in  1907,  although  he 
may  have  had  to  use  more  intelligence.  This  increase  of  efficiency  was 
due  almost  entirely  to  the  investment  of  capital  and  to  the  use  by  the 
directors  and  officers  of  the  companies  of  their  brains. 

Perhaps  it  may  be  suggested  that  this  large  increase  of  investment 
was  accompanied  by  a  large  increase  in  the  return  which  had  to  be 
paid  to  capital  in  proportion  to  the  amount  of  business  moved,  and  that 
this  kept  down  the  wages  of  labor.  On  the  contrary,  the  average  wage 
per  employee  increased  from  $641  in  1907  to  $1003  in  1917,  or  over 
56  per  cent.  I  do  not  contend  that  the  wages  paid  to  railway  em- 
ployees were  sufficient,  but  I  do  contend  that  the  fact  that  this  large 
increase  in  wages  was  not  accompanied  by  any  advances,  but  by  actual 
declines,  in  the  average  rates  charged  to  the  public,  and  that  never- 
theless most  of  the  railroads  remained  solvent,  makes  it  evidence  of 
efficient  operation.  Meantime,  the  return  paid  to  capital  in  proportion 
to  the  amount  of  traffic  handled  actually  declined;  or,  to  state  the 
matter  another  way,  the  amount  of  traffic  handled  increased  more  in 
proportion  than  the  interest  and  dividends  which  were  paid.  In  1907 
the  number  of  passengers  moved  one  mile  for  each  dollar  of  interest 
and  dividends  paid  was  48,  while  in  1917  it  was  51,  an  increase  of  6 
per  cent  In  1907  the  number  of  tons  of  freight  carried  one  mile  for 
each  dollar  of  interest  and  dividends  paid  was  416,  while  in  1917  it 
was  512,  an  increase  of  23  per  cent.  In  spite  of  the  advance  of  56  per 
cent  in  the  average  wage  of  railroad  labor  the  increase  in  the  efficiency 
of  operation  was  so  great  that  in  1917  the  amount  of  traffic  handled 
for  each  dollar  of  wages  paid  was  about  the  same  as  in  1907.  The 
number  of  passengers  carried  one  mile  for  each  dollar  of  wages  paid 
in  1907  was  25,  while  in  1917  it  was  22,  a  small  decrease.  The  num- 
ber of  tons  of  freight  moved  one  mile  for  each  dollar  of  wages  paid 
in  1907  was  211,  while  in  1917  it  was  226,  a  small  increase.  Not 
only  did  the  amount  of  interest  and  dividends  paid  increase  relatively 
less  during  this  period,  in  spite  of  the  large  increase  in  investment, 
than  did  the  traffic  handled,  but  there  was  also  a  decline  in  the  per- 
centage of  return  earned  upon  the  nominal  investment.  The  average 
return  earned  on  the  book  cost  of  road  and  equipment  in  1907  was  5.61 
per  cent,  while  according  to  the  latest  statistics  of  the  Interstate  Com- 
merce Commission  in  1917  it  was  only  5.39  per  cent.  The  statistics 
demonstrate  not  only  that  there  was  a  great  increase  of  efficiency  but 
that  labor  benefited  more  in  proportion  by  it  than  did  capital. 

The  organizations  by  which  these  operating  results  were  obtained 
under  private  management  are  familiar  to  all.  First,  there  is  the 
board  of  directors,  which  usually  is  composed  of  bankers,  railway 
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officers,  and  other  business  men.  It  chooses  a  chairman,  who  is  the 
chief  financial  officer  of  the  company,  and  a  president,  who  is  its  chief 
administrative  officer.  Often  the  same  man  is  both  chairman  and 
president.  The  other  principal  officers  of  the  company  are  appointed 
by  the  board  on  the  recommendation  of  the  president.  The  higher 
officers  of  our  railroads  almost  invariably  have  risen  from  the  ranks. 
In  no  other  business  in  the  world  have  promotions  been  so  nearly  uni- 
formly based  on  experience  and  proved  ability.  The  higher  officers 
have  selected  the  other  officers,  and  in  their  cases  also  appointments  or 
promotions  almost  always  have  been  based  on  experience  and  proved 
ability. 

What  is  the  organization  which  Mr.  Plumb  proposes  to  set  up  in 
place  of  this?  First,  there  is  to  be  a  board  of  fifteen  directors,  one 
third  of  whom  will  be  appointed  by  the  President  of  the  United  States, 
one  third  by  the  railway  officers,  and  one  third  by  the  employees. 
The  officers  will  be  merely  employees,  and  therefore  two  thirds  of 
the  directors  will  be  elected  by  the  employees.  It  is  easy  to  criticise 
the  personnel  of  the  present  boards  of  directors,  but  at  least  they  usu- 
ally have  been  composed  of  able  and  experienced  business  men  who 
have  been  stockholders,  who  have  taken  some  pains  to  know  some- 
thing about  the  conditions  and  the  needs  of  the  railroads  of  which 
they  have  been  directors,  and  who  have  had  a  strong  incentive  to  try 
to  cause  the  railways  to  be  efficiently  operated.  Is  it  logical  to  as- 
sume that  the  board  of  directors  which  Mr.  Plumb  proposes  shall  be 
created  for  all  the  railways  would  have  as  well  qualified  a  personnel  as 
the  present  boards?  If  we  may  judge  by  our  past  governmental  ex- 
perience, will  the  directors  appointed  by  the  President  be  able  and 
experienced  business  men  or  able  and  experienced  railroad  men  ?  How 
are  the  20,000  railway  officers,  who  are  scattered  all  over  the  United 
States,  and  rank  all  the  way  from  trainmasters  and  roadmasters  to 
presidents,  to  be  able  intelligently  to  select  five  men  who  will  be  espe- 
cially qualified  to  serve  as  directors  ?  How  are  the  railroad  employees 
who  are  scattered  all  over  the  United  States,  and  are  of  all  ranks 
from  section  laborers  who  cannot  speak  English  to  locomotive  engi- 
neers, intelligently  to  select  five  employees  who  will  be  especially 
qualified  to  serve  as  directors?  It  seems  not  unreasonable  to  conclude 
that  the  President  will  appoint  directors  for  political  reasons  and  that 
the  employees  will  elect  labor  leaders.  Most  politicians  and  labor 
leaders  would  have  few  qualifications  for  directors. 

Besides,  this  board  must  direct  the  operation  of  all  the  railways  of 
the  United  States.  Where  could  you  find  fifteen  men  wno  would  know, 
or  who  could  learn,  enough  about  all  the  railroads  of  the  United  States 
intelligently  to  direct  the  operation  of  all  of  them  and  who  would  ac- 
cept appointments  or  election? 

The  Plumb  plan  provides  in  addition  that  the  railways  may  be 
divided  into  districts  and  district  railway  councils  created,  one  third 
of  whose  members  shall  be  appointed  by  the  board  of  directors,  one 
third  by  the  railway  officers  in  the  district,  and  one  third  by  the  em- 
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ployees  in  the  district.  What  kind  of  system  of  election  could  be  de- 
vised which  would  give  any  reasonable  assurance  that  the  personnel 
of  these  councils  would  be  competent?  And  yet  to  them  the  board  of 
directors  may  delegate  the  exercise  of  all  of  its  authority  that  it 
sees  fit. 

The  board  of  directors  of  a  corporation,  after  having  selected  its 
executive  officers,  becomes  mainly  a  legislative  body.  The  administra- 
tion of  the  business  is  left  in  the  hands  of  the  executive  officers,  and 
therefore  the  success  of  the  management  depends  almost  entirely  upon 
whether  able  or  incapable  administrators  are  selected.  It  requires 
ability  to  recognize  ability.  Would  a  board  of  directors  and  district 
railway  councils  thus  constituted  select  as  fit  men  to  manage  the  rail- 
ways as  have  been  selected  under  private  ownership?  Would  they 
give  them  a  free  hand  in  selecting  their  subordinates,  in  determining 
when  and  how  new  capital  should  be  invested,  what  operating  policies 
should  be  adopted,  and  how  the  discipline  of  employees  should  be  car- 
ried out?  I  think  I  know  the  answers  to  these  questions  and  I  think 
you  know  them.  The  executive  officers  selected  almost  certainly  would 
not  be  as  able  men  as  those  who  have  been  selected  under  private  man- 
agement, and  they  almost  certainly  would  not  be  free  from  meddle- 
some interference  by  the  board  of  directors  and  especially  by  the  dis- 
trict railway  councils.  But  every  one  familiar  with  railroad  manage- 
ment, or  any  other  kind  of  business  management,  knows  that  the  beat 
plans  for  the  investment  of  capital  and  for  the  operation  of  a  property, 
and  the  initiative  and  energy  necessary  for  carrying  them  out,  are  and 
can  be  furnished  by  only  a  relatively  few  men,  and  that  therefore  the 
results  gained  depend  mainly  upon  the  opportunity  and  freedom  of 
action  accorded  to  those  men.  Men  of  ideas  and  initiative  will  not  go 
into  or  stay  in  any  business  where  they  do  not  have  opportunity  to  use 
their  abilities.  The  Plumb  plan  would  speedily  drive  men  of  ability 
out  of  the  railroad  business  and  prevent  other  men  of  ability  from 
going  into  it  The  railroad  organization  under  it  rapidly  would  be- 
come an  organization  with  a  greatly  reduced  amount  of  brains. 

As  I  have  pointed  out,  the  raising  and  wise  investment  of  adequate 
capital  is  one  of  the  principal  essentials  to  efficient  operation.  There  is 
nothing  in  the  Sims  bill,  which  has  been  introduced  in  Congress  at  the 
request  of  advocates  of  the  Plumb  plan,  which  provides,  so  far  as  I 
can  find,  for  the  raising  of  the  vast  amounts  of  new  capital  which 
must  be  invested  year  by  year  to  secure  the  rendering  of  transporta- 
tion at  the  lowest  practicable  economic  cost.  It  could  not  be  provided 
from  net  earnings,  for  the  amount  of  new  capital  required  by  the  rail- 
roads annually  has  often  in  the  past,  and  will  often  in  the  future,  ex- 
ceed their  annual  net  earnings.  Much  the  greater  part  of  the  new 
capital  would  have  to  be  raised,  if  raised  at  all,  by  the  issuance  and 
sale  of  government  bonds.  This  would  have  to  be  provided  for  by 
Congress.  What  kind  of  fight  do  you  think  there  would  be  in  Con- 
gress every  year  when  the  board  of  directors  went  to  it  and  asked  it 
to  provide  for  an  issue  of  one  or  two  billions  of  dollars  in  bonds,  the 
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receipts  from  the  sale  of  which  were  to  be  spent  in  ways  about  which 
Congress  would  have  absolutely  nothing  to  say?  I  cannot  conceive 
that  Congress  would  provide  the  needed  capital,  and  therefore  I  can- 
not conceive  that  the  improvements  needed  to  secure  the  most  eco- 
nomical operation  of  the  railroads  would  be  made.  Even  if  Congress 
did  find  the  money,  it  requires  brains  as  well  as  money  to  make  ade- 
quate improvements  in  the  right  way,  and  the  necessary  brains,  for 
reasons  I  have  stated,  would  not  be  forthcoming  under  the  Plumb 
plan. 

But,  it  is  said,  great  economics  would  be  effected  by  unified  oper- 
ation. The  Director  General  of  Railroads,  Mr.  Hines,  speaking  from 
an  experience  which  probably  qualifies  him  to  speak  as  authoritatively 
as  anybody,  has  stated  that  practically  all  the  benefits  that  can  be  de- 
rived from  unified  operation  already  have  been  secured  under  govern- 
ment control.  I  believe  that  statement  is  correct.  I  always  did  think 
that  the  benefits  that  could  be  derived  from  unification  were  enor- 
mously exaggerated,  while  the  losses  it  would  cause  were  usually  min- 
imised or  disregarded;  and  our  experience  with  government  operation 
has  confirmed  that  view.  As  I  have  already  pointed  out,  the  great* 
economies  always  have  been  obtained  by  handling  traffic  in  larger  and 
larger  units.  This  handling  of  traffic  in  large  units,  as  I  have  pointed 
out,  has  been  obtained  partly  by  large  capital  expenditures  and  partly 
by  improved  operating  methods.  The  railroad  labor  organizations 
would  be  extremely  influential  under  the  Plumb  plan;  and  the  four 
most  powerful  labor  organizations  for  years  have  resisted  the  increas- 
ing of  trainloads.  Largely  to  defeat  the  main  effect  of  increasing  train- 
loads,  which  is  to  reduce  the  number  of  men  required  to  handle  a 
given  amount  of  traffic,  they  got  many  state  laws  passed  to  increase  the 
number  of  men  that  must  be  employed  in  a  train  crew.  Later  they 
tried  to  get  legislation  passed  to  limit  a  freight  train  arbitrarily  to  fifty 
cars.  They  have  also  tried  to  get  other  measures  adopted  for  the 
purpose  of  preventing  the  railways  from  using  operating  methods  in- 
tended to  reduce  the  nmber  of  men  required  to  handle  a  given  amount 
of  traffic. 

Wages  constitute  about  60  per  cent  of  railroad  operating  expenses. 
How  are  you  going  to  reduce  the  labor  cost  of  transportation  without 
either  reducing  wages  or  increasing  the  amount  of  traffic  handled  in 
proportion  to  the  number  of  men  employed?  The  second  largest  item 
of  railroad  expenses  is  the  cost  of  fuel.  The  most  effective  way  to 
reduce  the  amount  of  fuel  consumed  in  proportion  to  the  amount  of 
traffic  handled  is  to  increase  the  size  of  the  carload  and  trainload  in 
which  traffic  is  handled.  How  are  you  going  substantially  to  reduce 
the  fuel  bill  unless  you  increase  the  size  of  the  units  in  which  traffic 
is  handled?  The  cost  of  labor  and  of  fuel  combined  constitutes  about 
80  per  cent  of  the  operating  expenses  of  the  railroads,  the  remaining 
expenses  being  incurred  chiefly  in  the  purchase  of  materials  and  sup- 
plies. How  could  any  substantial  reduction  of  operating  expenses  be 
made  under  the  Plumb  plan  or  any  other  plan  if  employees  success- 
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fully  resisted  the  adoption  of  measures  to  reduce  the  labor  bill  and 
the  fuel  bill? 

But,  it  is  said,  under  the  Plumb  plan  the  officers  and  employees 
would  have  a  powerful  incentive  to  reduce  expenses  because  they 
would  get  one  half  of  any  surplus  that  was  earned.  I  could  give  some 
very  good  reasons  for  believing  that  no  surplus  would  be  earned.  One 
of  these  is  that  salaries  and  wages  would  be  fixed  by  a  board  com- 
posed entirely  of  representatives  of  the  officers  and  employees,  and  I 
believe  officers  and  employees  would  have  a  much  more  powerful  in- 
centive to  raise  their  salaries  and  wages,  all  of  which  would  go  to  them, 
than  to  try  to  earn  a  surplus,  only  one  half  of  which  would  go  to  them. 
Even  if  it  were  certain  there  would  be  a  surplus  to  be  divided,  I  do 
not  believe  that  would  have  any  considerable  effect  upon  efficiency. 
For  reasons  I  have  pointed  out,  there  would  not  be  as  much  brains  dis- 
tributed among  railway  officers  as  there  are  now,  and  the  best  inten- 
tions and  the  most  laborious  effort  never  have  been  and  never  will  be 
a  good  substitute  for  brains. 

As  to  the  employees,  I  do  not  believe  that  average  human  nature 
will  be  changed,  or  average  human  intelligence  very  greatly  increased 
over  night,  by  the  adoption  of  the  Plumb  plan.  Now,  the  average 
human  nature  and  the  average  human  intelligence  represented  by  rail- 
road employees  takes  the  view  today,  first,  that  no  individual  man 
is  going  to  gain  much  by  exerting  himself  especially  to  increase  rail- 
road efficiency  or  the  total  national  production,  and,  second,  that  if 
the  workers  work  especially  hard  they  may  exhaust  the  available 
supply  of  work  and  thereby  put  themselves  out  of  their  jobs. 
These  are  not  sound  economic  views,  but  they  are  the  views  that  the 
average  railroad  employee  now  takes  and  which  his  union  sedulously 
encourages  him  to  take.  It  is  the  view  that  the  average  railroad  em- 
ployee would  doubtless  continue  to  take  after  the  adoption  of  the  Plumb 
plan,  and  obviously  the  adoption  of  the  Plumb  plan  would  give  a  bet- 
ter opportunity  to  put  such  views  into  force.  Besides,  the  effectiveness 
of  manual  labor  is  dependent  chiefly  upon  the  kind  of  physical  facili- 
ties provided  for  it  to  work  with,  and  upon  the  amount  of  brain  power 
employed  in  its  direction  and  upon  the  extent  to  which  that  brain  power 
is  able  to  direct  what  the  laborer  does.  There  would  be  no  such  im- 
provements in  the  physical  facilities  of  the  railroads  under  the  Plumb 
plan  as  there  have  been  in  the  past.  The  amount  of  brains  devoted  to 
the  direction  of  railroad  labor  would  be  less  than  it  has  been  in  the 
past;  and  from  the  very  nature  of  the  Plumb  plan  it  would  be  impos- 
sible for  the  brains  of  the  railroad  business  to  exercise  such  control  over 
the  labor  employed  in  it  as  has  been  the  case  in  the  past. 

My  reasoning  may  be  wholly  incorrect,  but  if  it  is  anywhere  near 
correct  the  conclusion  necessarily  follows  that  the  adoption  of  the 
Plumb  plan  would  result  in  a  speedy,  permanent,  and  very  great  re- 
duction in  the  efficiency  of  railroad  operation.  The  private  manage- 
ment of  railroads  has  been  very  imperfect,  and  I  believe  it  is  entirely 
feasible  to  work  out  some  plan  under  which  the  brains,  the  capital,  and 
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the  manual  labor  in  the  industry  can  and  will  cooperate  in  such  a  way 
as  to  produce  much  better  results  for  all  concerned,  including  the  pub- 
lic, than  they  have  in  the  past.  But  I  believe  that  this  cooperation  must 
be  brought  about,  if  at  all,  first,  under  private  ownership  and  manage- 
ment, and,  second,  under  some  system  which  will  bring  those  who  fur- 
nish the  capital,  those  who  furnish  the  brains,  and  those  who  furnish 
the  labor  to  a  realization  of  the  fact  that  it  is  just  as  essential  to  the 
welfare  of  each  of  them  to  increase  the  amount  of  transportation  service 
rendered  in  proportion  to  the  amount  of  human  labor  used  as  it  is  to 
secure  an  equitable  division  of  the  earnings  made  in  rendering  trans- 
portation service.  Transportation  is  one  of  the  essential  factors  in 
production;  production  must  precede  the  division  of  what  is  produced 
Among  those  who  produce  it ;  and  no  system  will  long  be  of  any  benefit 
to  labor  which  does  not  provide  as  adequately  for  securing  efficiency  in 
production  as  for  securing  equity  in  distribution. 

Pierpont  V.  Davis. — The  objections  to  government  ownership  were 
succinctly  stated  by  President  Hadley,  thirty-five  years  ago,  and  the 
accumulated  experience  of  the  world  since  has  reaffirmed  the  cogency 
of  his  analysis.  The  impartial  testimony  of  the  British  expert,  Mr. 
Acworth,  before  the  Newlands  Committee  in  1917,  is  convincing  that, 
whatever  the  theoretical  advantages  of  government  ownership  may 
be,  in  practice  democratic  governments  fail  to  secure  them. 

The  author  of  the  Plumb  plan  confesses  the  weight  and  merit  of 
the  charge  that  public  operation  does  not  promote  efficiency  and 
does  promote  habitual  carelessness  in  regard  to  expenditures.1  He 
therefore  proposes  government  ownership  mitigated  by  employee  oper- 
ation, and  seeks  popular  support  by  the  seductive  promise  that  the 
adoption  of  his  plan,  which  would  make  possible  railway  rate  reduc- 
tions, would  thereby  cut  the  high  cost  of  living.  Most  of  us  will  agree, 
I  am  sure,  that  no  considerable  reduction  in  living  costs  is  possible 
until  production  overtakes  consumption  throughout  the  world,  and  criti- 
cal students  of  the  subject  have  concluded  that  the  cost  of  transporta- 
tion bears  little  relation  to  the  price  the  consumer  pays.2 

But  I  am  not  going  to  discuss  directly  the  effects  which  the  adop- 
tion of  the  Plumb  plan  may  have  on  the  cost  of  living.  I  wish  to  ex- 
amine the  theory  that  it  will  reduce  the  cost  of  transportation.  This 
theory  rests  on  two  primary  assumptions:  first,  that  the  utilization  of 

*  Hearings  on  Extension  of  Government  Control  of  Railroads,  Senate  Com- 
mittee on  Interstate  Commerce,  65th  Congress,  p.  996. 

*  Interesting  figures  in  this  connection  were  prepared  by  Mr.  Julius  Krutt- 
schnitt,  President  of  the  Southern  Pacific  Company,  for  Representative  Esch. 
In  1914,  the  average  value  of  freight  carried  by  the  railroads  was  $56  a  ton, 
while  the  average  cost  of  transporting  it  was  $3  a  ton.  In  1919,  the  average 
value  was  $119  a  ton,  while  the  freight  rate  was  $9.80.  Thus,  five  years  ago, 
S.6  per  cent  of  the  total  cost  was  spent  on  transportation,  while  at  the  present 
time,  only  2 A  per  cent  is  so  spent  The  cost  of  the  commodity  per  ton  in- 
creased $63,  while  the  railroad  received  only  80  cents  more.  In  other  words, 
13  cents  out  of  every  dollar  of  the  increase  in  value  of  commodities  in  1919 
was  caused  by  increased  freight  rates.  The  responsibility  for  the  remaining 
98.7  cents  out  of  every  dollar  must  be  sought  elsewhere. 
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government  credit  will  permit  the  raising  of  money  at  rates  from  25 
per  cent  to  50  per  cent  lower  than  private  corporations  can  borrow 
funds;  second,  that  as  the  property  investment  accounts  of  the  rail* 
ways  do  not  accurately  reflect  real  value,  fictitious  capitalization  now 
demanding  a  return  will  be  eliminated.8 

The  transportation  bill  of  the  country  is  at  the  present  time  some- 
what in  excess  of  five  billion  dollars  a  year,  and  is  composed  of  just 
two  items:  (1)  the  charge  for  maintenance,  operation,  and  taxes;  (2) 
the  charge  for  capital. 

In  1919  the  charge  for  operation  included  three  billion  dollars  paid 
as  wages  to  labor,  and  $550,000,000  paid  as  compensation  to  capital. 
Capital  is  guaranteed  during  federal  control  some  $900,000,000  a 
year,  but  since  the  railways  failed  to  earn  this  amount  by  $450,000,000, 
the  deficiency  has  been  met  by  the  taxpayer  and  not  by  the  shipper 
and  traveller.  Since  it  is  unlikely  that  there  will  be  any  immediate 
decrease  in  the  cost  of  supplies,  and  since  there  is  certainly  no  prob- 
ability of  a  reduction  in  wages,  it  would  appear  that  any  reduction 
in  the  transportation  bill  is  to  be  accomplished  by  reducing  exclusively 
the  compensation  now  paid  to  capital. 

Let  us  consider  first  how  much  the  compensation  to  capital  can  be 
reduced  by  means  of  the  substitution  of  government  credit  for  private 
credit. 

Under  the  power  of  eminent  domain,  the  United  States  can  con- 
demn the  railroads  which  serve  as  instruments  of  interstate  commerce, 
but,  upon  condemnation,  the  owners  of  the  properties  must  receive  just 
compensation,  which  would  have  to  be  paid  in  cash  unless  the  owners 
were  willing  to  accept  something  else.  They  cannot,  for  example,  be 
compelled  to  accept  a  4  per  cent  government  bond  at  par  as  the  equiva- 
lent of  cash.  Doubtless,  many  holders  of  railroad  securities  would  be 
willing  to  exchange  for  government  bonds  bearing  a  fair  rate  of  inter- 
est, but  cash,  probably  to  the  amount  of  five  or  ten  billion  dollars, 
must  be  provided  if  demanded.  Could  the  money  be  raised,  and  if  so, 
at  what  price? 

The  market  for  government  bonds  is  already  glutted.  The  Federal 
Reserve  Board  has  recently  estimated  that  of  the  loans  placed  during 
the  war  from  six  to  eight  billions  still  remain  undigested  by  investors. 
Certain  Liberty  issues  having  some  tax  exemptions  are  now  selling  to 
yield  over  5.15  per  cent.  As  a  practical  matter,  I  believe  it  would  be 
impossible  for  the  government  under  existing  conditions,  to  sell  a 
great  volume  of  its  long  term  bonds  on  better  than  a  5%  per  cent 
basis.  Of  course,  a  tax-free  bond  could  be  sold  at  a  much  lower  rate, 
but  further  issues  of  tax-free  bonds  are  contrary  to  the  interests  and, 
I  believe,  the  desire  of  the  country.  Because  railroad  securities  lie  at 
the  heart  of  the  credit  fabric  of  the  country,  I  am  convinced  that,  un- 
less the  just  compensation  paid  the  owners  of  railroads  is  far  greater 
than  Mr.  Plumb  is  disposed  to  grant,  it  would  be  impossible  for  the 
government  to  sell  its  bonds  in  quantity  at  any  price. 

*  Hearings  on  Extension  of  Government  Control  of  Railroads,  Senate  Com- 
mittee on  Interstate  Commerce,  65th  Congress,  p.  1013. 
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Assuming,  for  the  moment,  that  the  cost  of  acquiring  the  railroads 
equals  their  present  book  value, — namely,  $18,500,000,000, — interest 
at  5y2  per  cent  calls  for  $1,017,500,000,  which  is  more  than  $100,000,- 

000  in  excess  of  the  standard  return  payable  during  federal  control. 
But  Mr.  Plumb  says  he  believes  the  roads  are  worth  only  ten  or 

twelve  billion  dollars.  Assuming  that  he  is  right  and  the  purchase 
price  is  twelve  billions,  $660,000,000  would  be  the  yearly  interest 
charge  at  5y2  per  cent,  to  which  we  must  add  $120,000,000  for  the 

1  per  cent  sinking  fund  contemplated  in  this  plan, — a  total  of  $780,- 
000,000,  compared  with  the  standard  return  of  $900,000,000.  But 
since  the  roads  are  showing  a  net  operating  income  of  only  $550,000,- 
O00,  even  the  adoption  of  the  Plumb  plan  would  not  obviate  the  ne- 
cessity for  an  increase  in  rates. 

Unless  the  railroads  can  be  acquired  for  some  amount  far  less  than 
their  capitalization,  there  will  be  little,  if  any,  savings  as  a  result  of 
the  substitution  of  government  credit  for  private  credit,  and  one  major 
hypothesis  of  the  Plumb  plan  breaks  down. 

Even  if  much  greater  savings  could  be  demonstrated,  the  wisdom  of 
calling  upon  government  credit  is  extremely  questionable.  "We  must 
remember,"  I  quote  from  Hon.  Paul  M.  Warburg,  "that  the  excessive 
use  of  the  government's  credit  tends  to  increase  the  rate  at  which  a 
government  borrows.  With  us  it  would  not  only  affect  the  rate  of  the 
government  bonds  to  be  issued  in  refinancing  the  outstanding  railroad 
securities,  but  it  would  add  to  the  rate  to  be  paid  by  our  government 
when  some  of  our  Liberty  Loans  in  due  course  will  mature  and  come 
up  for  renewal."4 

I  now  come  to  the  consideration  of  the  possibility  of  reducing  the 
charge  for  capital  by  eliminating  "water"  in  railway  capitalization. 
Here,  Mr.  Plumb  assures  us,  huge  savings  can  be  secured  since,  he 
avers,  there  is  at  least  eight  billion  dollars  of  "water"  in  railroad  se- 
curities which  can  be  expunged.5  But  Mr.  Timothy  Shea,  head  of  one 
of  the  great  Brotherhoods,  in  a  recent  address,  apparently  foresees  an 
obstacle  to  the  easy  confiscation  of  other  people's  money.    He  said  :fl 

Justice  must  be  done  to  those  who  represent  capital  invested  in  the  trans- 
portation industry.  .  .  .  There  should  be  no  confiscation  of  investment  values, 
or  rigid  adherence  to  any  theory  of  valuation  which,  while  logically  correct, 
would  result  in  loss  and  injustice.  .  .  .  The  labor  organizations  in  putting 
forth  the  so-called  Plumb  plan,  have  been  accused  of  attempting  to  confiscate 
the  property  of  innocent  persons  without  due  process  of  law  by  failing  to  dis- 
tinguish between  those  who  have  been  responsible  for  improper  methods  of 
railroad  finance  and  the  holders  of  securities  which  have  been  improperly  is- 
sued as  a  result  of  those  methods.    Nothing  could  be  farther  from  the  truth. 

Taken  at  its  face  value,  this  statement  might  be  interpreted  as  a  bid 
to  attract  the  support  of  investors  for  the  Plumb  plan.  Perhaps  there 
is  no  real  difference  between  the  views  of  Mr.  Shea  and  Mr.  Plumb; 
but  I  am  reminded  of  Lord  Salisbury's  criticism  of  the  socialists — 


*  Address  before  New  York  Chamber  of  Commerce,  Feb.  6,  1919. 
«  Hearings  before  House  Committee  on  H.  R.  4378,  pp.  688,  689. 
«  Before  Academy  of  Political  Science,  New  York,  Nov.  31,  1919. 
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"Where  they  are  precise  they  are  not  agreed,  and  where  they  are 
agreed  they  are  not  precise." 

Whether  the  present  depressed  market  values  led  Mr.  Plumb  to  the 
assumption  that  there  is  eight  billions  of  "water"  in  railway  capitali- 
zation, I  do  not  know;  however,  it  is  absurd  to  claim  that  the  present 
market  value  of  railway  stocks  and  bonds  is  any  index  to  the  real  value 
of  the  properties. 

Since  it  is  essential  for  the  Plumb  plan  to  demonstrate  that  great 
savings  can  be  made,  it  is  obviously  necessary  that  its  author  shall 
construct  a  theory  of  valuation  which  will  eliminate  as  many  elements 
of  value  as  possible,  without  regard  to  the  rights  of  investors  or  its 
effect  on  the  credit  fabric  of  the  country  or  judicial  decisions  to  the 
contrary. 

This  ingenious  theory  proceeds  as  follows:  since  a  railroad  corpora- 
tion exercises  delegated  governmental  functions  and  takes  all  of  its 
rights,  powers,  and  privileges  subject  to  the  limitations  imposed  under 
the  laws  under  which  it  is  created,  such  corporation  cannot  claim 
against  the  public,  its  grantor,  any  rights,  properties,  and  franchises 
not  expressly  conferred  by  its  charter,  or  the  laws  under  which  it 
operates.7 

The  practical  application  of  this  theory  of  valuation  is  to  deny  to 
railway  corporations  any  compensation  for  (1)  properties  acquired 
through  the  application  of  surplus  earnings,  and  (2)  increases  in  the 
value  of  lands  or  other  property  owned. 

But  it  has  been  established  judicially  that  original  cost  and  present 
value  are  not  equivalent  terms,8  and  in  the  Minnesota  Rate  Cases,  the 
Supreme  Court  said,  "The  property  is  held  under  private  ownership 
and  it  is  that  property  and  not  the  original  cost  of  it  of  which  the 
owner  may  not  be  deprived  without  due  process  of  law."  The  Court 
further  said  that  the  corporation  is  entitled  to  "a  fair  return  upon  a 
reasonable  value  of  the  property  at  the  time  it  is  being  used  for  the 
public"  and  that  "in  ascertaining  the  present  value  we  are  not  limited 
to  the  consideration  of  the  amount  of  the  actual  investment."9 

Possibly  fearing  that  his  theory  of  valuation  could  not  stand  the 
test  of  the  courts,  Mr.  Plumb  asserts  that  even  present  value  is  far 
less  than  the  value  set  up  on  the  books  of  the  carriers.  He  testified 
that  "the  five  companies  on  which  final  reports  have  been  made  and 
approved  show  an  actual  cost  of  reconstruction  new  of  a  little  less  than 
50  per  cent  of  the  total  property  investment  of  those  five  roads."10 

The  annual  report  of  the  Interstate  Commerce  Commission  dated 
December  1,  1919,  states  that  fifty-three  tentative  valuations  have  been 
served,  and  final  reports  published  as  to  three  carriers;  but  there  has 
not  been  fixed  a  single  sum  as  the  final  value  of  the  common  carrier 

t  Hearings  before  House  Committee  on  H.  JR.  4378,  p.  605. 
*  National  Water  Works  Co.,  v.  K.  C,  63  Fed.  858. 
»  Minnesota  Rate  Cases,  230  U.  S.  352,  p.  454. 

io  Hearings,  House  Committee  on  Interstate  Commerce,  on  H.  R.  4378.  p» 
691. 
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property  of  any  of  these  companies.11  What  we  have  now  are  merely 
inventories,  or  reports,  made  by  the  engineering,  land,  and  accounting 
sections  of  the  Commission,  of  things  that  are  to  be  taken  into  consid- 
eration in  determining  value. 

Elements  of  value  which  have  not  been  reported  include  cash  on 
hand,  securities  owned,  materials  and  supplies,  as  well  as  "going- 
concern  value."  In  connection  with  this  latter  element,  the  Supreme 
Court  has  said:  "That  there  is  an  element  of  value  in  an  assembled 
and  established  plant,  doing  business  and  earning  money,  over  one 
not  thus  advanced,  is  self-evident.  This  element  of  value  is  a  prop- 
erty right,  and  should  be  considered  in  determining  the  value  of  the 
property,  upon  which  the  owner  has  a  right  to  make  a  fair  return  when 
the  same  is  privately  owned  although  dedicated  to  public  use."12 

Bearing  in  mind  that  these  tentative  valuations  omit  many  elements 
that  will,  it  seems  to  me,  assuredly  be  incorporated  when  the  Com- 
mission fixes  a  single  sum  as  the  final  value,  what  do  they  disclose?18 

They  have  been  made  in  respect  to  25,734  miles  of  road,  or  a  little 
less  than  10  per  cent  of  the  existing  mileage  of  the  country.  Forty-two 
of  these  fifty-six  carriers  are  less  than  100  miles  long.  Only  three  are 
more  than  2000  miles  in  length.  It  may,  therefore,  be  claimed  that  the 
evidence  is  too  incomplete  to  be  indicative  of  the  real  truth,  but  since 
Mr.  Plumb  has  appealed  to  five  roads  to  support  his  contention  of  a 
50  per  cent  overcapitalization,  I  am  appealing  to  fifty-six  roads  to 
Refute  him.  Of  the  roads  tentatively  valued,  the  cost  of  reproduction 
new  of  19,500  miles,  or  75  per  cent  of  the  carriers  so  far  reported 
upon,  is  $178,000,000  in  excess  of  the  aggregate  book  costs, — and  the 
book  costs,  it  should  be  remembered,  are  always  greater  than  the  out- 
standing capitalization.  Included  among  these  roads  are  three  im- 
portant systems :  one  located  in  the  East,  one  in  the  South,  and  one  in 
the  West 

The  figures  for  the  Boston  &  Maine  show  that  the  cost  of  reproduc- 
tion new  of  the  properties  embraced  in  its  system  is  $67,000,000  in 

ii  In  addition  tentative  valuations  have  been  made  of  three  other  carriers 
and  the  figures  published  in  part.  These  valuations,  however,  have  not  been 
officially  "served." 

12  Des  Moines  Oas  Co.  v.  Des  Moines,  238  U.  S.  158,  165.  Denver  v.  Denver 
Union  Water  Co.,  246  U.  S.  178,  192. 

la  Following  is  a  summary  of  the  results  so  far  reported  by  the  Bureau  of 
Valuation  of  the  Interstate  Commerce  Commission. 

1.  Carriers  Having  a  Cost  of  Reproduction  New  in  Excess  of  the  Invest- 
ment Account: 

Cost  of  Reproduction       Investment        Excess  of  Reproduction 
Mileage  New  Account      Cost  over  Investment  Account 

19,673  $868,625,080  $690,497,142  $178,137,938 

2.  Carriers  Having  an  Investment  Account  in  Excess  of  Cost  of  Reproduc- 
tion New: 

Cost  of  Reproduction       Investment       Reproduction  Cost  Under 
Mileage  New  Account  Investment  Account 

6,060  $222,145,808  $454,452,405  $232,306,497 
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excess  of  the  par  value  of  the  capitalization.  The  Central  of  Georgia's 
cost  of  reproduction  is  given  as  $88,000,000;  the  investment  account, 
$61,000,000.  The  Chicago,  Rock  Island  &  Pacific  Railway  is  reported 
to  have  a  cost  new  of  $410,000,000  as  of  the  valuation  date,  June  30, 
1915.  Since  that  time  additions  and  betterments  exceeding  $17,000,- 
000  have  been  made.  As  the  present  securities  outstanding  equal 
$845,000,000  in  par  value,  the  Rock  Island  is  undercapitalized  to  the 
extent  of  $82,000,000. 

These  valuations,  as  I  have  already  reminded  you,  do  not  include 
many  elements  of  value  which  will  add  further  considerable  sums. 

Now,  turning  attention  to  the  carriers  alleged  to  be  overcapital- 
ized,— which  embrace  about  6000  miles  of  road,  or  only  25  per  cent 
of  the  total  mileage  tentatively  valued, — here  an  excess  of  book  cost 
over  cost  of  reproduction  new  is  reported,  amounting  to  $232,000,000, 
and  it  was  in  this  list  that  Mr.  Plumb  found  his  horrible  examples. 
No  one,  so  far  as  I  am  aware,  has  asserted  that  all  the  railroads  are 
worth  what  they  are  capitalized  for,  and  I  am  ready  to  admit  that  cer- 
tain of  these  carriers  are  somewhat  overcapitalized,  but  not  to  the 
extent  of  $232,000,000  or  anything  approaching  that  sum. 

The  Western  Pacific  is  given  as  having  a  cost  of  reproduction  new 
of  $58,779,833  and  a  book  cost  of  $156,818,136.  In  this  single  rail- 
road, half  of  the  alleged  "water"  is  found.  But  the  statement  is  made 
on  good  authority  that  the  Commission  has  revised  its  original  findings 
and  now  reports  a  figure  for  cost  of  reproduction  which,  together  with 
subsequent  capital  expenditures,  exceeds  $90,000,000.  In  the  mean- 
time, the  Western  Pacific  has  been  reorganized  and  today  its  capitali- 
zation is  $95,000,000.  Other  elements  of  value,  not  here  considered, 
are  very  large,  including  $12,000,000  of  cash.  Thus,  instead  of  being 
overcapitalized  by  about  $100,000,000,  this  railroad  is  undercapital- 
ized.   Many  other  valuations  when  analyzed  show  similar  results. 

Judging  by  the  evidence  which  the  Commission  has  accumulated  to 
date,  I  believe  the  conclusion  is  fully  warranted  that  the  railroads  are 
not  overcapitalized.  Therefore,  the  further  conclusion  is  also  justi- 
fied that,  in  the  event  of  government  ownership,  the  amount  of  just 
compensation  payable  to  the  owners  of  the  railway  properties  in  the 
United  States  would  be,  not  ten  or  twelve  billions,  but  eighteen  or 
twenty  billion  dollars. 

It  seems  probable  that  realization  of  this  truth  prompted  the  fol- 
lowing statement  in  the  1919  report  of  the  Valuation  Committee  of 
the  National  Association  of  Railway  and  Utilities  Commissioners: 
"All  advocates  of  the  Plumb  Plan  or  any  other  form  of  government 
ownership  recognizes  that  the  value  of  the  properties  must  be  ascer- 
tained, and  a  large  number  of  people  will  reserve  judgment  as  to  the 
wisdom  of  government  ownership  until  something  is  known  relative 
to  the  amount  of  money  which  it  will  take  to  purchase  the  properties." 
After  all,  Mr.  Plumb  cannot  be  expected  to  take  a  dispassionate 
view  of  the  railways.    He  has  set  out  to  buy  the  properties  as  cheaply 


The  Railway  Problem — Discussion  201 

as  possible  and  one  must  expect  ex  parte  arguments.     In  one  of  his 
recent  addresses  he  is  reported  to  have  said:14 

We  have  now  in  the  liabilities  of  our  railroad  companies  the  indebtedness  in- 
curred generations  ago.  Therefore,  the  money  expended  for  rails,  ties,  and 
equipment  in  the  days  of  our  grandfathers  and  long  since  passed  out  of  ex- 
istence, still  demands  its  return  in  the  present  rates.  Today,  we  are  still  pay- 
ing for  the  use  of  locomotives  long  since  sent  to  the  scrap  heap.  We  are  pay- 
ing returns  on  the  shades  of  ties  that  have  been  ashes  for  generations.  Rails 
that  have  been  replaced  half  a  dozen  times  still  demand  from  us  the  earnings 
paid  by  our  ancestors.  The  property  investment  account  of  these  railroads  is 
nothing  but  a  whited  sepulchre  full  of  corruption  and  dead  men's  bones. 

This  charge  is  so  baseless  that  it  would  not  seem  worth  while  to 
reply  to  it  except  that  it  constitutes  a  part  of  Mr.  Plumb's  propaganda 
against  the  values  of  railway  properties.  Under  *the  accounting  rules 
of  the  Interstate  Commerce  Commission,  when  an  eighty-pound  rail  is 
worn  out  and  is  replaced  by  a  rail  of  like  weight,  the  cost  of  the  rail 
is  charged  to  operating  expenses, — that  is,  it  is  paid  for  by  the  people 
in  whose  service  it  was  worn  out.  Where  a  hundred-pound  rail  is  put 
in  the  track  in  place  of  an  eighty-pound  rail,  the  carrier  is  compelled 
to  capitalize  the  excess, — which  amount  is  properly  added  to  the  prop- 
erty investment  account,  since  it  is  obvious  that  a  track  laid  with  hun- 
dred-pound rail  is  worth  more  than  one  laid  with  eighty-pound. 

Scientific  accuracy  in  setting  up  charges  for  depreciation  is  impos- 
sible, but  railroad  managers  know  fairly  well  what  the  average  life  of 
a  locomotive,  for  example,  will  be,  as  well  as  what  its  scrap  value  will 
be  when  it  is  no  longer  fit  to  run.  The  difference  between  the  original 
cost  and  the  scrap  value  is  spread  over  the  estimated  life  of  the  loco- 
motive and  the  annual  charge  against  operating  expenses  for  that  pur- 
pose appear  in  the  account  known  as  "accrued  depreciation."15 

Promises  are  easy  to  make  and  hard  to  fulfill.  The  American  peo- 
ple have  good  reason  to  be  wary  of  accepting  Mr.  Plumb's  promises 
at  their  face  value.  The  authors  of  the  purchase  of  the  railroads  of 
Switzerland  promised  reductions  in  rates  and  estimated  that  the  profits 
from  the  expected  economies  would  suffice  to  extinguish  the  debt  in 
sixty  years.  Instead,  rates  have  advanced  and  the  debt,  instead  of 
diminishing,  has  in  the  twenty  years  that  have  elapsed  since  the  pur- 
chase, increased  by  more  than  30  per  cent.  The  Plumb  plan  holds 
forth  the  same  rosy  expectations  of  greater  efficiency,  cheaper  trans- 
portation rates,  diminished  capital  charge.  These  desiderata  have 
never  yet  been  the  fruits  of  public  operation  of  railways  in  any  part 
of  the  world.  In  no  other  country  are  railways  of  the  commanding 
importance  they  are  in  the  United  States.  Under  private  ownership 
they  have  been,  by  and  large,  good  and  faithful  servants  of  the  people. 
To  transfer  these  properties  to  the  government  is  to  transfer  them  to 
an  agent  who,  judged  by  the  unchanging  behavior  of  human  nature, 

n  Railway  Age,  Nov.  19,  1919,  p.  708. 

15  The  1917  report  of  the  Interstate  Commerce  Commission  shows  that  $734,- 
000,000  has  been  charged  out  for  accrued  depreciation,  and  since  the  carriers 
have  been  under  the  control  of  the  Government,  the  Railroad  Administration 
has  credited  them  with  a  further  $306,000,000  for  the  same  purpose. 
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is  not  competent  to  assume  such  administrative  duties.  It  is,  in  brief, 
to  take  from  the  man  of  ten  talents  and  give  to  him  that  hath  one  talent 
I  solemnly  believe  the  practical  results  of  the  experiment  could  not 
fail  to  be  disastrous  to  the  welfare  of  the  people  and  the  government 
itself. 

J.  M.  Clark. — It  may  have  occurred  to  some  that  the  preceding 
speaker  is  criticising  things  which  are  not  included  in  the  Sims  bill, 
since  that  bill  does  not  specify  any  definite  valuation  or  rate  of  inter- 
est, but  leaves  the  rate  of  interest  to  the  Secretary  of  the  Treasury 
and  the  valuation  to  a  board  consisting  chiefly  of  the  Interstate  Com- 
merce Commission,  subject  to  review  by  the  courts.  Is  it  pertinent, 
then,  to  criticise  the  plan  or  grounds  of  an  unfair  valuation  and  an  im- 
possibly low  rate  of  interest?  The  key  to  this  question  has  been  fur- 
nished by  Mr.  Plumb  himself  in  taking  the  ground  that  the  "Plumb 
plan"  consists  of  the  whole  movement  in  which  the  Sims  bill  is  merely 
a  first  approximation,  a  basis  for  discussion,  and  an  effective  vehicle 
of  publicity  for  an  idea.  What  we  have  to  discuss  is  the  bill  in  con- 
nection with  the  propaganda.  And  if  the  propaganda  makes  claims  of 
financial  savings  which  the  bill  does  not  substantiate,  and  cannot  sub- 
stantiate because  of  economic  forces  and  constitutional  limitations, 
that  fact  is  very  pertinent  to  our  judgment  of  the  movement  for 
which  the  Sims  bill  serves  as  a  focus. 

I  have  been  asked  to  discuss  this  plan  as  an  organ  for  the  control 
of  industry  by  the  workers.  Yesterday  afternoon  this  Association  dis- 
cussed various  forms  of  labor  participation  in  management.  Today 
we  discuss  a  project  which  is  in  many  fundamental  ways  the  antith- 
esis of  those  we  studied  in  yesterday's  meeting.  They  were  plans 
initiated  by  the  management:  this  plan  is  initiated  by  a  representative 
of  labor  and  sponsored  by  labor  organizations.  The  one  type  of  plan 
represents  what  managers  think  industry  needs  to  improve  its  health 
and  its  morale,  and  in  particular  to  reduce  the  causes  of  labor  unrest 
The  other  represents  what  labor  wants,  so  far  as  that  can  be  inferred 
from  the  fact  that  labor  supports  the  program.  The  contrast  is  in- 
structive. 

The  one  type  of  plan  is  thoroughly  evolutionary:  the  other  is  revo- 
lutionary in  the  sense  of  discarding  existing  organizations  and  entrust- 
ing their  powers  and  duties  to  new  bodies  under  a  plan  worked  out 
de  novo.  In  the  one  case  the  existing  management  shares  its  functions 
with  new  representative  committees  in  such  fashion  that  these  commit- 
tees get  power  only  as  they  develop  the  will  and  the  capacity  to  use  it, 
meanwhile  preserving  the  continuity  of  the  managerial  responsibility 
so  that  the  business  goes  on  whatever  happens  to  the  experimental 
parts  of  the  new  industrial  state.  It  is  a  readjustment  between  the 
parties  now  engaged  in  running  industry,  the  terms  of  which  they 
work  out  as  they  go  along,  and  one  of  the  most  characteristic  things 
about  it  is  the  part  played  by  groups  that  have  no  definite  grant  of 
power.    The  Plumb  plan,  on  the  other  hand,  invites  the  management 
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to  step  out  or  to  stay  in  with  the  status  of  employees  having  only  a 
minority  voice  in  the  management;  puts  the  new  experimental  organs 
of  labor  representation  in  the  ultimate  seat  of  authority,  and  stakes 
the  fortune  of  the  industry  on  their  success.  The  one  is  an  evolving 
constitution  for  industry;  the  other  is  an  invented  constitution. 

The  invented  constitution  is  a  rare  type.  The  United  States  enjoys 
a  written  constitution,  but  it  does  not  represent  a  frame  of  government 
invented  at  one  time.  The  rights  and  liberties  it  records  and  safe- 
guards are  the  traditional  rights  and  liberties  of  Englishmen,  worked 
out  under  centuries  of  struggle  and  achievement  under  the  evolving 
type  of  constitution.  These  were  political  rights  and  liberties,  and 
the  corresponding  industrial  rights  and  liberties  have  not  yet  gone 
through  this  process  of  evolutionary  growth  and  achievement.  They 
are  still  to  be  worked  out  and  defined  by  exercise,  and  the  capacities 
and  habits  of  self-government  are  still  to  be  developed  and  tested. 
The  present  stage  of  the  evolving  form  of  industrial  government  is 
much  like  a  constitution  granted  at  the  will  of  a  monarch;  it  does  not 
grant  full  democracy,  but  it  is  an  entering  wedge,  which  it  might  not 
be  safe  to  drive  home  at  one  blow. 

Each  type  of  plan  would  keep  the  active  managing  responsibility 
centralized  in  the  executive  officers,  but  the  Plumb  plan  puts  the  rep- 
resentatives of  labor  above  the  executives,  helping  to  choose  them,  and 
does  not  provide  for  direct  participation  by  labor  in  the  solving  of 
executive  problems.  Such  participation  might  result  from  putting  labor 
representatives  on  the  boards  of  directors,  but  it  is  not  definitely  pro- 
vided for.  The  other  type  of  plan  gives  labor  managerial  work  to  do, 
but  preserves  the  independence  of  the  managing  officers.  The  owner 
of  the  property  also  retains  the  ultimate  control  of  his  property,  and, 
as  one  of  the  speakers  yesterday  said,  can  go  on  strike  at  any  time; 
while  under  the  Plumb  plan  the  owner  of  the  property  (now  the  gov- 
ernment) gives  a  lease  and  keeps  only  a  minority  representation, 
while  the  lease  can  be  cancelled  only  if  its  terms  are  specifically  vio- 
lated. The  employees,  official  and  classified,  hold  between  them  ma- 
jority control  of  a  property  in  which  they  do  not  own  even  the  ordi- 
nary common  stockholder's  margin  of  equity. 

A  still  more  instructive  contrast  may  be  found  in  the  specific  pur- 
poses the  plans  are  aimed  to  serve,  so  far  as  we  can  read  them.  The 
monotony  and  mechanical  automatism  of  factory  labor,  which  drive 
men  to  seek  to  touch  substitute  springs  of  interest  and  to  give  the 
cramped  personality  some  other  chance  for  industrial  self-expression, — 
these  play  little  or  no  part  in  railroading.  A  share  and  an  interest 
in  the  shaping  of  price  policy  is  not  here  an  issue;  that  is  left  in  the 
hands  of  the  Interstate  Commerce  Commission.  Finance,  in  the  sense 
of  raising  capital,  is  relegated  to  the  central  and  local  governments. 
Apparently,  labor  is  moved  by  no  overwhelming  desire  to  share  the 
industrial  function  of  furnishing  productive  equipment.  Sales  pro- 
motion might  or  might  not  figure  largely.  There  remain  as  possible 
motives  the  desire  for  a  creative  share  in  production  policy,  the  desire 
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for  a  share  in  the  profits  as  a  means  of  giving  effect  to  the  laborer's 
interest  in  production,  and  the  simple  desire  for  larger  income  for  its 
own  sake.  Mr.  Plumb  has  said  that  labor  wants  the  plan  because  it 
is  in  harmony  with  American  institutions,  and  that  is  probably  the 
case.  But  it  is  also  true  that  labor  wants  the  plan  because  it  has  been 
told  that  it  will  solve  the  endless  futile  spiral  of  rising  wages  and  ris- 
ing costs  of  living  and  give  at  the  same  time  lower  freight  rates  and 
higher  earnings  to  labor.  This  result  is  to  come,  primarily,  by  ab- 
sorbing to  labor  the  margin  of  profit  that  now  goes  to  private  enter- 
prise and,  secondarily,  by  increased  efficiency.  Which  of  these  mo- 
tives is  the  most  important? 

Such  a  question  is  difficult  to  answer,  but  it  is  my  impression,  from 
what  I  have  seen  of  the  Plumb  plan  literature,  that  the  desire  for 
financial  gains  is  uppermost  and  that  increased  efficiency  and  indus- 
trial democracy  are  not  so  much  independent  objects  of  the  movement 
as  arguments  by  which  to  justify  the  absorbing  of  the  profits.  This 
is  perfectly  natural  and  legitimate.  It  means  simply  that  labor's  mo- 
tives are  like  those  of  the  business  man.  What  he  typically  wants  is 
to  make  money,  and  efficiency  is  a  means  to  that  end.  The  issue 
comes  down,  then,  to  a  comparison  of  the  two  systems  from  the  point 
of  view  of  the  likelihood  of  making  good  the  hope  of  profits,  and  the 
relative  effectiveness  of  the  machinery  for  harnessing  the  desire  for 
gain  so  that  it  shall  be  pursued  by  means  of  service  rather  than  by 
means  of  graft  or  exploitation,  assuming  that  the  motives  and  tempta- 
tions we  have  to  deal  with  are  substantially  the  same  in  either  case. 

When  the  business  man  offers  the  public  a  service  in  exchange  for 
profits,  he  submits  to  a  continuous  competitive  test  and  takes  chances 
of  loss  in  case  he  does  not  make  good  his  pretensions.  I  do  not  see 
that  labor  in  this  plan  submits  to  any  corresponding  test  or  takes  any 
corresponding  chances.  Its  claim  of  efficiency  has  merely  to  be  made 
sufficiently  convincing  in  advance  to  get  the  votes  needed  to  pass 
the  law,  after  which  it  will  be  well-nigh  impossible  to  draw  back.  The 
private  manager,  on  the  other  hand,  must  continue  to  make  good  in 
the  face  of  a  test  that  acts  all  the  time  and  not  merely  at  election  time. 
The  test  consists  of  railroad  competition,  market  competition,  and  the 
readiness  of  rival  interests  to  collect  sufficient  stocks  or  proxies  to 
oust  him  from  control.  If  another  strong  financial  interest  thinks  it 
can  make  the  stock  worth  more  than  it  is  worth  under  the  existing 
management,  it  outbids  the  market  for  it  and  control  changes  hands 
without  needing  an  act  of  Congress.  Under  the  Plumb  plan,  directors 
are  elected  for  a  ten-year  term,  or  &\e  years  in  the  case  of  the  regional 
boards,  and  stand  for  reelection  in  rotation  so  that  it  takes  five  or  ten 
years,  as  the  case  may  be,  to  change  the  whole  board.  Added  to 
this  is  the  power  of  recall.  This  machinery  is  distinctly  less  mobile 
than  the  corresponding  machinery  in  a  private  corporation.  Moreover, 
the  remnants  of  railroad  competition  are  a  potent  force  to  set  limits 
on  corruption  and  inefficiency,  and  these  the  Plumb  plan  would  abolish. 

Another  serious  question  arises  out  of  the  fact  that  salaries  and 
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wages  are  to  be  fixed  by  the  employees,  sitting  in  a  joint  board  of 
which  one  half  represents  wage  earners  and  one  half  salaried  officials. 
Even  the  rate-making  power  of  the  Interstate  Commerce  Commission, 
under  the  rule  just  announced  by  Mr.  Plumb,1  would  be  forced  to  ac- 
cept the  costs  of  operation  including  wages  and  salaries  as  fixed  by  this 
board.  In  predicting  how  this  board  will  work  there  is  one  simple 
arithmetical  principle  of  much  importance.  Suppose  there  is  a  margin 
that  can  be  used  either  to  increase  wages  and  salaries  or  to  declare 
profits.  Out  of  any  sum  that  goes  to  wages  and  salaries  the  employees 
get  the  whole;  out  of  any  amount  that  goes  to  profit  they  get  half. 
My  arithmetical  studies  were  before  the  days  of  the  present  popularity 
of  non-Euclidean  mathematics  or  the  unsettling  revelations  of  Einstein 
as  to  the  unreliability  of  ordinary  ideas  of  size,  but  I  distinctly  recol- 
lect that  the  whole  of  anything  was  considered  greater  than  any  of 
its  parts. 

We  must  remember  that  this  same  mathematical  principle  applies 
also  to  private  management,  whenever  an  official  or  director  has  per- 
sonal dealings  with  his  own  corporation.  Mr.  Plumb  rightly  objects 
to  the  practice  of  railroad  managers  holding  stock  in  companies  pro- 
ducing railroad  supplies  and  equipment.2  It  may  be  pointed  out,  how- 
ever, that  this  abuse  is  equally  possible  under  the  Plumb  plan;  that 
existing  laws  are  already  attacking  it  and  that  the  Plumb  plan  adds 
no  further  safeguards;  while  it  extends  the  same  opportunity,  with 
full  official  sanction  and  no  safeguards  at  all,  to  the  whole  field  of 
wages  and  salaries,  which  bulk  vastly  larger  than  the  purchase  of  sup- 
plies, great  as  that  business  is.  Moreover,  in  the  private  corporation 
there  is  always  one  interest  which  can  gain  only  through  its  share  in 
the  profits,  namely,  that  of  the  stockholder  who  is  not  a  director  or 
managing  official.  His  pocketbook  urges  him  to  prevent  this  type  of 
exploitation  by  all  means  in  his  power.  Under  the  Plumb  plan  there  is 
nobody  in  this  position  except  the  voters  of  the  country  at  large,  whose 
interest  is  too  dilute  and  whose  voice  is  too  indirect  to  guarantee  the 
bringing  of  effective  pressure  as  compared  with  the  pressure,  im- 
perfect though  it  may  be,  which  private  stockholders  can  exert.  This 
weakness  is  inherent  in  the  situation  apart  from  the  fact  that  in  the 
present  draft  of  the  plan  the  public  is  not  even  represented  on  the 
wage  and  salary  boards. 

The  fundamental  governing  body  is  the  tripartite  board  of  directors, 
on  which  the  three  interests  which  Mr.  Plumb  has  named  are  unevenly 
represented.  Property  and  the  public  between  them  have  one  third 
and  employees,  divided  into  official  and  classified,  have  two  thirds.  In 
the  regional  boards  the  public  has  no  direct  representation,  but  one 
third  of  the  members  of  these  boards  are  chosen  by  the  central  board. 
In  this  scheme  there  are  only  two  independent  constituencies,  labor 

iThis  rule  is  not  contained  in  the  Sims  bill,  which  merely  perpetuates  the 
present  powers  of  the  commission. 

*  This  paragraph,  and  the  preceding  one,  were  not  in  the  original  discussion, 
but  are  inserted  under  "leave  to  print"  Mr.  Plumb  introduced  this  point  in 
his  final  summing  up  at  the  end  of  the  discussions. 
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and  the  public.  The  managing  officials  are  chosen  by  the  board  on 
which  their  representatives  sit.  Whom  will  they  represent?  Will  they 
act  in  common  with  the  classified  employees?  If  so,  the  plan  might 
merely  substitute  a  new  form  of  class  exploitation  for  the  old,  with  a 
different  exploiting  class  and  less  effective  safeguards.  I  have  been 
assured  by  some  that  the  two  groups  would  find  their  interests  in 
common  and  act  accordingly.  No  one  can  prophesy  with  any  cer- 
tainty, but  as  long  as  there  is  any  considerable  probability  that  it 
would  work  in  this  way,  it  is  hardly  wise  to  stake  the  future  of  the 
entire  railroad  industry  on  the  outcome. 

In  conclusion,  the  plan  has  two  unfortunate  features:  first,  it  is 
plunge,  and  second,  it  is  bound  up  with  mistaken  hopes  of  big  gains 
that  have  about  them  the  color  of  ''something  for  nothing."  As  to  the 
first  feature,  the  logic  of  the  situation  justifies  a  plunge  if  conditions 
are  so  intolerable  that  we  have  not  much  to  lose.  The  case  of  our  rail- 
roads is  not  yet  as  bad  as  that.  We  have  a  pretty  efficient  railroad 
system,  and  while  troubles  will  always  be  with  us  and  we  shall  never 
solve  them,  we  shall  keep  on  wrestling  with  them  and  forcing  them 
from  one  shape  into  another.  Despite  all  abuses,  we  have  a  great 
deal  to  lose,  and  it  is  far  safer  as  a  first  step  to  adopt  some  plan  for 
minority  representation  of  labor  rather  than  to  jump  at  once  to  a 
complete  system  of  government  ownership  and  employees'  operation. 

I  am  a  conservative  individualist.  I  think  laborers  ought  to  own 
and  manage  their  own  industries  as  soon  and  to  as  great  an  extent  as 
they  develop  the  interest  and  the  capacity  for  so  doing,  and  I  think 
we  should  try  experiments  in  this  direction  without  delay.  I  should, 
however,  be  slow  to  agree  that  our  goal  should  be  a  system  under 
which  employees  control  property  which  they  do  not  own  and  toward 
which  they  have  furnished  none  of  the  funds.  A  workable  constitu- 
tion for  industry  must  be  an  achievement,  not  a  gift  The  situation 
calls  for  experiments,  not  plunges. 

As  for  the  rosy  financial  predictions  which  play  such  a  large  part  in 
the  propaganda  for  this  plan,  they  disappear  upon  analysis.  There  is 
no  reason  to  suppose  that  the  valuation  under  the  Plumb  plan  would 
be  different  from  that  which  we  shall  have  in  any  case  from  the  same 
agencies,  namely,  the  Interstate  Commerce  Commission  and  the  Su- 
preme Court.  The  government  may  raise  funds  cheaper  than  private 
enterprise,  but  the  sinking  fund  of  1  per  cent  will  approximately 
neutralize  the  difference,  so  far  as  gains  for  the  near  future  are  con- 
cerned, while  the  history  of  public  improvements  offers  no  guarantee 
that  ultimate  capital  charges  will  be  lighter,  even  with  the  sinking 
fund.  Taxes  are  not  mentioned  in  the  plan,  but  if  the  states  are  de- 
prived of  the  $200,000,000  of  revenue  they  secure  from  this  source, 
that  amount  will  have  to  be  made  up  elsewhere  and  cannot  be  counted 
as  a  net  gain.  Increases  in  efficiency  of  operation  are  problematical 
and  there  will  be  losses  to  balance  them.  This  exhausts  the  list  of 
possible  sources  of  gain. 

One  of  the  most  unfortunate  results  of  basing  the  propaganda  on 
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large  promises  of  profits  lies  in  making  it  quite  impossible  to  tell  how 
much  of  the  support  of  the  Plumb  plan  springs  from  a  general  desire  for 
representative  government  in  industry  for  its  own  sake  and  for  the 
sake  of  the  benefits  which  it  can  reasonably  be  expected  to  afford. 
These  benefits  lie  in  the  possibility  of  a  juster  organization  of  inter- 
ests, incentives,  and  responsibilities  in  industry,  not  in  financial  gains. 
If  labor  wants  these  benefits,  some  way  should  be  found  to  grant  them. 
But  if  you  offer  a  man  a  charter  of  representative  government  and  at 
the  same  time  tell  him  that  it  will  make  him  rich,  you  cannot  tell  whether 
his  vote  means  anything  more  than  that  he  approves  of  the  idea  of 
getting  rich.  Such  a  vote  would  furnish  no  adequate  proof  that  the 
people  want  such  an  industrial  government  for  its  own  sake,  and  no 
reliable  backing  on  which  to  meet  the  practical  difficulties,  reverses, 
and  disappointments  which  the  working  out  of  any  such  scheme  neces- 
sarily entails.  The  fact  that  laborers  want  the  profits  of  management 
is  no  valid  reason  for  giving  them  the  management  of  a  business  where 
there  are  no  profits  to  take. 

Nevertheless  we  owe  Mr.  Plumb  a  vote  of  thanks  for  opening  up 
this  subject  so  forcibly  and  for  contributing  so  effectively  to  the  popu- 
lar realization  that  what  is  needed  at  the  present  time  is  not  mere 
adjustments  of  wages,  hours,  and  working  conditions,  but  genuine 
constitution-making  for  American  industry. 

C.  O.  Ruogles. — In  framing  a  program  of  railway  regulation  there 
are  four  different  groups  which  should  receive  consideration.  To 
name  them  in  an  order  convenient  for  this  discussion,  they  are:  (1) 
the  classified  employee;  (2)  the  railroad  managers;  (3)  those  who 
furnish  railroad  capital;  (4)  the  public. 

An  outstanding  feature  of  the  Plumb  plan  is  that  an  additional  in- 
centive above  wages  in  the  form  of  a  labor  dividend  is  deemed  neces- 
sary in  order  to  secure  the  best  results  from  labor.  This  is  undoubted- 
ly true,  but  there  does  not  appear  to  be  anything  to  prevent  the  classi- 
fied employees  and  the  railroad  managers,  who  together  are  to  have 
two  thirds  of  the  members  of  the  board  of  directors,  from  using  the 
surplus  revenue  of  any  year  to  advance  their  wages  and  salaries.  If 
they  follow  this  course  they  will  have  more  to  gain  than  they  would 
by  accepting  a  labor  dividend.  If  they  increase  their  wages  it  enters 
the  accounts  in  all  subsequent  years  as  a  part  of  operating  expenses, 
and  since  all  deficits  in  operation  are  to  be  met  by  the  government, 
they  would  continue  to  receive  remuneration  during  lean  years  in  ac- 
cordance with  the  scale  set  by  them  when  a  surplus  is  available.  Mr. 
Plumb  will  probably  reply  that  this  will  not  happen,  because  the  plan 
as  drawn  gives  a  larger  relative  share  of  the  labor  divided  to  the 
railroad  managers  than  it  does  to  the  classified  employees,  and  it 
would  therefore  be  to  the  interest  of  the  five  directors  representing 
the  railroad  managers  to  vote  with  the  five  government  directors  for 
the  labor  dividend  rather  than  for  a  wage  increase.  But  this  does  not 
seem  to  be  conclusive.  Managers  would  probably  find  it  to  their  in- 
terest in  the  long  run  to  vote  with  the  classified  employees  for  an  in- 
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terest  in  connection  with  all  of  them  may  be  given  brief  consideraiton. 

The  theory  which  has  been  embodied  in  our  previous  railway  legis- 
lation is  that  carriers  should  not  be  permitted  to  consolidate.  Surely 
from  the  standpoint  of  the  public  there  is  need  of  much  more  coordina- 
tion of  transportation  in  the  future  than  has  obtained  in  the  past.  Let 
us  consider  for  a  moment  the  conditions  in  most  of  our  important  termi- 
nals, especially  in  those  that  are  also  important  ports.  Railroad 
ownership  or  control  of  strategic  terminal  facilities  is  the  natural  out- 
come of  competition  among  railroads.  It  has  had  three  unfortunate 
results.  In  the  first  place,  it  has  resulted  in  much  duplication  of  ex- 
pensive terminal  facilities  without  proper  provision  for  their  physical 
coordination.  Such  a  policy  has  meant,  for  example,  the  purchase  of 
much  land  or  water  frontage  in  anticipation  of  needs.  Through  such 
a  policy  we  have  at  present  railroad  domination  of  the  New  Jersey 
side  of  New  York  harbor.  Railroad  rivalry  has  prevented  the  estab- 
lishment of  reciprocal  switching  arrangements  and  joint  terminal 
operations  on  the  New  Jersey  shore. 

The  second  unsatisfactory  result  of  railroad  competition  in  our  im- 
portant ports  has  been  the  giving  by  the  railroads  of  what  in  some 
cases  are  gratuitous  services  to  shippers  in  order  to  obtain  traffic. 
Testimony  was  given  before  the  Interstate  Commerce  Commission  in 
1912  to  the  effect  that  lighterage  and  other  terminal  services  at  the 
port  of  New  York  cost  the  Baltimore  and  Ohio  Railroad  more  than 
the  allowance  it  received  for  those  services  out  of  joint  rates;  that  on 
this  account  that  railroad  had  a  deficit  on  its  terminal  services  at  New 
York  for  the  years  1909  to  1911  of  more  than  $1,250,000.  In  the  de- 
cision of  the  so-called  5-per-cent  case  the  Interstate  Commerce  Com- 
mission pointed  out  that  there  were  many  special  services  in  terminals 
being  rendered  by  carriers  to  shippers  for  which  no  special  charge 
or  a  non-compensatory  charge  was  being  made;  that  answers  filed  by 
carriers  showed  large  amounts  were  thus  absorbed  in  railroad  rates. 
Examination  of  terminal  tariffs  shows  that  in  some  instances  terminal 
charges  are  in  addition  to  the  line  haul  and  that  in  others  they  are  ab- 
sorbed upon  traffic  coming  from  competitive  points  or  upon  those 
shipments  for  which  the  railroad  receives  a  certain  minimum  revenue. 

The  third  unsatisfactory  result  of  railroad  competition  is  the  lade 
of  physical  coordination  in  our  ports  between  rail  and  water  carriers. 
It  is  a  common  provision  in  terminal  tariffs,  for  example,  that  a  rail- 
road does  not  obligate  itself  to  provide  wharfage,  storage,  or  handling 
for  traffic  which  has  not  been  transported  or  is  not  intended  to  be 
transported  over  its  line,  or  that  it  reserves  the  absolute  right  to  the 
use  of  its  "piers  or  docks"  and  that  "permission  for  their  use  must  be 
procured."  In  actual  practice  this  frequently  means  the  refusal  of 
one  railroad  to  permit  the  use  of  its  port  terminal  facilities  by  other 
roads  unless  it  receives  a  line  haul  of  the  traffic.  The  refusal  of  rail- 
road A  to  accept  freight  in  switch  movement  from  Railroad  B  if  it  is 
to  be  exported  from  the  piers  of  Railroad  A  means  that  Railroad  B  is 
compelled  to  lighter  the  cargo  to  the  vessel  at  the  piers  of  railroad  A, 
or  that  the  vessel  must  shift  to  the  piers  of  railroad  B  after  taking  on 
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its  cargo  at  the  piers  of  railroad  A.  Conversely,  if  part  of  the  cargo 
of  a  vessel  is  destined  to  points  not  located  on  the  line  of  the  rail- 
road at  whose  piers  the  vessel  docks,  this  cargo  most  be  lightered  to 
the  piers  of  the  railroad  over  which  it  is  to  be  carried,  or  the  vessel 
must  shift  in  order  to  discharge  the  cargo  at  the  piers  of  the  road 
which  is  to  have  the  line  haul.  Such  practice  makes  as  many  separate 
ports  within  a  port  as  there  are  deep-water  terminals  controlled  by  the 
different  railroad  companies.  It  often  means,  too,  that  there  is  con- 
gestion at  the  water  terminals  of  some  railroads  while  others  are  not 
used  to  capacity.  This  inefficiency  in  terminal  services  means  an  im- 
perfect coordination  of  rail  and  water  carriers  which  in  tarn  makes 
embargoes  upon  traffic  necessary.  The  effects  of  these  embargoes  ex- 
tend into  the  interior  to  Kansas  City  and  beyond.  Obviously  the  re- 
striction of  strategic  port  terminal  facilities  to  its  own  use  is  an  at- 
tempt by  a  railroad  to  secure  the  line  haul  of  the  traffic.  While  this 
is  a  failure  to  appreciate  the  fact  that  railroads  are  common  carriers 
it  is  the  natural  result  of  railway  competition  in  terminals.  But  if  it 
is  true  that  competition  has  made  terminal  charges  so  low  that  they 
are  unremunerative,  a  railroad  which  has  expensive  rail  and  water 
terminals  could  not  afford  to  permit  their  use  by  other  railroads  unless 
it  were  to  receive  more  for  their  use  than  the  present  scale  of  terminal 
charges  would  yield. 

In  view  of  these  facts  it  would  not  be  wise  to  have  the  provisions  of 
the  Esch  bill,  which  has  recently  passed  the  House  of  Representatives, 
enacted  into  law.  Mere  permission  to  carriers  to  consolidate  will  not 
be  sufficient  in  cases  where  certain  railroads  enjoy  strategic  positions 
in  our  terminals.  It  is  not  reasonable  to  expect  that  such  railroads 
will  voluntarily  offer  to  share  their  monopoly  profits  with  other  car- 
riers. This  does  not  mean  government  ownership  of  terminal  railway 
facilities.  There  could  be  organized  separate  terminal  companies,  the 
control  of  which  would  be  shared  by  all  the  railroads  in  the  terminal. 
Take,  for  example,  the  situation  in  Norfolk,  Virginia.  There  the  eight 
railroads  themselves  own  a  terminal  belt  line  which  does  the  switch- 
ing and  belt  line  service  for  them  all.  They  each  own  12.5  per  cent 
of  the  stock  of  this  terminal  company,  and  all  receive  services  from 
it  on  an  equal  basis.  This  service,  however,  does  not  extend  to  much 
of  the  traffic  which  constitutes  exports  and  imports.  There  is  as  much 
logic  in  compelling  one  carrier  to  permit  the  use  of  its  terminal  facili- 
ties by  another  carrier  as  there  is  in  compelling  one  utility  to  permit 
the  use  of  its  poles,  conduits,  or  other  facilities  by  another  utility.  In 
both  cases  the  public  receives  consideration  as  an  important  third 
party  to  the  contract.  The  theory  in  the  decision  of  the  Supreme 
Court  in  the  St.  Louis  Terminal  Case  in  1912  ought  to  be  more  gener- 
ally applied.  It  would  appear  therefore  to  be  in  the  interest  of  the 
public  to  have  those  provisions  of  the  Cummins  bill  which  provide  for 
compulsory  consolidation  enacted  into  law,  at  least  so  far  as  our  im- 
portant terminals  are  concerned.  If  railway  legislation  can  be  enacted 
which  among  other  things  will  provide  adequate  financial  control  of 
carriers  and  more  efficient  railway  service  it  will  do  much  to  remove 
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the  present  demand  for  such  a  radical  program  as  is  proposed  by  Mr. 
Plumb. 

What  has  been  said  is  not  in  opposition  to  a  plan  for  participation 
in  railway  management  on  the  part  of  railway  employees.  That 
would  doubtless  have  many  beneficial  results.  But  the  employees  will 
certainly  take  much  more  interest  in  the  management  of  the  carriers 
if  they  gradually  buy  a  share  in  them,  and  face  the  probability  of  loss 
in  case  the  properties  are  not  efficiently  managed. 

R.  R.  Bowker. — Here  is  indeed  an  almost  humorous  reversal.  The 
American  Economic  Association  is  considered  by  labor  an  organisa- 
tion of  theorists,  idealists,  doctrinaires.  But  now  a  representative  of 
labor  presents  his  idealist's  plan,  from  which  the  underpinning  is 
knocked  away  by  the  hard  facts  brought  forward  by  professorial  and 
commercial  economists.  Mr.  Plumb  has  presented  a  masterly  and  re* 
markably  compact  statement  of  the  Plumb  plan,  or  plunge,  and  makes 
the  assumption  usual  in  all  socialist  arguments,  which  presume  that 
any  defects  of  present  systems  are  readily  curable  by  the  panacea  of 
the  moment,  and  throws  the  burden  of  proof  not  upon  the  advocates 
of  a  new  plan  but  upon  the  defenders  of  existing  methods.  He  also 
makes  the  assumption  that  a  single  class  of  workers  constitutes  the 
people,  whose  interests  are  to  be  protected  by  putting  into  the  hands 
of  railway  employees  the  control,  direct  or  indirect,  of  the  entire  rail- 
way system.  Most  of  us  agree  that  labor  is  entitled  not  only  to  an 
advance  corresponding  to  the  higher  cost  of  living,  but,  in  the  words 
of  the  remarkable  and  creditable  document  issued  by  labor  leaders 
from  Washington,  to  a  progressively  advancing  scale  of  wages  in  re- 
spect to  share  of  product.  But  the  willingness  of  representatives  of 
labor  to  throttle  the  industries  of  the  country  by  wholesale  stoppage 
of  transportation  does  not  give  assurance  that  the  interests  of  the  pub- 
lic will  be  safeguarded  under  their  control.  While  transportation  is 
vitally  essential  to  the  business  of  the  entire  people,  it  is  perhaps  not 
so  large  an  element  in  the  increased  cost  of  living  as  has  been  sup- 
posed. 

From  1913  through  June,  1916,  bituminous  coal  could  be  bought  at 
the  pit-mouth  at  from  $1.15  to  $1.50  per  ton,  while  cost  of  transpor- 
tation to  a  factory  near  New  York  remained,  under  Interstate  Com- 
merce restrictions,  $1.75  per  ton.  The  price  at  the  pit-mouth  rose 
suddenly  within  the  succeeding  year  to  the  climax  of  $5.75  in  June, 
and,  under  government  restrictions,  fell  to  $3.25  in  July,  1917,  and 
the  price  this  year  has  fallen  to  $2.65.  Meanwhile,  transportation 
charges  rose  to  a  maximum  of  $2.30,  or  only  30  per  cent  in  all,  though 
coal  had  risen,  previous  to  government  control,  400  per  cent,  and  is 
at  present  more  than  double  pre-war  prices.  That  labor  should  have 
its  share  in  any  such  advance  is  beyond  question.  But  we  cannot  as- 
sume that  justice  either  to  labor  or  to  the  whole  body  of  consumers 
will  be  reached,  despite  the  difficulties  of  the  pre-war  railway  manage- 
ment which  we  all  recognize,  by  so  radical  an  overturning  as  the  Plumb 
plan  proposes. 


ROUND  TABLE  DISCUSSIONS 

On  Wednesday  afternoon,  December  31,  there  were  round  table  dis- 
cussions of  (1)  The  policy  of  government  with  respect  to  competition, 
cooperation,  monopoly,  and  the  issue  of  securities;  (2)  Immigration 
and  immigration  problems;  (8)  The  teaching  of  Economics;  and  (4) 
Is  large-scale  and  centralized  organization  of  marketing  in  the  inter- 
ests of  the  public?  At  each  of  these  conferences  there  was  a  large  at- 
tendance and  spirited  discussion.  Short  reports  of  three  of  these  ses- 
sions, by  their  respective  chairmen,  Dean  W.  F.  Gephart,  Professor 
H.  A.  Millis,  and  Professor  C.  M.  Thompson,  are  subjoined.  A  por- 
tion of  the  discussion  at  the  conference  on  the  organization  of  market- 
ing is  also  given  below. 

Competition,  Cooperation,  and  Monopoly 
The  round  table  discussion  on  "What  should  be  the  attitude  of  the 
government  towards  competition,  cooperation,  and  monopoly,"  was  well 
attended,  and  the  discussion  was  participated  in  by  a  large  number  of 
speakers.  Chairman  Gephart  opened  the  discussion  by  reviewing  the 
pronounced  governmental  emphasis  on  preserving  the  competitive  sys- 
tem as  this  idea  expressed  itself  in  the  constitution  and  enacted  law. 
It  was  pointed  out  that  industrial  development  had  been  tending,  in 
this  country,  towards  large-scale  production  and  integration  of  busi- 
ness, and  in  some  instances,  monopoly,  and  that  much  of  our  actual 
industrial  development  runs  counter  to  the  spirit  of  the  constitution 
and  the  law. 

It  was  argued  that  provision  ought  to  be  made  in  the  law  for  a 
greater  variety  in  forms  of  industrial  organization,  although  it  was 
generally  agreed  that  this  would  involve  more  extensive  and  careful 
supervision  and  regulation  on  the  part  of  the  government.  It  was  fur- 
ther argued  that  federal  incorporation,  with  its  accompanying  super- 
vision of  many  businesses  of  an  interstate  character,  was  a  desirable 
line  of  development.  Especial  emphasis  was  given  to  the  desirability 
of  some  general  supervision  and  publicity  of  accounts  of  interstate 
business  activities.  While  some  of  the  business  interests  object  to 
what  they  are  pleased  to  call  "government  interference'1  in  business, 
yet  it  was  believed  that  an  increasing  number  of  the  more  intelligent 
business  interests  would  welcome  carefully  devised  supervision  of 
business,  not  only  for  the  protection  that  it  would  give  to  them  in 
competition  with  other  firms,  but  also  because  of  the  need  of  correct- 
ing much  of  the  public  misunderstanding  regarding  the  real  character 
of  some  businesses,  such  as  the  public  utilities,  storage  houses,  and 
others,  towards  which  the  public  often  have  an  unfavorable  attitude, 
and  which  affects  the  legislation,  especially  state  legislation,  enacted 
for  their  regulation. 
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Immigration  and  Immigration  Problems 
The  discussion  was  opened  by  Dr.  W.  £.  Leiserson,  who  discussed 
the  Immigrant  and  organized  labor,  Professor  Don  Lescohier,  who  dis- 
cussed Immigration  and  the  needs  of  the  labor  market,  and  Matthew 
Woll,  who  discussed  the  Position  of  the  American  Federation  of  Labor 
on  immigration.  The  general  discussion  which  followed  was  partici- 
pated in  by  Professor  Commons,  Mr.  Saposs,  Professor  Tyson,  Mr. 
Bonnett,  Mr.  Mullenbach,  Mr.  Sam  Levine,  and  Dr.  N.  I.  Stone. 

As  a  result  of  his  Americanization  studies,  Dr.  Leiserson  expressed 
the  opinion  that  whether  the  immigrant  plays  a  small  or  a  large  role 
in  organized  labor  depends  largely  upon  whether  organization  pro- 
ceeds upon  the  basis  of  the  craft  and  the  craft  interest  or  upon  the 
basis  of  industry.  Professor  Lescohier  felt  that  immigration  was 
needed  for  the  development  of  the  country,  but  was  of  the  opinion  that 
it  should  be  considerably  restricted  for  some  years  so  that  industrial 
relations  might  be  so  arranged  as  to  prevent  waste  and  to  develop  the 
efficiency  of  the  existing  labor  supply.  Mr.  Woll  explained  that  the 
American  Federation  of  Labor  is  not  at  all  opposed  to  the  immigrant 
and  immigration,  but  feels  that  there  should  be  exclusion  for  two 
years  during  the  reconstruction  period.  Our  policy  after  two  years 
should  be  to  admit  immigrants  with  proper  regard  to  the  possibilities 
of  assimilating  them  and  the  opportunity  to  maintain  proper  labor 
conditions.  Professor  Commons  advocated  exclusion  of  immigrants  on 
the  ground  that  this  is  essential  to  the  proper  organization  of  labor, 
and  expressed  the  opinion  that  we  must  look  to  a  thorough  organiza- 
tion of  labor  for  the  solution  of  our  numerous  labor  problems- 

The  Teaching  of  Elementary  Economics 
Perhaps  the  most  important  fact  brought  out  in  the  conference  was 
the  crowded  condition  of  classes  in  elementary  economics  in  all  the 
colleges  and  universities  of  the  country.  Each  speaker  emphasized  this 
point  in  explaining  exactly  how  his  institution  had  met  the  problem. 
California,  to  cite  the  most  extreme  case  mentioned,  had  enrolled  more 
than  fourteen  hundred  in  the  elementary  course,  all  of  whom  were 
brought  together  in  a  single  lecture  section  once  a  week  and  distributed 
in  numerous  smaller  quiz  sections  on  other  days.  Wisconsin,  Michigan, 
Iowa,  Illinois,  and  Harvard  were  reported  as  beng  compelled  to  resort 
to  similar  methods  in  order  to  accommodate  the  large  number  of  stu- 
dents desiring  instruction  in  economics. 

The  conference  showed  substantial  differences  of  opinion  as  to  the 
allotment  of  time  and  the  best  methods  to  be  employed  in  the  use  of 
lectures  and  quizzes.  Some  institutions  cover  the  subject  in  one  semes- 
ter, meeting  five  times  a  week;  others  meet  but  four  times  a  week  for  a 
semester ;  while  others  take  two  semesters,  meeting  three  or  four  times 
a  week.  Those  institutions  which  adhere  to  the  quarter  system  show 
the  same  divergence  of  practice. 

The  speakers  disagreed  also  on  the  use  of  the  lecture  method.  Some 
expressed  a  preference  for  formal  lectures  in  which  the  work  of  the 
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various  quiz  instructors  might  be  coordinated,  and  by  which  the  en- 
tire student  enrollment  would  be  brought  in  contact  with  instructors 
with  greater  experience  and  maturity  than  quiz  instructors  usually 
have.  Some  preference  was  expressed  for  a  plan  whereby  all  instruc- 
tion should  be  given  in  small  quiz  sections,  each  student  having  the 
same  instructor  for  all  recitations  in  the  subject.  A  middle  ground  was 
taken  by  one  or  two  speakers,  who  pointed  out  the  advantage  of  replac- 
ing lectures  with  discussions  made  up  of  three  or  four  quiz  sections 
comprising  a  total  number  of  students  ranging  from  one  hundred  to  one 
hundred  and  fifty.  The  last  method,  according  to  its  friends,  combined 
the  best  features  of  the  lecture  and  eliminated  its  worst* — large  num- 
bers, inattention,  lack  of  personal  contact. 

Much  interest  was  shown  in  the  policies  of  the  different  institutions 
represented  in  requiring  students  to  make  use  of  supplementary  read- 
ing. Several  speakers  expressed  a  preference  for  an  additional  text 
book,  but  the  weight  of  practice  appeared  to  be  in  favor  of  materials 
such  as  those  prepared  by  the  Economics  faculty  of  the  University 
of  Chicago.  Professor  Day  of  Harvard  directed  attention  to  the  ad- 
visability of  having  some  sort  of  loose-leaf  service  whereby  current 
supplementary  material  could  be  furnished  students  as  the  course 
progressed.  It  seemed  the  concensus  of  opinion  that  such  a  service 
would  produce  better  results  than  are  now  obtained  in  most  institutions. 

In  the  course  of  the  discussion  the  point  was  brought  out  that  sev- 
erela  institutions  are  engaged  in  a  rather  comprehensive  program  to 
better  their  instruction  in  economic  principles.  Professor  Wright  of 
the  University  of  Chicago  and  Professor  Wasson  of  the  State  Uni- 
versity of  Iowa  each  spoke  of  the  efforts  being  made  in  their  respective 
schools  along  these  lines.  At  Iowa,  the  Department  of  Economics 
asked  the  students  themselves  to  suggest  in  what  ways  instruction  might 
be  made  more  efficient;  and  Professor  Wasson  expressed  the  opinion 
that  the  results  of  the  experiment  justified  the  time  and  effort  spent 
on  it. 

The  opinion  was  very  generally  expressed  that  the  conference  was 
well  worth  while  and  that  similar  conferences  ought  to  be  held  at  sub- 
sequent meetings  of  the  Association. 

Is  Large-Scale  Centralized  Organization  of  Marketing  in  the 
Interest  of  the  Public? 

L.  D.  H.  Weld. — Before  deciding  upon  the  topic  for  discussion  at 
this  round  table  meeting  on  Marketing,  I  sent  out  a  number  of  letters 
asking  for  suggestions  as  to  possible  topics  and  speakers.  Some  of 
those  who  replied  suggested  that  the  packing  industry  would  furnish 
a  good  topic;  others  suggested  various  developments  in  marketing 
which  are  in  the  direction  of  more  efficient  methods  and  organization. 

Since  I  represent  the  packing  industry  I  did  not  care  to  make  that 
the  specific  topic  for  discussion,  and  therefore  I  announced  this  gen- 
eral subject  so  that  the  discussion  might  be  steered  into  whatever 
channel  the  temper  and  interest  of  the  attending  group  might  de- 
termine* 
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It  struck  me  that  the  topic  decided  upon  covered  a  number  of  the 
most  important  developments  that  have  been  taking  place  in  marketing. 
For  example,  we  can  easily  discuss  the  packing-house  situation  if  that 
is  the  desire  of  those  present.  The  topic  covers  important  develop- 
ments in  fruit  marketing  such  as  the  California  Fruit  Growers  Ex- 
change, and  the  new  American  Fruit  Growers,  Inc.,  which  is  repre- 
sented by  Mr.  Brand.  Under  this  topic  may  be  considered  the  de- 
velopment of  chain  stores,  or  of  mail-order  houses,  or  of  department 
stores.  It  covers  the  question  of  concentration  of  milk  distribution  in 
large  companies  and  whether  economies  would  be  gained  by  having 
a  municipal  monopoly  in  milk  distribution. 

In  one  sense  the  topic  for  discussion  is  one-sided,  because  I  believe 
that  in  general  there  is  only  one  answer.  I  believe  that  most  of  us 
will  agree  that  better  service  and  greater  efficiency  result  from  the  de- 
velopment of  large-scale  marketing,  although  there  are  undoubtedly 
some  exceptions  to  this  general  rule. 

The  only  question  seems  to  be  whether  large  marketing  organiza- 
tions contain  elements  of  danger.  Are  they  too  big?  Do  they  have 
monopoly  power  ?  Do  they  resort  to  unfair  trade  practices  in  order  to 
gain  in  size? 

I  have  long  been  convinced  that  the  study  of  any  marketing  prob- 
lem should  begin  with  a  consideration  of  the  functions  performed  in 
the  distributing  process.  These  functions,  as  I  have  pointed  out  on 
other  occasions,  are  assembling,  storing,  financing,  assumption  of  risks, 
grading,  selling,  and  transportation. 

We  are  all  familiar  with  the  general  organization  that  has  developed 
to  perform  those  functions;  we  know  that  there  is  a  considerable 
amount  of  functional  specialization,  and  that  the  marketing  processes, 
at  least  for  farm  products,  are  carried  on  by  such  middlemen  as  coun- 
try shippers,  railroads,  wholesalers  and  commission  men,  jobbers,  and 
retailers. 

On  the  whole  we  find  relatively  small  units  in  the  marketing  organi- 
zation, especially  in  connection  with  agricultural  products.  There  are 
somewhat  larger  units  on  the  average  in  the  selling  of  manufactured 
products.  We  have  discovered,  contrary  to  popular  opinion,  that  these 
middlemen  have  attained  a  fairly  high  degree  of  efficiency  in  the  per- 
formance of  their  tasks,  and  that  there  is  ample  economic  justification 
for  the  splitting  up  of  the  marketing  processes  into  successive  steps. 
The  marketing  functions  have  to  be  performed,  whether  by  one  con- 
cern which  buys  the  goods  from  the  farmer  and  sells  them  to  the  con- 
sumer, or  whether  the  functions  are  split  up  among  four  or  five  suc- 
cessive middlemen.  The  elimination  of  middlemen  does  not  elimi- 
nate the  functions  performed,  and  does  not  ordinarily  reduce  the  cost 
of  performing  the  aggregate  of  functions.  It  is  the  burden  of  my 
argument  that  under  certain  conditions,  however,  there  are  advantages 
to  be  gained  in  the  performance  of  these  functions  through  concentra- 
tion and  organization  on  a  large  scale. 

Not  to  disappoint  those  who  hope  that  we  may  get  something  started 
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on  the  problem  of  the  meat  packers,  I  shall  give  special  consideration 
to  this  industry  in  developing  my  organization.  And  it  should  be  rea- 
lized that  this  industry  represents  large-scale  marketing  in  two  or 
three  ways:  first,  each  of  the  large  packers  does  a  large  volume  of 
business  in  its  principal  products,  which  are  meats;  second,  each  has 
undertaken  the  marketing  of  other  products  than  strictly  meat  foods, 
although  the  extent  to  which  this  has  been  done  varies  for  the  different 
packers;  and,  third,  the  large  meat  packer  represents  a  more  direct 
system  of  marketing  than  is  found  in  most  trades  in  that  "he  does  his 
own  jobbing"  and  sells  direct  to  the  retail  dealer.  We  thus  have,  in 
addition  to  large  volume,  the  branching  out  into  other  lines,  and  the 
integration  of  the  marketing  processes. 

It  is  conceivable  that  the  packing  industry  might  be  carried  on  by 
thousands  of  small  plants  located  in  the  producing  sections  of  the  Mid- 
dle West  and  West,  which  ship  their  goods  to  hundreds  of  jobbers  lo- 
cated in  the  consuming  centers  of  the  East.  We  might  have  a  few 
hundred  brokers  located  at  Chicago  and  St.  Louis  to  make  connection 
between  these  small  western  manufacturers  and  the  large  number  of 
small  wholesalers  and  commission  men  in  the  East.  This  is  the  way 
that  eggs  and  poultry  and  many  other  commodities  are  marketed. 

The  packing  industry  is  a  combination  of  manufacturing  and  sell- 
ing. There  is  a  real  need  for  large  manufacturers  in  order  to  bring 
about  the  greatest  possible  utilization  of  by-products.  It  is  also  neces- 
sary to  have  the  plants  large  enough  to  be  able  to  absorb  the  fluctua- 
ting receipts  of  live  stock  that  come  to  market.  As  a  matter  of  fact, 
we  often  refer  in  my  company  to  the  small  packers  as  "in-and-outers," 
meaning  that  they  buy  when  the  market  looks  right  to  them  and  dis- 
continue buying  when  conditions  look  unfavorable.  The  large  packer 
varies  his  buying  to  a  certain  extent,  but  on  the  whole  makes  it  pos- 
sible to  absorb  the  receipts  of  live  stock  that  come  to  market,  be  they 
large  or  small. 

Important  as  it  is  to  have  large  manufacturing  companies,  it  is 
equally  important  to  have  large  distributing  organizations  in  the  pack- 
ing business.  Wholesale  distribution  of  meats  in  the  eastern  cities  is 
still  carried  on  to  a  certain  extent  by  small  independent  wholesalers, 
but  the  tendency  has  been  for  the  large  packers  to  establish  their  own 
sales  outlets  through  so-called  branch  houses.  Possibly  the  greatest 
advantage  in  this  scheme  of  organization  is  that  the  large  packing  es- 
tablishment in  Chicago  or  other  western  city  can  keep  directly  in 
touch  with  trade  conditions  and  can  distribute  its  highly  perishable 
meats  to  the  various  markets  more  efficiently  and  more  in  accordance 
with  the  varying  demands  than  was  possible  when  it  depended  upon 
outside  wholesalers  for  its  market.  The  only  reason  that  it  can  afford 
to  do  this,  however,  is  that  it  has  such  a  large  volume  of  business  to 
put  through  each  branch  house  that  the  cost  of  operating  these  branch 
bouses  is  reduced  to  a  minimum.  Swift  &  Company's  cost  of  operating 
branch  houses,  for  example,  is  only  about  4  per  cent  of  the  sales,  and 
this  includes  an  overhead  administrative  charge  from  the  Chicago 
office. 
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It  is  perfectly  obvious  that  no  small  packer  in  the  West  can  afford 
a  comprehensive  sales  organization  in  the  East.  A  small  packer  might 
have  enough  business  to  maintain  one  branch  house  in  New  York,  but 
unfortunately  this  one  branch  house  will  be  wanting  choice  cuts  of 
beef  one  week  and  cheap  cuts  of  beef  the  next  week.  Demand  for 
beef  will  be  falling  off  in  New  York  when  live-stock  receipts  are  in- 
creasing in  the  West,  or  vice  versa.  In  other  words,  the  western 
packer  must  have  a  large  number  of  distributive  outlets  in  various  con- 
suming centers  before  he  can  market  his  meats  efficiently. 

I  could  go  into  this  in  much  greater  detail,  and  demonstrate  still 
more  conclusively  the  need  of  the  packers'  large-scale  distributing  or- 
ganizations in  the  sale  of  meats,  but  I  think  this  point  will  be  granted 
from  what  I  have  already  said,  and  shall  proceed  briefly  to  the  reasons 
why  we  have  branched  out  into  the  handling  of  other  commodities. 

In  the  first  place,  we  long  ago  found  that  with  our  refrigerating 
equipment  in  the  form  of  storage  houses,  refrigerator  cars,  and  cooling 
rooms  in  our  branch  houses,  we  could  handle  to  advantage  such  com- 
modities as  butter,  eggs,  cheese,  and  poultry.  We  found  that  we  bad 
to  add  some  overhead  expense  in  the  way  of  administration  in  our 
Chicago  headquarters,  but  that  much  of  our  existing  administrative 
machinery  could  also  be  utilized.  We  found  that  these  goods  could  be 
sold  to  the  same  class  of  retailers  by  the  same  salesmen,  and  that  they 
could  be  delivered  in  the  same  delivery  trucks.  We  found  that  in  gen- 
eral the  same  accounting  force  could  attend  to  the  making  out  of  bills, 
etc.  We  found,  in  other  words,  that  we  could  increase  our  volume  of 
business  without  a  commensurate  increase  in  overhead  expense  for  ad- 
ministration and  for  physical  equipment,  and  that  this  increased  ton- 
nage not  only  made  it  possible  to  handle  these  related  commodities  ex- 
peditiously and  economically,  but  that  we  could  afford  to  have  dis- 
tributing houses  for  meats  where  otherwise  the  tonnage  would  not  be 
sufficient,  and  that  in  general  this  increased  tonnage  decreased,  or  at 
least  kept  down,  our  selling  expenses  on  meats.  You  may  be  inter- 
ested to  know  that  marketing  expenses,  including  freight  on  our  goods, 
constitute  well  over  half  of  the  total  expenses  of  Swift  &  Company. 
In  that  sense,  we  are  more  important  as  distributors  than  we  are  as 
manufacturers. 

To  reduce  this  explanation  to  fundamental  terms,  let  us  refer  again 
to  the  marketing  functions  with  regard  to  the  handling  of  these  com- 
modities. 

In  assembling,  we  are  in  close  touch  with  the  producing  sections. 
We  have  established  our  own  assembling  plants,  for  butter,  eggs,  and 
poultry,  in  such  states  as  Iowa,  Missouri,  and  Kansas,  thus  permitting 
us  to  assemble  to  the  best  advantage,  and  at  the  same  time  furnishing 
a  never  failing  market  for  producers.  In  storing,  we  have  warehouses 
and  refrigeration  facilities  in  connection  with  our  numerous  packing 
plants,  and  we  have  refrigerator  cars  and  refrigerating  facilities  in 
connection  with  our  four  hundred  branch  sales  houses,  which  can  be 
used  for  these  products  as  well  as  for  meats. 
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In  financing,  we  are  borrowing  from  banks  all  over  the  country  in 
connection  with  our  meat  business,  and  can  easily  use  the  same  sources 
of  credit  for  our  other  products.  As  for  the  assumption  of  risks,  we 
are  in  a  position  to  minimize  the  risks  involved,  through  having  a  na- 
tion-wide organization  which  is  in  constant  touch  with  the  changing 
conditions  all  over  the  country,  and  we  have  such  a  wide  distributive 
outlet  that  we  store  goods  only  to  satisfy  our  own  trade  requirements 
rather  than  as  purely  speculative  ventures. 

When  it  comes  to  grading,  sorting,  and  packing,  we  reduce  the  num- 
ber of  times  that  goods  must  be  sorted  and  re-handled  by  our  direct 
shipment  from  assembling  plants  in  the  West  to  branch  sales  houses  in 
the  East,  and  we  are  in  position  to  bring  about  a  greater  uniformity 
and  standardization  of  grades  than  is  customary. 

As  for  the  selling  function,  I  have  already  explained  how  we  utilize 
our  sales  organization  in  such  a  way  as  to  reduce  unit  selling  expenses. 
In  performing  the  function  of  transportation  we  bring  about  a  more 
exact  distribution  of  goods  by  having  control  of  our  own  refrigerator 
cars,  and  we  utilize  the  same  delivery  trucks  that  are  necessary  for 
carrying  meats  to  the  door  of  the  retailer. 

The  advantages  that  we  have  over  the  ordinary  distributive  machinery 
in  the  handling  of  these  products  are  apparent,  and  yet  they  are  not 
so  great,  measured  in  dollars  and  cents,  as  one  might  think.  We  still 
have  to  perform  all  the  functions  that  are  performed  by  other  middle- 
men. We  do  not  aim  necessarily  to  undersell  the  market,  and  yet  I 
believe  it  is  a  fact  that  we  set  the  pace  in  competition.  When  a  pur- 
chaser in  New  York  wants  a  large  quantity  of  eggs,  we  are  not  only 
likely  to  be  able  to  make  the  best  price, — perhaps  only  by  a  fraction  of 
a  cent  per  dozen, — but  we  are  likely  to  have  goods  available  in  New 
York,  or  en  route  from  some  Kansas  point,  which  will  just  fill  the 
bill.  Our  advantage  is  perhaps  even  more  in  respect  to  service  than 
it  is  in  respect  to  price. 

Through  our  central  organization,  which  is  constantly  in  touch  with 
our  hundreds  of  sales  outlets,  we  are  able  to  distribute  most  efficiently 
our  supplies  in  accordance  with  varying  demands,  and  we  are  more 
likely  than  perhaps  any  other  distributor  to  have  goods  on  hand  at 
any  particular  point  in  the  quantity  and  quality  desired.  This  all 
means  better  organization,  more  scientific  marketing,  and  greater  bene- 
fits to  both  producer  and  consumer  than  are  possible  under  an  organ- 
ization consisting  entirely  of  small  units. 

The  different  packers  have  had  varying  opinions  as  to  the  economies 
obtainable  by  branching  out  into  other  lines.  Armour  &  Company,  for 
example,  has  gone  into  such  products  as  coffee,  rice,  cereals,  etc.  Out- 
side of  butter,  eggs,  cheese,  and  poultry,  Swift  &  Company  has  taken 
on  practically  nothing  but  canned  goods  and  a  little  dried  fish.  I  am 
not  discussing  in  this  connection  the  manufacture  and  sale  of  leather, 
soap,  oleomargarine,  fertilizer,  etc.,  which  are  industries  that  carry  to 
a  further  degree  of  manufacture  the  by-products  of  animals. 
The  unfortunate  feature  of  this  development  has  been  that  there 
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has  grown  up  a  feeling  that  we  were  going  too  far,  and  that  we  were 
getting  control  of  the  food  supply  of  the  nation.  This  feeling  has 
been  greatly  augmented  by  the  recent  report  of  the  Federal  Trade 
Commission,  which  claims  that  the  large  packers  have  agreements, 
and  that  they  are  able  to  manipulate  the  prices  of  these  commodities. 
This  is  not  the  case,  however,  and  I  wish  that  I  could  have  an  hour  or 
two  to  prove  to  you  that  the  Federal  Trade  Commission  cannot  be  de- 
pended upon  as  a  reliable  source  of  information  on  this  subject.  I 
could  show  you  so  many  glaring  examples  of  misrepresentation,  dis- 
torted figures,  and  suppression  of  evidence  which  refutes  the  very  con- 
tentions of  the  Commission,  that  there  would  not  be  left  in  your  minds 
the  shadow  of  a  doubt. 

Unfortunately  also,  certain  interests  have  seised  upon  the  Federal 
Trade  Commission's  report,  and  helped  to  spread  its  unfounded  con- 
clusions among  people  who  are  only  too  ready  to  believe  anything  they 
hear  that  is  detrimental  to  the  packers.  This  is  true  especially  of  the 
wholesale  grocers,  who  have  apparently  seen  an  opportunity  to  gain 
something  for  themselves  by  getting  rid  of  the  competition  of  packers 
in  the  sale  of  certain  products  that  they  handle. 

Swift  &  Company  has  been  doing  its  best  to  educate  the  public  to 
get  the  people  to  realize  that  there  has  been  ample  economic  justifica- 
tion for  the  handling  of  other  than  meat  products,  and  that  we  per- 
form the  manufacturing  and  marketing  functions  at  a  minimum  of  ex- 
pense and  profit.  It  has  been  deemed  wise,  however,  to  make  some 
concession  to  the  prejudice  which  persists,  and  consequently  the  large 
packers  have  recently  agreed  with  the  Attorney  General  to  submit  to 
a  decree  prohibiting  us  from  the  handling  of  certain  products,  and  re- 
quiring us  to  sell  our  interests  in  stock  yards.  Whether  this  will  be 
beneficial,  time  only  will  tell.  Personally,  this  concession  has  been  a 
disappointment  to  me,  because  it  means  that  we  retire  from  a  position 
which  is  not  only  perfectly  legal,  but  which  is  perfectly  justifiable 
from  an  economic  point  of  view.  It  marks  a  step  backward  in  eco- 
nomic and  commercial  development  rather  than  a  step  forward. 

The  fundamental  trouble  in  this  whole  controversy  is  a  lack  of 
knowledge  on  the  part  of  the  public  of  fundamental  economic  doctrine. 
The  prejudice  that  results  from  this  ignorance  has  been  inflamed  by 
demagogues,  by  political  aspirants,  and  by  a  department  of  the  gov- 
ernment. I  am  not  sure  that  any  permanent  solution  can  be  worked 
out  by  making  concessions  to  prejudice  and  ignorance.  The  ultimate 
solution  lies  in  educating  the  public  along  sound  economic  lines,  and 
I  believe  that  every  teacher  of  marketing  and  of  economics  should 
bend  his  energies  toward  a  greater  dissemination  of  economic  truths. 

Lewis  H.  Haney. — The  preceding  speaker  has  suggested  that  large 
scale  marketing  is  a  "good  thing."  In  doing  so,  he  fails  to  distinguish 
between  the  public  benefit  and  private  advantage.  I  do  not  doubt  that 
the  concern  which  Mr.  Weld  represents  has  found  it  profitable;  but 
that  is  not  the  question. 
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In  the  first  place,  I  cannot  too  strongly  maintain  that  economic 
analysis  will  show  that  there  is  no  normal  tendency  toward  large-scale 
marketing,  at  least  in  the  case  of  food  products  such  as  are  handled 
by  wholesale  grocers.  For  one  thing,  I  know  that  the  relatively  small 
wholesale  distributor  of  food  products  makes  as  high  a  rate  of  profit 
as  does  the  large  one.  More  than  this,  the  foregoing  fact  can  be  ex- 
plained on  the  ground  that  in  marketing  no  large  fixed  charges  exist, 
and  management  is  the  chief  factor.  In  marketing  food  products,  no 
considerable  fixed  capital  is  required,  and  expenditure  for  advertising 
is  very  small.  The  jobber  who  can  buy  in  carload  lots  can  buy  as 
cheaply  as  one  who  buys  ten  carloads,  and  one  salesman  can  handle  a 
given  territory  as  cheaply  per  unit  of  product  sold  as  a  dozen  sales- 
men can  handle  a  territory  twelve  times  as  large. 

In  the  second  place,  the  forces  which  have  led  to  such  large-scale 
marketing  as  exists  are  not  economic,  but  acquisitive.  The  chief  ones 
are  the  use  of  (1)  excessive  advertising,  and  (2)  discriminatory  "quan- 
tity discounts."  Excessive  advertising  campaigns  lead  the  manufac- 
turer to  desire  to  keep  his  hands  on  his  goods  until  they  are  disposed  of 
to  the  retailer,  or  even  the  consumer.  He  is  led  to  insist  that  his  ad- 
vertised goods  be  pushed  more  than  the  products  of  other  manufactur- 
ers, and  he  also  has  a  strong  tendency  to  engage  in  "full-line  forcing." 
The  quantity  discount  is  used  as  a  means  of  inducing  customers  to  favor 
the  products  of  a  given  manufacturer,  and  this  is  purely  an  acquisi- 
tive matter.  The  discount  is  generally  not  based  upon  considerations 
of  cost. 

Of  course  the  large  manufacturer  has  a  large  volume  of  goods  to 
handle  and  if  he,  for  his  own  particular  reason,  wants  to  do  his  own 
marketing,  it  necessarily  follows  that  he  will  market  on  a  large  scale. 
Mr.  Weld  represents  what  are  primarily  very  large  manufacturers. 
Now  they  want  to  market  their  advertised  and  trade-marked  wares 
themselves  (though  they  can  do  it  no  more  cheaply  than  it  can  be  done 
through  the  ordinary  channels  of  wholesale  distribution),  and  it  follows 
that  they  engage  in  large-scale  marketing.  This  fact  merely  throws  us 
back  on  the  question  as  to  whether  the  concentration  in  manufacturing 
which  is  represented  by  the  packers  is  itself  a  good  thing  for  the  pub- 
lic. I  am  inclined  to  the  opinion  that  the  enormous  concentration  in 
meat  packing  has  a  historical  origin  and  not  an  economic  one.  It  is 
based  largely  upon  unfair  methods,  and  the  desire  for  power.  In 
the  case  of  the  larger  meat  packers,  in  addition  to  the  motives  of  the 
specialty  manufacturer,  we  find  an  exaggeration  of  the  advertising  ele- 
ment and  a  large  use  of  the  discriminatory,  "inside-price"  methods, 
and  of  "full-line  forcing."  The  "free  deal"  is  grossly  abused  and  the 
appeal  to  the  housewife  to  keep  an  Oval  Label  Shelf,  etc.,  is  backed 
by  pressure  to  induce  the  retailer  to  carry  not  only  canned  meats  and 
lard,  but  also  corn  flakes  and  pancake  flour  of  the  same  brand.  Dis- 
criminations in  transportation  also  enter  into  the  situation  here,  and 
what  may  be  called  "unfair  costing."  Wherever  we  have  a  large  line 
of  goods  put  out  by  a  single  concern,  especially  where  there  is  an  ele- 
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ment  of  joint  costs,  there  is  apt  to  be  a  tendency  to  cut  prices  on  some 
particular  line  of  goods  which  it  may  be  desired  to  push,  and  to  justify 
the  cut  by  charging  a  larger  proportion  of  the  total  cost  to  some  other 
product. 

An  examination  of  the  packers'  marketing  organization  will  show 
that  they  duplicate,  step  by  step,  exactly  the  links  in  the  chain  which 
characterize  the  regular  distributive  system.  The  goods  are  shipped  in 
carloads  to  branch  houses,  which  correspond  to  the  jobbers'  warehouses, 
and  from  there  are  distributed  in  less  than  carload  lots  to  retailers  in 
the  same  way  that  the  jobber  operates.  In  the  place  of  the  jobber 
himself,  we  have  the  branch-house  manager,  who  directs  the  operation 
of  a  force  of  salesmen  in  the  same  way  that  the  independent  jobber 
does.  It  would  seem,  therefore,  that  so  far  as  the  actual  cost  of  dis- 
tribution is  concerned,  the  two  would  be  similar. 

It  will  be  observed,  however,  that  there  are  several  factors  in  which 
the  packers'  method  tends  to  be  less  economical  than  the  regular 
method.  In  the  first  place,  there  is  the  dependence  upon  the  hired 
man,  as  over  against  the  vital,  personal  interest  of  the  owner.  In  the 
second  place,  there  is  the  enormous  overhead  attendant  upon  the  at- 
tempt to  supervise  efficiently  a  nation-wide,  yes,  a  world-wide  organi- 
zation, not  merely  of  selling,  but  of  manufacturing  as  well.  A  part  of 
this  overhead  consists  of  inflated  advertising  expenditure  which  is 
largely  institutional  in  character,  and  cannot  be  defended,  either  on 
the  ground  of  economy  or  of  educating  the  public  to  the  use  of  new 
products.  It  may  be  argued  that  the  large  scale  on  which  the  packer 
does  business  enables  him  to  reduce  his  overhead  expense  per  unit,  but 
in  my  judgment  this  is  getting  the  cart  before  the  horse.  The  pack- 
er's overhead  expense  has  to  be  justified  first,  before  the  public  can  be 
asked  to  transfer  its  trade  from  others  to  him,  for  his  sole  benefit.  It 
seems  clear  to  my  mind  that  the  losses  attending  such  concentration  in 
marketing  must  offset  much  of  the  undoubted  economy  in  manufactur- 
ing, and  I  am  led  to  believe  that  the  reason  for  the  concentration  lies  in 
the  lust  for  power  and  prestige.  That  the  public  could  get  its  meat  as 
cheaply  or  cheaper  with  less  centralization  is  indicated  by  the  fact 
that  a  number  of  smaller  packers  (including  Cudahy)  thrive,  and  the 
further  fact  that  the  big  packers  have  to  maintain  an  elaborate  system 
of  branch-house  distribution. 

This  leads  finally  to  the  point  that  such  organizations  as  the  pack- 
ers' illustrate  the  danger  of  monopoly  which  arises  in  connection  with 
the  tendency  to  larger-scale  or  centralized  marketing.  The  question  is 
a  grave  one,  and  one  in  which  the  economist  has  a  special  interest. 
As  it  is,  however,  one  which  is  now  up  for  adjudication,  and  one  in 
which  I  have  a  special  interest,  I  shall  not  go  into  further  details. 

My  conclusion  is  that  up  to  a  certain  point  in  certain  lines  of  com- 
modities, centralized  or  large-scale  marketing  may  be  desirable,  but 
that  most  of  the  advantages  claimed  for  it  are  purely  acquisitive,  and 
do  not  result  in  any  public  advantage.  Also  there  is  danger  of  mo- 
nopoly. A  rough  attempt  at  classification  might  be  made  along  the 
following  lines : 
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1.  When  the  product  is  a  specialty  and  advertising  is  the  controlling 
factor,  the  tendency  is  toward  centralized  marketing,  though  not  neces- 
sarily on  a  very  large  scale.  The  question  of  public  benefit  here  is 
inseparably  connected  with  the  advertising  question,  and,  in  my  judg- 
ment, advertising  may  be  excessive. 

2.  When  the  product  is  not  a  specialty,  but  one  which  we  may  call  a 
staple,  the  question  of  legitimate  tendency  toward  centralization  in 
marketing  depends  chiefly  upon  the  question  of  quantity  buying.  (1)  If 
the  consumers  or  purchasers  are  large  and  concentrated,  we  shall  have 
large-scale,  centralized  marketing,  as  is  illustrated  in  the  metal  in- 
dustry. (2)  If  the  consumers  are  small  and  scattered,  we  shall  have 
relatively  small-scale  decentralized  marketing.  (8)  The  number  and 
dispersion  of  the  manufacturers  also  plays  an  important  part,  and  when 
they  are  numerous  and  scattered,  as  in  the  case  of  canning  of  fruits 
and  vegetables,  we  may  expect  relatively  small-scale,  decentralized 
marketing. 

My  aim  has  been  to  analyze  the  motives  and  forces  which  have  given 
rise  to  the  present  tendency  to  centralization  in  marketing,  as  it  mani- 
fests itself  in  various  fields,  and  thus  to  reach  a  fundamental  conclu- 
sion. It  seems  that  most  of  the  motives  and  forces  arise  out  of  acquisi- 
tive competitive  situations,  and  cannot  be  generalized.  For  example, 
the  advantages  claimed  by  those  manufacturers  who  go  direct  to  the 
retail  trade,  if  logically  carried  out,  would  require  going  to  the  con- 
sumer; and  if  those  manufacturers  are  sound  in  their  reasoning,  every 
manufacturer  producing  the  same  commodity  would  go  direct  to  the 
consumer.  This  would  lead  to  a  situation  which  would  be  wasteful,  and 
would  become  impossible. 

The  various  alleged  advantages  cancel  out,  as  it  were.  The  question 
of  excessive  advertising  is  like  the  question  of  armament  among  na- 
tions: If  everyone  engaged  in  the  mad  struggle  to  cover  a  greater 
area  of  paper  with  pictures  of  his  product,  we  should  be  left  just 
where  we  were  when  we  began  the  struggle,  with  the  difference  that 
the  consumer  must  foot  the  bill  (or,  as  is  now  the  case,  Uncle  Sam  has 
it  taken  out  of  his  excess  profits  taxes).  If  everyone  gets  an  inside 
price,  no  one  has  an  advantage  in  getting  it.  And  so  it  goes  on  down 
the  list. 

I  am  inclined  to  the  opinion  that,  in  most  cases,  the  outcome  of  the 
present  disturbed  conditions  in  the  marketing  world  will  be  a  return 
to  the  old  and  logical  trade  channels,  with  a  distinct  recognition  of  the 
separate  functions  of  the  wholesaler  and  the  retailer ;  and  I  believe  that 
-if  the  wholesaler  and  retailer  will  profit  by  the  lessons  which  they 
are  in  process  of  learning,  this  will  be  beneficial  to  the  public. 

L.  C.  Gray. — Professor  Haney  has  based  his  objections  to  large- 
scale  organization  in  marketing  largely  on  the  ground  that  the  eco- 
nomic benefits  are  not  passed  on  to  the  consumer  but  are  retained  as 
profits  by  the  marketing  agencies.  As  I  understand  it,  the  subject  of 
discussion  is  whether  large-scale  organization  in  marketing  is  eco- 
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nomical.  Whether  or  not  the  benefits  of  such  economy  are  enjoyed  by 
the  consumer  or  by  the  marketing  agencies  is  another  question.  Con- 
ceivably there  might  be  considerable  economies  in  large-scale  organisa- 
tion even  though  the  producers  alone  profited  thereby.  In  such  a  case 
the  problem  of  government  would  be  to  regulate  the  distribution  of 
benefits  in  accordance  with  the  principle  of  fairness  without  destroy- 
ing economies  effected  by  large-scale  organization. 

I  am  inclined  to  think  that  Professor  Haney  emphasised  too  much 
the  purely  acquisitive  character  of  some  of  the  practices  of  large-scale 
marketing  organization,  including  advertising,  full-line- forcings  and 
uniform  brands.  Although  some  advertising  may  not  be  economical 
and  may  be  carried  to  an  extreme,  yet  it  is  probable  that  it  may  have 
the  effect  of  reducing  other  selling  expenses,  such  as  expense  of  main- 
taining commercial  travellers.  This  is  especially  likely  to  be  the  case 
when  the  advertising  is  supplemented  by  the  maintenance  of  a  full  line 
under  a  single  brand.  Instead  of  numerous  travelling  salesmen  and 
other  agents  each  selling  a  single  line,  the  same  salesman  can  carry  the 
full  line.  Moreover,  the  full  line  and  single  brand  may  probably  re- 
sult in  considerable  economies  in  advertising  expenses. 

The  question  may  be  raised  whether  the  integration  of  producing 
and  marketing  agencies  by  combining  producers,  wholes  ale  rs*  and  re- 
tailers in  a  single  organization  does  not  involve  considerable  economies 
by  reducing  the  uncertainties  and  irregularities  of  trade.  The  whole- 
sale division  of  the  firm  supplies  the  producer  with  a  more  certain  and 
a  steadier  market,  and  the  retail  division  of  the  firm  provides  a  steadier 
market  for  the  wholesale  division.  Competitive  selling  expenses  as  be- 
tween these  agencies  are  eliminated.  It  is  possible  to  concentrate  on 
the  stimulation  of  consumers'  demands, 


MINUTES  OF  BUSINESS  MEETINGS  AT  CHICAGO 
December  29,  30,  and  31,  1919 

A  meeting  of  the  Executive  Committee  was  held  on  Monday,  De- 
cember 29,  at  5  p.  m.,  in  Room  1707  of  the  Hotel  La  Salle. 

It  was  voted  to  recommend  to  the  Association  that  Mr.  E.  A.  Karel- 
sen's  offer  of  $1500  for  prize  essays  on  profit  sharing  be  accepted,  on 
the  condition  that  satisfactory  arrangements  can  be  made  for  meeting 
the  cost  of  printing. 

It  was  voted  to  recommend  to  the  Association  that  it  participate  in 
the  Council  of  American  Learned  Societies  Devoted  to  Humanistic 
Studies. 

It  was  also  voted  to  recommend  to  the  Association  the  appointment 
of  two  special  committees,  namely:  (1)  a  finance  committee  of  live,  of 
which  the  Treasurer  and  Managing  Editor  should  be  ex-officio  mem- 
bers; (2)  a  committee  of  three  to  consider  and  report  upon  a  policy 
with  respect  to  the  election  of  honorary  members. 

The  Secretary  presented  a  communication  inviting  the  Association 
to  participate  in  a  conference  to  be  held  in  Washington  in  the  inter- 
ests of  a  movement  for  the  establishment  of  a  federal  department  of 
Public  Works.  The  Committee  voted  that  the  invitation  should  be 
declined. 

In  response  to  communications  from  members  of  the  Association  re- 
siding in  Washington  it  was  voted  to  call  the  attention  of  the  Com- 
mittee on  Resolutions  to  the  importance  of  a  proper  reclassification  of 
expert  economic  and  statistical  positions  in  the  government  service. 

The  Secretary  presented  a  communication  from  the  President  of 
the  American  Sociological  Society,  suggesting  that  both  associations 
should  select  two  fixed  places  of  meeting,  one  in  the  East  and  one  in 
the  West  (e.g.  Washington  and  Chicago)  for  alternate  years.  It  was 
voted  that  no  change  be  made  in  the  established  policy  of  the  Asso- 
ciation, and  that  the  Association  be  informed  of  this  action  of  the 
Committee, 

It  was  voted  to  instruct  the  Secretary  to  inform  the  Association  that 
the  present  Executive  Committee  recommends  that  in  the  future  the  As- 
sociation pay  the  travelling  expenses  incurred  by  members  of  the  Ex- 
ecutive Committee  in  attending  meetings  of  the  Committee  other  than 
those  held  in  connection  with  annual  meetings  of  the  Association. 

It  was  voted  that  the  special  committee  on  College  Instruction  in  the 
Social  Sciences  be  continued,  and  that  its  scope  be  extended  to  in- 
clude instruction  in  economics  in  secondary  schools. 
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The  special  committee  elected  in  19181  to  report  a  plan  for  the 
reconstruction  of  the  Executive  Committee  submitted  a  draft  of  amend- 
ments to  the  constitution  of  the  Association.  After  discussion,  the 
proposed  amendments  were  approved  and  it  was  voted  to  recommend 
to  the  Association  that  they  be  adopted. 


Pursuant  to  announcement  in  the  program  a  business  meeting  of 
the  Association  was  held  in  the  Ball  Room  of  the  Hotel  La  Salle,  on 
Tuesday,  December  SO,  at  9  a.  m.,  with  President  Gardner  presiding. 

The  annual  reports  of  the  Secretary  and  Treasurer  were  read  and 
each  was,  by  vote,  approved.  The  report  of  the  Auditing  Committee, 
presented  by  its  chairman,  Professor  Donald  English,  was  also,  by 
vote,  approved. 

Upon  the  recommendation  of  the  Executive  Committee  it  was  voted 
that  Mr.  E.  A.  Karelsen's  offer  of  $1500  for  prize  essays  on  profit 
sharing  be  accepted,  on  the  condition  that  satisfactory  arrangements 
can  be  made  for  meeting  the  cost  of  printing. 

Upon  the  recommendation  of  the  Executive  Committee  it  was  voted 
to  ratify  the  constitution  of  the  Council  of  American  Learned  Socie- 
ties Devoted  to  Humanistic  Studies. 

Upon  the  recommendation  of  the  Executive  Committee  it  was  voted 
that  a  special  Committee  on  Finances  be  created,  composed  of  the 
Treasurer,  the  Managing  Editor,  and  three  members  to  be  appointed 
by  President  Gardner. 

Upon  the  recommendation  of  the  Executive  Committee  it  was  voted 
that  a  committee  of  three  be  appointed  by  the  President  to  consider 
and  report  upon  a  policy  with  respect  to  honorary  members. 

Upon  the  recommendation  of  the  Executive  Committee  it  was  voted 
to  authorize  the  Treasurer  to  use  the  funds  of  the  Association  to  pay 
transportation  expenses  incurred  by  members  of  the  Executive  Com- 
mittee in  attending  meetings  of  the  Committee  other  than  those  held  in 
connection  with  annual  meetings  of  the  Association. 

The  Executive  Committee  reported  that  it  had  approved  the  fol- 
lowing amendments  to  the  Constitution  of  the  Association  and  recom- 
mended their  adoption  by  the  Association: 

Amend  Article  IV  so  as  to  read:  'The  officers  of  the  Association  shall  be 
elected  at  the  annual  meeting  and  shall  consist  of  a  President,  too  Vice- 
Presidents,  a  Secretary,  and  a  Treasurer,  whose  term  of  office  shall  be  one 
year;  a  Managing  Editor  whose  term  of  office  shall  be  three  years;  six  mem- 
bers of  the  Editorial  Board,  six  elected  members  of  the  Executive  Commlt- 

i  See  Proceedings  of  Thirty- fir  at  Annual  Meeting,  pp.  350,  854. 
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tee,  and  three  members  of  the  Program  Committee,  whose  term  of  office  shall 
be  three  years,  and  who  shall  be  so  classed  that  the  term  of  one  third  of  the 
elected  members  of  each  committee  shall  expire  each  year;  provided  that  the 
office  of  the  Secretary  and  that  of  Treasurer  may  be  filled  by  the  same  person. 
The  Executive  Committee  shall  consist  of  the  President,  the  Vice-Presidents, 
the  Secretary,  the  Treasurer,  the  Managing  Editor,  the  three  ex-Presidents 
who  have  last  held  office,  and  six  elected  members." 

Amend  Section  1  of  Article  V  so  as  to  read:  "The  President  ...  in  con- 
sultation with  the  Program  Committee,  shall  prepare  the  program  for  the 
annual  meetings.  .  .  ." 

Amend  Section  '4  of  Article  V  by  striking  out  the  words,  "other  than  the 
Vice-Presidents,"  so  that  the  last  sentence  of  that  Section  shall  read:  "A 
quorum  shall  consist  of  five  members." 

Amend  Section  5  of  Article  V  by  adding  the  words:  "The  Managing  Editor 
shall  be  ex-offlcio  member  and  Chairman  of  the  Editorial  Board." 

By  vote,  the  recommendation  of  the  Executive  Committee  was  ap- 
proved and  the  amendments  were  adopted. 

The  Committee  on  Cooperation  of  Economists  reported  through  its 
chairman,  Professor  A.  A.  Young,  that  because  the  conditions  which 
had  led  to  the  creation  of  the  committee  had  ceased  to  exist,  the  com- 
mittee asked  to  be  discharged.    By  vote  the  committee  was  discharged. 

The  Sub-committee  on  Index  Numbers  of  the  Committee  on  the 
Purchasing  Power  of  Money  presented  a  brief  report  of  plans,  through 
its  chairman,  Professor  Irving  Fisher.  The  sub-committee  was  con- 
tinued. 

A  report  from  the  Committee  on  the  Utilization  of  the  Economic 
and  Statistical  Material  in  the  Draft  Questionnaires,  presented  through 
its  chairman,  Dr.  John  Cummings,  was  received  and  ordered  to  be 
printed.  The  committee  was  discharged  and  the  Secretary  was  in- 
structed to  transmit  a  copy  of  its  report  to  the  chairman  of  the  Joint 
Committee  on  a  Government  Archives  Building. 

Professor  W.  F.  Willcox  presented  a  report  on  behalf  of  the  Com- 
mittee on  Federal  Work  in  Statistics.  The  report  was  received  and 
the  committee  was  continued.  The  printing  of  the  report  was  re- 
ferred to  the  Secretary  in  consultation  with  the  secretary  of  the  Ameri- 
can Statistical  Association. 

President  Gardner  announced  the  appointment  of  the  following  com- 
mittees: 

On  Nominations:  Messrs.  Irving  Fisher  (chairman),  M.  B.  Ham- 
mond, W.  F.  Willcox,  W.  E.  Hotchkiss,  T.  N.  Carver. 

On  Resolutions:  Messrs.  M.  H.  Robinson,  J.  E.  Le  Rossignol, 
R.  G.  Blakey. 
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Pursuant  to  announcement  a  second  business  meeting  of  the  Asso- 
ciation was  held  in  the  Ball  Room  of  the  Hotel  La  Salle  on  Wednes- 
day, December  81,  at  9  a.  m.,  with  President  Gardner  presiding. 

A  report  from  the  Committee  on  Foreign  Trade,  presented  by  its 
chairman,  Mr.  E.  M.  Friedman,  was  received  and  ordered  to  be 
printed  and  the  committee  was  discharged. 

A  report  from  the  Committee  on  Coordination  in  Taxation,  pre- 
sented by  its  chairman,  Mr.  R.  R.  Bowker,  was  received  and  ordered 
to  be  printed.  The  committee  was  continued  pending  the  final  re- 
vision of  the  report 

Professor  W.  H.  Hamilton  presented  an  informal  report  from  the 
Committee  on  an  Institute  of  Economic  Research.  The  plans  of  the 
National  Bureau  of  Economic  Research  were  also  briefly  explained 
by  Mr.  M.  C.  Rorty.  The  report  of  the  committee  was  accepted.  The 
continuance  of  the  committee  was  left  in  the  hands  of  the  President 
Upon  motion  by  Professor  Irving  Fisher,  the  Executive  Committee  was 
authorized  to  appoint,  upon  invitation  and  after  investigation,  a  di- 
rector representing  the  Association  upon  the  National  Bureau  of  Eco- 
nomic Research. 

The  Committee  on  Nominations  presented  the  following  names: 
For  President,  H.  J.  Davenport;  for  Vice-Presidents,  James  A.  Field 
and  Thornton  Cooke;  for  Secretary-Treasurer,  A.  A.  Young;  for 
elected  members  of  the  Executive  Committee,  Richard  T.  Ely  and 
Harley  L.  Lutz ;  for  Managing  Editor,  Davis  R.  Dewey ;  for  members 
of  the  Editorial  Board,  Carl  C.  Plehn,  Julius  H.  Parmelee ;  for  mem- 
bers of  the  Program  Committee,  David  Friday  (chairman,  to  serve 
three  years),  W.  H.  Hamilton  (two  years),  E.  G.  Nourse  (one  year). 
By  vote  the  Secretary  was  instructed  to  cast  the  unanimous  ballot  of 
the  members  present  for  the  names  thus  put  in  nomination.  The  vote 
was  so  cast,  and  the  persons  named  were  elected. 

The  Committee  on  Resolutions  submitted  as  a  report  the  following 
draft  resolutions: 

Resolved,  That  we,  the  members  of  the  American  Economic  Association 
attending  the  thirty-second  annual  meeting,  express  our  sincere  appreciation  of 
the  generous  hospitality  of  our  hosts,  the  University  of  Chicago  and  North- 
western University,  and  of  the  services  of  Dean  L.  C.  Marshall  and  his  asso- 
ciates, who  have  done  so  much  to  make  the  Chicago  meeting  one  of  the  most 
successful  in  the  history  of  the  Association. 

Resolved,  That  the  American  Economic  Association  hereby  expresses  its 
conviction  that  a  general  reclassification  of  the  positions  open  to  economists 
and  statisticians  in  the  federal  service  and  a  general  increase  in  the  salaries 
attached  to  such  positions  are  necessary  if  men  of  ability  and  of  adequate 
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technical  training  are  to  be  attracted  to  that  service  as  affording  an  oppor- 
tunity for  a  professional  career,  and  that  the  Secretary  of  the  Association 
be  instructed  to  place  a  copy  of  this  resolution  in  the  hands  of  the  Congres- 
sional Joint  Commission  on  Reclassification  of  Salaries. 

Roy  G.  Blaket, 
J.  E.  Lb  Rossignol, 
Maurice  H.  Robinson,  Chairman. 

By  vote,  the  report  of  the  committee  was  approved,  and  the  reso- 
lutions were  adopted. 


REPORT  OF  THE  SECRETARY  FOR  THE  YEAR  ENDING 
DECEMBER  29,  1919 

The  Executive  Committee  met  in  the  offices  of  the  College  of  Ad- 
ministration and  Finance  of  the  University  of  Chicago  on  June  6. 
Those  present  were  President  Gardner  and  Messrs.  Deibler,  Ely, 
Gephart,  Marshall,  Robinson,  Taylor,  and  Young. 

It  was  voted  that  the  time  within  which  papers  entered  in  com- 
petition for  the  Karelsen  prizes1  must  be  submitted  be  extended  to 
October  1,  1920.  The  Committee  in  charge,  appointed  by  President 
Gardner,  consists  of  Professor  Frank  A.  Fetter  (chairman),  Profes- 
sor James  H.  Tufts,  and  Mrs.  Irene  Osgood  Andrews. 

The  Managing  Editor  and  the  Secretary  were  authorised  to  make 
new  contracts  for  the  printing  of  the  Review  and  its  supplements,  it 
being  understood  that  despite  necessary  increases  in  printing  costs 
there  should  be  no  reduction  in  the  size  or  scope  of  the  Association's 
publications. 

Of  the  various  outstanding  special  committees  of  the  Association,1 
those  on  Price  Fixing,  on  Transportation,  and  on  the  Curriculum  of 
the  Arts  College  were  discharged,  but  without  prejudice  to  the  replace- 
ment of  the  committee  last-named  by  another  committee  or  commit- 
tees. The  committees  on  Foreign  Trade,  on  Marketing,  on  Coopera- 
tion of  Economists,  on  Coordination  in  Taxation,  on  College  Instruc- 
tion in  the  Social  Sciences,  and  the  sub-committees  on  Index  Numbers 
and  on  the  Purchasing  Power  of  Money  of  the  general  committee  on 
the  Purchasing  Power  of  Money  were  continued,  as  was  also  the  com- 
mittee on  War  Finance,  which  was  authorized  to  extend  its  work  to 
cover  problems  of  the  period  of  readjustment. 

The  President  was  authorized  to  appoint  a  committee  of  three  to 
investigate  and  report  upon  the  utilization  of  the  economic  and  sta- 
tistical material  contained  in  the  draft  questionnaires8  and  to  invite 
the  American  Statistical  Association  to  appoint  a  cooperating  commit- 
tee. 

The  President  was  also  authorized  to  enter  into  discussions  with 
the  National  Board  for  Historical  Service,  with  the  American  Statisti- 
cal Association,  and  with  other  organizations  likely  to  be  interested, 

*See  Proceedings  of  Thirty- first  Annual  Meeting,  p.  850. 
2  Ibid,,  pp.  356,  357. 

*  Ibid.,  p.  oJO.  The  committee  appointed  by  the  President  was  composed  of 
Dr.  John  Cummings  (chairman),  Dr.  W.  F.  Willoughby,  and  Dr.  J.  A.  HQL 
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relative  to  the  preservation,  organization,  and  utilization  of  the  material 
on  price-fixing  collected  by  various  war  boards  and  other  organiza- 
tions.4 

Proposals  looking  toward  the  foundation  of  an  Institute  of  Economic 
Research  having  been  transmitted  to  the  Association  through  Profes- 
sor Irving  Fisher,  the  President  was  authorized  to  appoint  a  commit- 
tee of  five  to  confer  with  Professor  Fisher  and  with  others  interested 
in  the  matter,  and  to  report  at  the  annual  meeting.  The  matter  of  the 
direction  of  graduate  study  toward  the  use  of  the  price-fixing  material 
mentioned  above  was  also  referred  to  this  committee.5 

The  President's  appointment  of  Dr.  Victor  S.  Clark  to  represent 
the  Association  on  a  joint  committee  (including  representatives  of  the 
American  Historical  Association  and  the  American  Political  Science 
Association)  on  a  National  Hall  of  Records  was  approved. 

Last  year,  at  the  Richmond  meeting,  the  Association  had  expressed 
a  preference  for  Lexington,  Kentucky,  as  the  place  of  meeting  for 
1919.  Later,  however,  it  was  reported  by  President  F.  L.  McVey  of 
the  University  of  Kentucky  that  by  reason  of  alterations  the  hotel 
accommodations  in  Lexington  were  likely  to  be  inadequate  this  year. 
The  Executive  Committe  therefore  decided  that  the  annual  meeting  of 
the  Association  for  1919  should  be  held  in  Chicago.  The  program  for 
the  meeting  was  also  discussed,  as  it  was  again  later  in  the  year  at  an 
informal  conference  brought  together  by  President  Gardner  at  the 
City  Club,  New  York. 

At  the  suggestion  of  the  Librarian  of  Congress,  and  with  the  ap- 
proval of  the  Executive  Committee,  we  have  contributed  a  set  of  our 
publications  to  the  Library  of  the  University  of  Louvain. 

On  September  19,  the  President  and  Secretary  attended,  by  invita- 
tion, a  conference  of  representatives  of  American  learned  societies  de- 
voted to  humanistic  studies,  held  at  the  building  of  the  American 
Academy  of  Arts  and  Sciences  in  Boston.  The  other  societies  repre- 
sented were  the  American  Philosophical  Society,  the  American  Acad- 
emy of  Arts  and  Sciences,  the  American  Antiquarian  Society,  the 
American  Oriental  Society,  the  American  Philological  Association,  the 
Archeological  Institute  of  America,  the  Modern  Language  Associa- 

*  Ibid.,  p.  852.  Mr.  Charles  Moore,  of  the  Division  of  Manuscripts  of  the 
library  of  Congress,  was  appointed  by  President  Gardner  to  represent  the 
Association  in  this  matter. 

*  The  committee,  later  appointed  by  President  Gardner,  is  as  follows:  E.  D. 
Jones  (chairman),  A.  A.  Young,  Irving  Fisher,  G.  E.  Barnett,  and  W.  H. 
Hamilton. 
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would  be  undesirable  and  re^rettaji*. 

The  apparent]/  obvious  way  to  nnmaae  <nnr  omcaane  is  by  incrci 
ing  our  membership.  But  it  has  hee*  nxr  tAjjwuikJue  that  efforts  to  e 
tend  our  membership  list  meet  witi  npu£j  fcneaashiag  returns  if  1 
go  very  far  beyond  the  regretts&y  sblsZ  pwp  of  persons  who  ai 
definitely  interested  in  the  seiestiie  sftanV  af  ecamjmie  problems.  ^ 
cannot  go  very  far  in  the  direct"**!  of  serarang  and  holding  a  Iargt 
number  of  members  without  lowering  ona-  standards.  and,  it  is  to  b 
feared,  diminishing  our  influence.  Our  fondiasental  purposes  must  h 
defined  by  the  fact  that  we  arc  primarily  a  learned,  or  if  you  prefer 
a  professional  society. 

For  the  next  year,  and,  if  necessary,  for  some  years  more,  our  sc- 
cumulated  surplus  will  carry  us  through.  But  in  the  meanwhile  it  is 
necessary  that  we  arrange  to  put  our  affairs  upon  a  more  satisfactory 
Kaxi*.  The  consideration  of  these  problems  might  properly  be  en- 
trusted to  a  special  committee. 
Respectfully  submitted. 

Alltn  A.  Young,  Secretary, 


\ 
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Life  members  in  December,  1918 89T 

New  life  member  in  1919 1 

90 

Deaths  of  life  members  reported  in  1919 4 

86 

Honorary  members   5 

Total  members  in  December,  1919 2216 

Subscribers  in  December,  1918 456 

Subscribers  discontinued  in  1919 45 

Subscribers  changed  to  members 3 

—    48 

408 

New  subscribers  in  1919 90 

Subscribers  in  December,  1919 498 

Total  members  and  subscribers  in  December,  1919 2714 

Net  gain  in  members  and  subscribers • 36 

From  the  names  which  we  had  to  drop  from  our  rolls,  we  must 
single  out,  for  appropriate  record,  those  of  members  whose  deaths  have 
been  reported  to  the  Secretary's  office  during  the  year. 

Allinson,  May  Lunger,  John  B. 

Blades,  James  B.  McKittrick,  Reuben 

Brown,  Reginald  L.  Page,  Edward  D. 
Carnegie,  Andrew    (Life  Mem-     Palgrave,  R.  H.  I.  (Life  Mem- 
ber) ber) 

Chen,  W.  K.  de  Pena,  Charles 

Cochrane,  Alex.  Richmond,  Stacy  C. 

Douglas,  James  Seligman,  Isaac  N.  (Life  Mem- 
Estabrook,  Henry  D.  ber) 

Field,  E.  B.  Stanley,  Francis  E.  (Life  Mem- 
Fitzpatrick,  T.  B.  ber) 

Hill,  Fred  B.  Tuttle,  A.  L. 

Horton,  L.  L.  Weyl,  Walter  E. 

Kime,  Virgil  White,  Bishop 

Lombardi,  C.  Whitnack,  R.  C. 

Loos,  Isaac  A.  Wilson,  Alexander  M. 

Despite  our  continued  growth  in  membership,  the  Secretary  has  to 
report  that  for  the  first  time  since  the  annual  dues  were  increased 
from  three  dollars  to  five,  the  accounts  of  the  Association  show  a 
net  deficit  for  the  year.  This  deficit,  amounting  to  nearly  $1700,  is 
to  be  contrasted  with  the  annual  surplus  of  about  $500  normally  ex- 
perienced in  recent  years. 

«21S0 — 3  life  members  counted  as  annual  members  in  1918. 
7  87-)-3  life  members  counted  as  annual  members  in  1918. 
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The  explanation  is  to  be  found  very  largely  in  the  increased  cost 
of  paper  and  printing.  Our  publication  expenses  for  the  year  ex- 
ceeded the  corresponding  expenses  for  1918  by  over  $1800.  Neces- 
sary and  long  delayed  increases  in  office  salaries  account  for  most  of 
the  remaining  difference  between  our  financial  experience  in  1919  and 
in  the  years  immediately  preceding.  There  is  no  reason  to  expect  an 
immediate  decrease  in  our  necessary  scale  of  expenses.  .Even  now  wc 
are  encountering  further  increases  in  printing  costs.  Some  small 
economies  in  our  publication  policies  are  possible,  but  it  is  the  opinion 
of  our  Executive  Committee,  and  it  is  believed  to  be  the  opinion  of 
the  Association,  that  any  reduction  in  the  general  scheme  of  our  publi- 
cations or  any  other  new  limitations  put  upon  the  Managing  Editor 
would  be  undesirable  and  regrettable. 

The  apparently  obvious  way  to  increase  our  income  is    by  increas- 
ing our  membership.    But  it  has  been  our  experience  that  efforts  to  ex- 
tend our  membership  list  meet  with  rapidly  diminishing  returns  if  we 
go  very  far  beyond  the  regrettably  small  group  of  persons    who  are 
definitely  interested  in  the  scientific  study  of  economic  problems.     We 
cannot  go  very  far  in  the  direction  of  securing  and  holding  a  larger 
number  of  members  without  lowering  our  standards,  and,  it  is  to  be 
feared,  diminishing  our  influence.     Our  fundamental  purposes  must  be 
defined  by  the  fact  that  we  are  primarily  a  learned,  or  if  you  prefer, 
a  professional  society. 

For  the  next  year,  and,  if  necessary,  for  some  years  more,  our  ac- 
cumulated surplus  will  carry  us  through.  But  in  the  meanwhile  it  is 
necessary  that  we  arrange  to  put  our  affairs  upon  a  more  satisfactory 
basis.  The  consideration  of  these  problems  might  properly  be  en- 
trusted to  a  special  committee. 

Respectfully  submitted. 

Allyn  A.  Young,  Secretary. 


REPORT  OF  THE  TREASURER  FOR  THE  YEAR  ENDING 
DECEMBER  19,  1919 

The  following  is  the  usual  annual  summary  of  receipts  and  expendi- 
tures. It  should  be  interpreted  in  the  light  of  the  income  statement, 
showing  accruals  of  income  and  outgo,  presented  in  the  report  of  the 
Auditing  Committee. 

Cash  Receipts  and  Expenditures 

Cash  on  hand  December  19,  1918 $5,484.94 

Receipts 

Membership  Dues  $10,441.68 

Life   Memberships    100.00 

Karelsen  Prize  Fund   1,500.00 

Reprints  of  1918  paid  in  1919 12.73 

Subscriptions    9,418.51 

Sales  of  Publications    843.65 

Interest    381.78 

Profit  and  Loss 9.35 

— : 15,707.70 

$3U92.64 

Expenditures 

Investment  in  2  Victory  Bonds  $1,000.00 

Accounts  of  1918  paid 1,702.26 

Expenses  of  Committees 585.53 

Furniture  and  Fixtures 6.40 

Publications 

Review  Printing  (net) $3,138.82 

Review  Editorial    2,731.50 

Review  Expenses  and  Supplies....     1,673.77 

$7,544.09 

Proceedings  and  Handbook 2,054.84 

Sundry  Publication  Expenses 106.15 

9,705.08 

Secretary's  Office 

Office  Salaries    $1,989.43 

Traveling  Expenses  of  Secretary..  78.00 

Stationery   and   Printing 232.99 

Office   Supplies    18.45 

Office  Postage   368.65 

Telegraph  and  Telephone 66.99 

Express   and   Carting .85 

Miscellaneous  Expenses   29.60 

Annual  Meeting   271.83 

3,056.79 

Insurance    70.96 

Storage  of  Publications 150.00 

$16,277.02 

Cash  on  Hand,  December  18,  1919 

Central  Trust  Co $3,847.97 

Ithaca  Trust  Co 717.42 

Tompkins  County   National   Bank 325.23 

Checks  not  Deposited 25.00 

4,915.62 

#21,192.64 

Respectfully  submitted. 

Allyn  A.  Young,  Treasurer. 
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Income  Statement 
Ordinary  Income 

Dues    $10,743.68 

Less  Defaulted*    136.50 

$10,607.18 
Interest    381.78 

r-  $10,988.96 

Ordinary  Outgo 

Office  Salaries $1,989.43 

Traveling  Expenses  78.00 

Stationery  and  Office  Printing 932.99 

Postage    368.17 

Office   Supplies    18.45 

Telephone  and  Telegraph 66.99 

Freight  and  Cartage 1.38 

Annual  Meeting   246.02 

Miscellaneous   29.60 

Expenses  of  Committees $585.53 

Less  Balance  of  Contribution 567.28 

18.25 

3,049.23 

Excess  of  Ordinary  Income $7,939.73 

Publication  Outgo 

Printing,  etc   $5,049.50 

Editorial  Salary   1,500.00 

Contributional    1,231.50 

Editorial  Expenses  and  Supplies 1,673.77 

Proceedings  and  Handbook 2,419.37 

Sundry  Expenses   101.19 


Storage   Publications    150.00 

Insurance    70.96 


$11,975.33 

220.96 
$12,196.29 


Publication  Income 

Subscriptions    $2,531.01 

Less  Def aulteds   97.50 

$2,433.51 

Sales  of  Publications   684.57 

3,118.08 

Excess  of  Publication  Outgo 9,078.21 

Excess  of  Expense  over  Income $1,188.48 

Reserve  for  Defaulted  Membership  Dues...       $500.00 
Reserve  for  Bad  Accounts  Receivable 50.00 

550.00 

Net  Deficit  for  the  Year $1,688.48 

2  Due  from  members  for  1919  publications, 
s  Due  from  subscribers  for  1918  publications. 


REPORT  OF  THE  MANAGING  EDITOR  OF  THE  AMERICAN 

ECONOMIC  REVIEW  FOR  THE  YEAR 

ENDING  DECEMBER,  1919 

The  cost  of  publishing  the  American  Economic  Review  during  the 
current  year  has  been  greatly  in  excess  of  previous  years.  Exclusive 
of  paper,  the  printing  cost  is  $3768.30  as  compared  with  $2233.93  in 
1918.  In  1918  the  Association  bought  a  large  quantity  of  paper  in 
advance  of  the  year's  publication  to  provide  for  the  needs  of  1919  and 
this  stock  has  been  drawn  upon  for  current  needs.  The  Treasurer 
advises  me  that  $925.75  is  to  be  charged  against  the  Review  for  this 
item.  This  will  make  the  total  cost  of  printing  for  1919,  $5049.50. 
The  total  paper  cost  for  1919  is  $1281.20  as  compared  with  $904.75 
for  1918. 

Additional  increase  in  the  cost  of  the  Review  is  due  to  the  advance 
in  printing  charges.  No  change  in  prices  has  been  made  by  the 
Princeton  University  Press  until  this  year.  A  change  in  specifications 
was  made  for  the  March  number.  This,  however,  was  unsatisfactory 
to  the  Princeton  University  Press,  as  according  to  its  representation 
there  was  still  a  loss.  A  further  revision  was  made  in  printing  the 
September  issue  whereby  we  have  temporarily  extended  the  contract 
on  a  cost-plus-ten-per-cent  basis. 

The  volume  for  this  year  covers  948  pages  as  compared  with  984 
in  1917  and  906  in  1918.  By  principal  items  the  cost  has  been  as 
follows : 

Salary   of   editor $1500.00 

Payments  to  contributors 1331.50 

Clerical    assistance    1895.93 

Supplies    347.84 

Printing    5049.50 

Total    $9454.77 

The  average  edition  published  during  the  past  year  has  been  31  IS. 
The  following  have  served  as  editors:  Professor  F.  A.  Fetter  and 
Professor  H.  E.  Mills,  whose  terms  expire  this  year;  Professor  G.  E. 
Barnett  and  Dr.  L.  H.  Haney,  whose  terms  expire  in  1920;  and  Pro- 
fessor A.  E.  Cance  and  Professor  W.  E.  Hotchkiss,  whose  terms  ex- 
pire in  1921. 

There  have  been  three  changes  in  the  staff  which  has  cooperated  in 
the  abstracts  of  periodical  articles.  Professor  R.  E.  Heilman  has  re- 
signed the  section  of  Public  Utilities  and  has  been  succeeded  by  Dr. 
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Charles  A.  Morgan,  of  the  Bureau  of  Standards,  Washington.  Pro- 
fessor E.  L.  Bogart,  in  the  section  of  Economic  History  of  the  United 
States,  is  to  be  succeeded  by  Miss  Amelia  C.  Ford,  of  Milwaukee- 
Downer  College.  Professor  Allyn  A.  Young,  in  the  section  on  Sta- 
tistics, will  be  succeeded  by  Professor  Horace  Secrist  of  Northwestern 
University. 

During  the  past  year  126  persons  have  cooperated  in  writing  for 
the  Review,  including  leading  articles,  communications,  reviews,  docu- 
ments, notes,  and  periodical  abstracts. 

Appended  are  comparative  tables  showing  the  distribution  of  con- 
tents and  costs  by  principal  items,  in  continuation  of  tables  previously 
given.  < 

Davis  R.  Dewey,  Managing  Editor. 


Table  1. — Pages  Given  to  Each  Section 

Year 

Leading 
articles 

Re- 
views 

New  books 
listed 

Documents, 
repts.  etc. 

Periodical 
abstracts 

Notes 

Doct 
diss. 

Totals 

1911 

343 

304 

63 

89 

133 

'40 

8 

978 

1913 

391 

398 

101 

110 

186 

'41 

11 

1038 

1913 

347 

368 

104 

141 

167 

43 

8 

1078 

1914 

337 

343 

136 

113 

166 

35 

10 

1030 

1915 

314 

357 

90 

143 

144 

43 

14 

1003 

1916 

388 

356 

91 

90 

140 

46 

14 

1034 

1917 

378 

193 

110 

137 

130 

43 

15 

984 

1918 

373 

157 

91 

113 

99 

41 

17 

906 

1919 

373 

163 

154 

103 

95 

47 

13 

948 

Table  3. — Numbee  op  Items  in  Each  Section 


Year 

Leading 

Re- 

New books 

Document 

Periodical 

articles 

views 

listed 

notes 

abstracts 

1911 

31 

307 

785 

37 

1074 

1913 

17 

313 

1453 

33 

1737 

1913 

30 

198 

1416 

43 

1877 

1914 

30 

145 

1575 

83 

3031 

1915 

16 

135 

1063 

39 

1758 

1916 

34 

143 

1034 

33 

1586 

1917 

30 

100 

1156 

35 

1441 

1918 

33 

64 

933 

37 

1364 

1919 

32 

76 

1471* 

31 

1395 

*Of  which  85  were  briefly  reviewed. 
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ship  shortage  in  other  lanes  of  trade,  which  was  aggravated  by  sub- 
marine warfare.  The  tonnage  passing  through  the  Suez  Canal  in 
1913  was  20,000,000  tons  and  in  1917  only  8,300,000  tons.  Because 
of  the  shortage  in  shipping,  supplies  for  Europe  had  to  be  brought 
from  the  nearest  available  center  of  production.  Tonnage  was  con- 
scripted for  the  trans-Atlantic  service.  There  was  an  increase  of  ex- 
ports to  Europe  and  a  decrease  of  imports  from  Europe. 

Furthermore,  trade  between  nearby  countries  increased;  for  ex- 
ample, the  trade  among  the  northern  neutrals  of  Europe,  between 
Japan  and  the  countries  skirting  the  Pacific  and  Indian  Oceans,  be- 
tween the  United  States  and  the  countries  of  North  and  South  America 
and  of  Asia.  The  trade  on  the  Pacific  greatly  increased.  The  coun- 
tries of  Asia,  East  Africa,  and  the  west  coast  of  the  Americas  traded 
with  each  other  to  a  greater  extent  than  before  the  war. 

Because  of  the  shortage  in  shipping,  heavy  commodities  were  elimi- 
nated to  a  large  extent  and  wherever  possible  home  sources  of  supply 
were  developed.  The  lack  of  those  goods  which  were  manufactured 
chiefly  in  Central  Europe  stimulated  the  establishment  of  new  branches 
on  industry  in  the  non-European  countries. 

D.  Entrepot  and  Transshipment  Trade. — The  European  countries 
which  were  at  war  had  controlled  the  shipping  of  the  world  and  de- 
termined the  course  of  commodity  movements.  Trade  prestige  and 
established  custom  were  important  determinants  of  the  route  of  trade 
and  of  the  location  of  entrepot  centers  before  the  war.  During  the 
war,  the  blockade  and  economy  of  shipping  were  the  deciding  factors. 
American  cotton  was  sent  to  Holland  direct  instead  of  by  way  ol 
Bremen  and  Liverpool.  Dutch  colonial  produce  reached  the  United 
States  directly,  instead  of  by  way  of  Amsterdam.  African  produce 
could  no  longer  be  shipped  by  way  of  Belgium  or  France.  The  United 
States  obtained  Australian  goods  across  the  Pacific  and  not  by  way 
of  London.  Trade  routes  which  were  temporarily  expedient  have  in 
some  cases  proven  to  be  permanently  efficient. 

Hamburg  and  Bremen  were  closed  tight  during  the  blockade  and 
the  transshipment  and  entrepot  trade  which  they  had  conducted  were 
eliminated.  The  European  countries  which  had  traded  with  the  out- 
side world  through  the  medium  of  Germany  now  traded  directly.  The 
trade  of  Switzerland,  Italy,  the  Baltic  States,  and  Spain,  with  the 
overseas  countries,  greatly  increased.  Furthermore,  new  centers  of 
transshipment  developed  during  the  war.  Copenhagen,  Bergen,  and 
Goteborg  rose  as  ports  of  transshipment  and  as  entrepots  supplying 
Germany  and  the  north  of  Europe. 

E.  Economic  Decentralization. — For  four  years  the  countries  de- 
pendent upon  Europe  have  been  compelled  to  seek  new  sources  of 
manufactured  goods  and  new  outlets  for  their  raw  materials,  or  else 
to  establish  some  local  industries  to  satisfy  their  needs.  The  indus- 
tries of  the  world,  hitherto  concentrated  chiefly  in  Europe,  have  been 
temporarily  disrupted  and  to  some  extent  permanently  decentralised. 
The  transshipment  of  goods  from  the  Orient  to  America  or  from 
South  Africa  to  North  America  by  way  of  Europe  has  been  partly 


REPORT  OF  THE  COMMITTEE  ON  FOREIGN  TRADE 

This,  the  second  report  of  the  Committee  on  Foreign  Trade,  will 
cover  the  effect  of  the  war  on  the  volume,  direction,  and  the  constituent 
commodities  of  international  trade,  and  will  attempt  to  analyze  some 
of  the  conditions  that  affect  the  outlook. 

I.  The  Effects  of  the  War 
The  war  had  a  very  profound  effect  upon  the  trade  of  the  world. 
In  belligerent  countries  normal  production  was  curtailed  and  there- 
fore exports  declined.  The  domestic  production  of  commodities  needed 
by  the  warring  nations  was  insufficient  and  these  had  to  be  imported. 
The  excess  of  imports  was  financed  by  shipments  of  gold,  the  sale  of 
securities,  and  by  borrowing.  The  trade  currents  prevailing  before 
the  war  were  upset. 

A.  The  Volume  of  Trade. — The  countries  at  war  greatly  increased 
their  exports  in  amount  and  to  a  less  extent  in  tonnage.  The  countries 
on  the  American  continent  on  the  whole  greatly  increased  their  exports. 
Japan  did  likewise.  The  countries  blockaded,  Germany  and  Austria, 
experienced  a  tremendous  decline  in  trade.  The  trade  of  Holland, 
Spain,  and  Russia  declined  as  an  incident  to  the  blockade.  Because 
of  the  long  sea  voyage  involved  and  the  shortage  in  shipping,  the  trade 
of  British  India,  Australia,  and  South  Africa  also  fell  in  volume. 

B.  Commodities  of  Trade. — Because  the  belligerents  of  Europe 
needed  enormous  quantities  of  war  materials  and  other  goods  for  con- 
sumption, their  imports  of  manufactures  increased  relatively  and  the 
imports  of  raw  material  decreased  relatively.  Western  Europe  was 
cut  off  from  its  sources  of  food  supply  in  Russia  and  Southeastern 
Europe,  and  the  entire  burden  of  producing  food  for  the  Western  Euro- 
pean countries  was  thrown  upon  the  Americas.  Australia  and  India 
were  too  far  removed  to  permit  the  utilization  of  much  needed  tonnage 
for  the  long  ocean  trip.  Because  Germany  was  under  blockade,  the 
countries  which  she  had  supplied  with  chemicals,  dye-stuffs,  porcelain, 
machinery,  electrical  goods,  toys,  and  specialties  had  to  turn  to  other 
countries  like  Switzerland,  the  United  States,  and  Japan  for  their 
supply.  Trade  in  luxuries  was  much  reduced.  Japan,  the  United 
States,  and  in  general  the  neutrals  increased  their  imports  of  raw  ma- 
terials and  increased  their  exports  of  manufactured  goods. 

There  was  an  increased  demand  for  commodities  of  all  kinds  from 
countries  that  were  readily  accessible  to  Europe,  and  they,  therefore, 
suffered  from  a  shortage  of  goods.  On  the  other  hand,  the  demand 
upon  the  countries  far  removed  from  Europe  slackened  so  that  there 
was  a  glut  of  goods,  as  of  wheat  in  Australia,  wool  in  New  Zealand, 
and  sugar  in  Java. 

C.  Trade  Currents. — The  war  resulted  in  the  transfer  of  millions  of 
men  to  France,  where  they  had  to  be  maintained  under  conditions 
which  increased  their  consumption  over  that  of  peace.  Shipping 
routes  were  therefore  focused  upon  Western  Europe  and  created  a 
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materials.     Without  food  and  raw  materials  Europe  must  have  goods 
and  to  get  them  she  needs  our  credit 

But  for  purely  selfish  reasons  we  must  lend.  In  order  to  balance 
our  international  debits  and  credits,  the  courses  before  us  are  to  cur- 
tail exports,  increase  imports,  or  to  lend.  Reduction  of  our  exports 
seems  inevitable.  However,  to  curtail  our  foreign  sales  suddenly  would 
mean  stagnation  of  industry  and  consequent  unemployment  in  many 
lines,  although  in  some  cases  the  satisfaction  of  demands  at  home  de- 
ferred during  the  war  would  absorb  the  slack  in  production  as  prices 
decline.  We  cannot  at  present  buy  more,  for  Europe  has  less  to  sell 
now  than  before  the  war.  As  a  temporary  expedient  the  course  open 
to  us  is  to  lend.  For  the  economic  welfare  of  the  country  credits  of 
some  sort  must  be  advanced  in  order  to  move  American  goods. 

2.  The  supply  of  short-term  credit. — Some  European  statesmen 
thought  that  they  could  borrow  from  America  sufficient  funds  to  re- 
store the  devastation  quickly.  Unfortunately,  that  is  not  the  case. 
The  credit  needed  is  of  two  kinds,  long-term  and  short-term.  The 
neutrals  and  the  belligerents  not  devastated  by  the  war  will  not  need 
long-term  credit  to  any  great  extent.  The  machinery  for  supplying 
short-term  credit  for  exports  consists  of  the  facilities  afforded  by  the 
Federal  Reserve  system.  However,  should  a  scarcity  of  short-term 
credit  for  exporters  arise,  there  are  untapped  reserves  in  the  discount 
houses  which  may  accept  drafts  up  to  several  times  their  capital.  To 
a  great  extent  these  institutions  would  relieve  the  banks  of  deposit  of 
the  risk  of  too  heavy  commitments  on  account  of  foreign  acceptance 
liabilities  in  addition  to  their  ordinary  commercial  risks.  Several  of 
these  have  been  established. 

3.  The  supply  of  long-term  credit. — Six  months'  credit,  even  with 
a  renewal,  would  hardly  provide  for  the  needs  of  countries  in  which 
factories  and  even  cities  will  have  to  be  rebuilt,  and  reequipped. 

a.  Government  advances. — During  the  war  the  United  States  gov- 
ernment made  advances  to  other  governments  to  the  extent  of  about 
$10,000,000,000.  These  advances  cease  with  the  proclamation  of 
peace.  The  sentiment  in  the  United  States  is  averse  to  further  loans 
by  our  government.  Our  government  has  a  floating  debt  of  over  three 
billions.  This  is  a  revolving  debt  and  is  responsible  in  part  for  the 
inflation  of  prices  and  the  high  cost  of  living.  The  government  could 
loan  to  Europe  by  issuing  more  bonds.  Congress  would  hardly  author- 
ize such  loans  and  the  public  would  hardly  take  such  loans  if  author- 
ized. Conceivably  conditions  in  Europe  might  compel  a  change  of 
sentiment  in  the  United  States.  The  evils  of  inflation  may  be  less 
menacing  than  industrial  debility  in  Europe  attended  perhaps  by  po- 
litical disturbances. 

b.  Indirect  government  aid. — The  United  States  has,  however,  un- 
dertaken to  aid  the  exporter  indirectly,  through  the  War  Finance  Cor- 
poration, which  may  make  advances  to  the  extent  of  $1,000,000,000 
for  periods  of  not  exceeding  five  years,  to  exporters  or  bankers  upon 
the  promissory  notes  of  the  borrower.     However,  the  difficulty  in- 
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herent  in  the  act  under  which  the  War  Finance  Corporation  operates 
is  that  while  the  country  as  a  whole  benefits  by  the  export  of  goods, 
the  burden  of  the  present  unusual  risk  is  placed  entirely  upon  the  ex- 
porter. Nevertheless,  the  facilities  of  the  Corporation  are  being 
utilized. 

c.  Private  means. — The  financing  of  foreign  trade  by  the  govern- 
ment may  lead  to  further  inflation.  The  financing  of  exports  through 
private  channels  can  be  accomplished  only  through  savings,  past  or 
present  The  alternatives  of  war  financing,  namely,  inflation  versus 
savings,  face  us  again  during  the  transition.  Possibly  the  gravity  of 
the  after-war  stiuation  may  compel  a  compromise  as  in  war  time  be- 
tween these  two  methods  of  financing. 

At  present  Europe  is  being  financed  by  private  income.  Private  aid 
is  being  extended  to  individual  enterprises,  whose  conditions  meet  the 
credit  standards  of  bankers.  The  methods  of  private  long-term  finance 
are  various.  Either  Europe's  holdings  of  neutral  securities  might  be 
liquidated  in  the  United  States  or  else  a  foreign  importer,  if  his  credit 
is  good,  might  float  a  loan  here. 

The  member  banks  of  the  Federal  Reserve  system  have  been  per- 
mitted to  invest  5  per  cent  of  their  capital  and  surplus  in  subsidiary 
corporations  engaged  in  the  financing  of  foreign  trade.  The  Edge 
Law  authorizes  the  establishment  and  the  incorporation  under  fed- 
eral charter  of  companies  to  engage  in  international  financial  opera- 
tions under  the  supervision  of  the  Federal  Reserve  Board. 

Furthermore,  investment  trusts  might  be  established.  These  insti- 
tutions would  invest  in  foreign  securities  and  issue  their  own  obliga- 
tions against  their  holdings,  which  might  be  either  government  bonds, 
industrials  of  the  borrowing  country,  or  the  pledged  securities  of  a 
third  country  or  of  its  industries. 

Finally,  the  listing  on  the  stock  exchange  in  the  United  States  of 
outstanding  foreign  securities,  under  proper  restrictions  and  with 
adequate  safeguards  of  the  American  investors,  would  help  greatly  in 
accelerating  the  flow  of  trade. 

d.  The  essentials  of  an  acceptable  foreign  security. — If  advances 
are  to  be  made  to  countries  fiscally  weak,  or  to  industries  already  under 
heavy  taxation  charges,  a  priority  of  lien  will  be  needed  to  assure  the 
safety  of  interest  and  principal  of  the  new  loan  as  compared  with  the 
old  ones.  If  new  loans  to  weak  countries  are  to  be  junior  liens,  funds 
for  Europe  will  be  difficult  to  obtain.  Just  as  a  private  company  that 
has  good  prospects  may  secure  credit  through  the  issue  of  receiver's 
certificates,  so  the  weak  European  countries  will  have  to  give  pri- 
ority of  lien  of  principal  and  interest  of  new  money  as  against  old 
loans. 

The  rate  of  interest  on  loans  to  foreign  governments  or  industrials 
will  have  to  be  competitive  with  domestic  rates.  The  marketability  of 
securities  based  on  foreign  loans  depends  upon  suitable  publicity,  and 
whether  or  not  the  public  will  avoid  waste  and  gather  funds  for  invest- 
ment, and  whether  or  not  they  are  favorably  disposed  toward  the  in- 
vestments from  the  viewpoint  of  safety  and  adequacy  of  return. 
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In  order  not  to  be  the  lone  and  sole  creditor  of  the  nations  of 
Europe,  the  United  States  might  raise  a  loan  jointly  with  other  powers, 
or  with  the  participation  of  other  powers  to  a  sufficient  extent  morally 
to  insure  payment  by  the  borrower.  The  endorsement  of  the  European 
banker,  and  the  guarantee  of  the  foreign  government  may  be  essen- 
tial to  secure  the  funds  from  American  investors. 

Such  credits  as  are  granted  to  Europe  should  be  devoted  to  indus- 
trial and  not  governmental  uses.  They  should  be  utilised  not  for  meet- 
ing current  government  expenses,  not  for  the  balancing  of  their 
budgets  where  there  is  a  lack  of  adequate  measures  of  taxation,  and 
not  for  the  artificial  maintenance  of  their  inflated  currencies  at  parity 
in  the  exchange  market.  Credits  should  be  devoted  to  increasing  pro- 
duction. The  import  into  Europe  of  essentials  and  not  of  luxuries 
should  be  financed.  If  industry  in  Europe  is  benefited  the  security 
underlying  our  loans,  new  and  old,  will  be  strengthened.  As  industry 
in  Europe  revives,  world-wide  economic  conditions  should  benefit. 

D.  The  Outlook  in  the  United  States. — What  is  to  be  the  future  of 
our  foreign  trade?  The  theoretical  analysis  indicates  that  during  the 
early  stages  of  lending,  a  country  has  an  excess  of  exports.  After  this 
process  has  continued  for  many  years,  the  lending  country  has  an 
excess  of  imports. 

Our  present  position  has  been  obtained  not  as  a  result  of  the  slow 
process  of  economic  development,  but  as  a  result  of  the  sudden  shift- 
ing of  trade  during  the  war.  However,  our  readjustment  cannot  be  as 
sudden.  It  will  take  years.  Europe  took  our  exports  and  gave  us 
promissory  notes  in  payment.  She  cannot  liquidate  her  debt  in  gold, 
because  European  countries  wish  to  retain  their  gold  supply  in  antici- 
pation of  a  return  to  a  gold  basis.  Because  of  the  development  of 
American  facilities  for  financing  trade  and  because  of  the  creation  of 
the  American  merchant  marine,  Europe  will  not  be  able  to  pay  us  with 
these  services  even  to  as  great  an  extent  as  before  the  war.  Securi- 
ties with  which  to  pay  us  are  either  not  available  or  else  will  not  be 
sold  by  Europe  because  of  the  commercial  prestige  which  attaches  to 
foreign  investments. 

Ultimately,  Europe  must  pay  us  in  goods.  A  mortgage  on  her  fixed 
assets  is  not  feasible  politically,  because  of  the  anti-alien  laws  of 
Europe  and  the  fear  of  economic  penetration.  Europe  will  therefore 
eventually  have  to  pay  in  merchandise.  The  annually  accruing  inter- 
est on  the  debt  to  the  United  States  will  depress  the  exchange  rate  of 
the  debtor  country  and  thus  stimulate  exports  and  restrict  imports. 
On  the  other  hand,  the  annual  credit  of  the  United  States  for  interest 
will  tend  to  raise  our  exchange  above  par,  to  stimulate  imports  and  to 
restrict  exports.  Ultimately  our  excess  of  exports  must  decline  and 
probably  change  to  an  excess  of  imports — a  feature  which  before  the 
war  characterized  the  trade  of  the  creditor  countries  of  Europe. 

Immediately,  Europe  may  be  unable  to  pay  in  goods.  Her  debt  to 
us  for  interest  must  be  postponed,  or  met  temporarily  by  further  loans 
to  her.     The  need  of  additional  goods  from  America  will  need  to  be 
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financed  in  the  same  way.  Loans  by  us  would  make  possible  a  continu- 
ation of  our  exports  until  the  productive  capacity  of  Europe  is  restored 
sufficiently  to  permit  the  resumption  of  exports  by  Europe.  The 
annual  investment  of  a  sum  equal  to  our  excess  of  imports  and  the  re- 
investment of  the  interest  on  loans,  both  outstanding  and  to  be  placed, 
would,  if  compounded,  reach  a  huge  figure  in  a  generation.  Our  bal- 
ance of  trade  would  thereafter  probably  be  an  excess  of  imports. 

In  the  present  unsettled  state  of  Europe  there  are  many  factors 
which  would  qualify  these  conclusions.  If  Europe  falls  into  chaos, 
exports  from  the  United  States  will  be  greatly  reduced.  If  the  prin- 
cipal and  interest  of  our  present  loans  is  thus  wiped  out,  the  conditions 
which  would  call  for  an  ultimate  excess  of  imports  will  cease  to  exist. 

David  Friday,  Jason  A.  Neilson, 

Wesley  Frost,  J.  Russell  Smith, 

A.  Barton  Hepburn,  O.  M.  W.  Sprague, 

Phillip  B.  Kennedy,  F.  W.  Taussig, 

Thomas  W.  Lamont,  Elisha  M.  Friedman,  Chairman. 

December  9,  1919. 


REPORT  OF  COMMITTEE  ON  CO-ORDINATION  IN 
TAXATION 

The  Committee  on  Coordination  in  Taxation,  appointed  in  1916, 
which  made  a  preliminary  report  in  1917,  was  reconstituted  in  1918 
by  the  appointment  of  Lawson  Purdy,  recently  President  of  the  De- 
partment of  Taxes  and  Assessments  of  New  York  City,  in  place  of 
Ogden  L.  Mills,  then  serving  in  France,  and  of  Professor  Henry  W. 
Farnam,  of  the  Department  of  Economics  in  Yale  University,  in  place 
of  Professor  H.  C.  Adams  of  the  University  of  Michigan,  resigned,  and 
it  submits  the  following  report  as  a  basis  for  discussion. 

With  the  close  of  the  world  war,  problems  of  taxation  press  upon 
every  country,  and  although  the  undestroyed  wealth  and  undiminished 
earning  power  of  our  people  make  our  burdens  light,  in  comparison 
with  other  nations  which  must  face  vastly  greater  loads  of  debt  with 
greatly  decreased  paying  power,  the  time  is  opportune  for  a  far- 
sighted  and  far-reaching  review  of  our  taxing  methods,  quite  beyond 
what  can  be  attempted  in  this  report.  Our  improved  financial  system 
and  methods,  happily  reformed  in  the  nick  of  time,  have  enabled  us 
to  finance  the  huge  expenses  of  the  war  without  panic  or  serious  pri- 
vation, and  although  we  already  have  a  bonded  debt  reaching  the  un- 
precedented sum  of  $25,234,496,274,  the  fact  that  we  have  raised  in 
the  fiscal  year  1919,  as  federal  ordinary  revenue  alone,  over  $5,145,- 
882,546,  largely  by  surtax  on  excess  incomes  and  profits,  shows  that 
within  a  reasonable  period,  with  well  adjusted  and  continuously  di- 
minishing taxation,  we  can,  if  we  so  desire,  pay  off  this  huge  debt,  or 
accumulate  an  equivalent  sinking  fund,  so  that  our  surplus  earnings 
may,  within  the  present  generation,  be  freed  for  further  development 
of  the  resources  of  our  country.  But  the  readjustment  of  the  political, 
social,  economic,  and  financial  conditions  and  methods,  which  the  war 
has  rendered  inevitable  in  our  own,  as  in  other  countries,  and  which 
must  be  interpreted  largely  in  terms  of  taxation,  call  for  the  best 
thought  of  the  best  thinkers,  such  as  the  members  of  this  Association, 
in  shaping  the  future  through  present  action. 

A  comprehensive  view  of  this  subject  might  include  reports  on  tax- 
ation in  other  countries,  as  Great  Britain,  France,  Germany,  with 
particular  reference  to  the  pre-war  taxation  system  of  the  early  nine- 
ties, the  Scandinavian  countries,  and  the  states  of  Australia  and  New 
Zealand,  which  have  made  so  many  radical  experiments  in  taxation; 
and  similar  reports  on  the  taxation  systems  of  our  several  states,  as 
related  on  the  one  side  to  federal,  and  on  the  other,  to  local  taxes. 
Such  reports  would  easily  make  a  substantial  volume,  and  no  such 
work  could  be  attempted  by  this  Committee.  The  expected  report  of 
the  Committee  on  War  Taxation,  headed  by  Professor  Seligman,  which 
is  to  include  taxation  in  the  belligerent  countries,  will  cover  much  of 
the  foreign  ground,  while  a  number  of  official  or  association  reports 
and  private   publications  during  the  present  decade  cover  the  last- 
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named  field.  This  Committee,  therefore,  attempts  only  a  summary 
of  principles  and  suggestions. 

Coordination  in  taxation  means  in  this  country,  first  of  all,  that 
federal,  state,  and  local  taxation  should  be  related  one  to  the  other  in 
practical  systematization.  It  does  not  deal  primarily  with  the  merits 
of  taxes,  but  chiefly  with  their  relations  one  to  another,  whether  these 
relations  be  of  segregation  or  of  concurrent  jurisdiction.  The  first 
requisite  for  systematic  taxation  is  a  national  budget  and  state  and 
local  budgets  in  which  the  needs  of  each  taxing  jurisdiction  are  clearly 
predetermined,  that  taxes  may  thus  properly  be  determined  and 
collected. 

In  relation  to  federal,  state,  and  local  taxes,  there  are  three  alterna- 
tives: 

1.  A  unified  system  in  which  the  subjects  of  taxation  and  the  ma- 
chinery of  collection  are  the  same,  with  allotment  of  the  results  to 
the  several  taxing  divisions, — a  system  used  by  many  of  our  states  to 
cover  state  and  local  taxation,  and  used  in  some  foreign  countries  to 
cover  both  national  and  local  taxation,  the  rate  being  determined  by 
the  aggregated  needs  of  the  divisions  participating. 

2.  A  coordinated  system  under  which:  (1)  certain  subjects  of 
taxation  are  alloted  to  one  and  certain  others  to  another  taxing  di- 
vision, e.g.  in  this  country  to  the  extent  that  imports  are  exclusively  a 
national  and  land  exclusively  a  state  and  local  field  of  taxation,  while 
local  licenses  are  exclusively  a  source  of  local  revenue;  or  (2)  con- 
current jurisdiction  is  arranged  in  the  levying  or  collection  of  taxes  in 
specified  fields,  e.g.  inheritance  taxes  as  between  the  nation  and  the 
states,  and  land  taxes  as  between  the  state  and  its  subdivisions. 

3.  A  lack  of  system  under  which  there  is  neither  unification  nor  co- 
ordination but  cris-cross  confusion,  as  illustrated  in  this  country  by  the 
separate  levy  of  income  taxes  by  the  federal  government  and  in  cer- 
tain states  on  different  basis  and  in  differing  proportions. 

In  the  consideration  of  national,  state,  and  local  taxes  there  are 
two  principles  which  must  be  taken  into  consideration  though  they 
may  not  always  coincide.  The  first  is  the  equitable  consideration, 
which  requires  that  each  unit  of  government — federal,  state,  or  local — 
should  draw  its  revenue  from  those  sources  appropriate  to  it,  i.e.  from 
those  economic  activities  over  which  it  has  regular  control  or  those  to 
which  it  gives  economic  support.  The  second  is  the  practical  consid- 
eration which  may  often  assign  to  the  larger  governmental  unit  taxes 
which,  on  the  grounds  of  equity  or  law,  could  more  logically  be  as- 
signed to  the  smaller  units.  These  considerations  must  be  balanced, 
one  with  the  other,  through  our  schemes  of  taxation.  In  short,  in 
seeking  to  obtain  the  revenue  needed  for  our  federal,  state,  or  local 
government  in  the  simplest,  most  efficient,  and  least  objectionable  way, 
we  must  make  sure  that  economic  laws  and  general  principles  are  ap- 
plied in  such  wise  as  may  best  fit  in  with  our  political  and  social  order 
and  the  habits  and  thought  of  our  people. 

Coordination  in  taxation  deals,  also,  with  interstate  taxation,  i.e.  in 
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relation  to  taxes  within  a  state  which  interact  or  fail  to  interact  with 
taxation  in  other  states,  and  thus  react  within  the  state  levying  taxes, 
and  with  intrastate  taxation  i.e.  in  respect  to  the  relation  within  the 
state  of  the  several  taxes  or  methods  of  taxation  adopted  by  the  indi- 
vidual state  and,  finally,  with  the  relation  of  sate  and  local  levy,  col- 
lection, and  distribution  of  taxes,  into  the  details  of  which  it  is  scarcely 
possible  to  venture  in  this  report. 

First  among  taxes  naturally  and  almost  necessarily  national,  are 
taxes  upon  exports  and  imports,  based  upon  international  trade  and 
national  markets,  and  for  this  reason  national  in  character.  The 
makers  of  our  Constitution,  recognizing  that  export  taxes  must  be 
added  to  prices  in  foreign  markets,  thus  putting  us  at  disadvantage 
abroad,  or  deducted  from  prices  in  the  home  markets,  thus  putting  us 
at  disadvantage  at  home,  forbade  the  use  of  export  taxes  by  declaring 
(Article  1,  Section  IX,  Sub-Section  5),  in  defining  the  powers  of  our 
government,  that  "no  tax  or  duty  shall  be  laid  on  articles  exported  from 
any  state"  and  providing  (Article  1,  Section  X,  Sub-Section  2)  that 
"no  state  shall,  without  the  consent  of  the  Congress,  lay  any  impost  or 
duty  on  imports  or  exports,  except  what  may  be  absolutely  necessary 
for  executing  its  inspection  laws,  and  the  net  produce  of  all  duties  and 
imposts,  laid  by  any  state  on  imports  or  exports,  shall  be  for  the  use  of 
the  Treasury  of  the  United  States ;  and  all  such  laws  shall  be  subject 
to  the  revision  and  control  of  the  Congress," — a  provision  for  inspec- 
tion rather  than  taxation  which  no  state  has  sought  to  exercise. 

Import  taxes,  on  the  other  hand,  had  been  our  chief  source  of  na- 
tional revenue  previous  to  the  adoption  in  1913  of  the  16th  Amend- 
ment, abrogating  the  provision  in  the  original  Constitution  (Article  1, 
Section  IX,  Sub-Section  4)  that  "no  capitation  or  other  direct  tax 
shall  be  laid,  unless  in  proportion  to  the  census  or  enumeration  here- 
inbefore directed  to  be  taken"  and  to  our  war  taxation  of  incomes  and 
profits.  The  power  to  levy  import  taxes  is  specifically  given  to  the 
Congress  by  the  Constitution  (Article  1,  Section  VIII)  declaring  that 
"the  Congress  shall  have  power  to  lay  and  collect  taxes,  duties  and 
imposts  and  excises  .  .  . ;  but  all  duties,  imposts,  and  excises  shall  be 
uniform  throughout  the  United  States."  In  the  fiscal  year  1910,  cus- 
toms duties  reached  a  maximum  of  $333,683,445,  out  of  total  ordinary 
receipts  of  $675,511,715,  or  nearly  50  per  cent,  sinking  in  the  fiscal 
year  1919  to  $178,813,704,  out  of  total  ordinary  receipts  of  $5,145,- 
882,546,  or  less  than  4  per  cent. 

Excise  taxes,  specified  in  Article  1,  Section  VIII  of  the  Constitu- 
tion, above  quoted,  as  a  source  of  national  revenue,  but  not  denied  to 
the  states,  had  been  normally,  previous  to  1910,  when  the  special  tax 
on  corporations  was  first  levied,  the  second  greatest  source  of  federal 
revenue,  reaching  in  1907,  on  spirits  and  liquors,  tobacco,  oleomarga- 
rine and  miscellaneous  sources,  a  total  of  $269,666,773,  out  of  total 
ordinary  receipts  of  $663,125,660, — the  largest  federal  receipts  pre- 
vious to  1910.  Under  war  taxation,  excise  taxes  on  spirits  and  liquors, 
tobacco,  and  oleomargarine  rose  in  1919  to  $691,845,777,  out  of  total 
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federal  ordinary  receipts  of  $5,145,882,546,  to  which  were  added  the 
receipts  from  the  numberless  sources  specified  in  the  war  revenue 
legislation  of  1917-18,  chiefly  of  excise  character.  Excise  taxes,  de- 
fined by  Webster  as  primarily  "an  inland  duty  or  impost  operating  as 
an  indirect  tax  on  the  consumer,  levied  upon  certain  specified  articles, 
grown  or  manufactured,  in  the  country,"  though  possibly  inclusive  also 
of  taxes  "upon  licenses  to  pursue  certain  trades  and  deal  in  certain 
commodities"  as  well  as  "certain  direct  taxes,"  have  been  levied  by  the 
federal  government  chiefly  in  this  primary  sense  upon  manufacture  or 
growth  of  spirits  and  liquors,  tobacco,  and  oleomargarine.  Such  taxes 
are  desirably  federal  rather  than  state  or  local,  as  otherwise  the  manu- 
facture of  spirits  or  liquors  and  growth  of  tobacco  would  be  driven  or 
induced  from  one  state  to  another  by  state  taxes  varying  in  different 
states,  and  possibly  varying  in  the  same  state,  from  year  to  year,  as 
an  inducement  to  the  immigration  of  such  industries  from  other  states. 
In  any  proper  system  of  coordination  of  taxes,  excise  taxes  at  the 
process  of  growth  or  primary  manufacture  should  be  confined  to  fed- 
eral use,  for  the  reason  stated;  while,  if  utilized  for  state  and  local 
purposes,  they  should  be  confined  to  distribution  or  consumption  of  such 
commodities,  as  in  the  excise  taxes  on  liquors,  which,  previous  to  prohi- 
bition, constituted  so  large  a  portion  of  the  revenue  of  New  York. 

Income  taxes,  forbidden  to  the  federal  government  by  the  original 
Constitution,  as  above  quoted,  became  a  possible  source  of  national 
revenue  on  the  adoption  in  1913  of  the  16th  Amendment,  providing 
that  "the  Congress  shall  have  power  to  lay  and  collect  taxes  on  in- 
comes, from  whatever  source  derived,  without  apportionment  among 
the  several  states,  and  without  regard  to  any  census  or  enumeration." 
Taxes  on  personal  incomes  were  first  levied  by  the  federal  govern- 
ment within  the  year  1913,  to  the  extent  of  $28,253,535.  In  the  year 
1917,  personal  income  and  profit  taxes  reached  $675,249,450;  part- 
nership taxes,  $103,887,984;  corporation  income  taxes,  $503,698,029; 
and  corporation  excess  profits  taxes,  $1,638,747,740;  aggregating  for 
income  and  excess  profits  taxes  $2,921,583,203,  and  the  Treasury  re- 
turns for  the  succeeding  years,  closely  estimated,  but  not  yet  officially 
verified  are,  for  1918,  individual  income  taxes,  $1,432,000,000;  cor- 
poration income  taxes,  $775,000,000 ;  and  excess  profits  taxes,  $2,500,- 
000,000,  in  a  total  of  $4,707,000,000;  and,  for  1919,  individual  in- 
come taxes,  $1,290,000,000;  corporation  income  taxes,  $510,000,000; 
and  excess  profits  taxes,  $1,250,000,000,  in  a  total  of  $3,050,000,000. 
The  federal  income  tax  system,  under  the  present  law,  lacks  coordi- 
nation within  itself,  for  it  treats  partnerships  and  corporations  doing 
similar  and  competitive  business  on  absolutely  different  bases,  so  that 
under  some  circumstances,  partnerships,  and  under  others,  corpora- 
tions, are  advantaged  or  disadvantaged,  respectively.  Also,  corpora- 
tions are  subjected  to  the  excess  profits  tax,  as  a  complement  to  the 
income  tax,  to  an  amount  reaching  in  some  cases  as  high  as  81*4  per 
cent  of  returns  in  the  highest  zone.  It  has  been  proposed  (by  Pro- 
fessor T.  S.  Adams)  that  the  excess  profits  tax  should  take  the  form 
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of  a  business  tax  on  all  business,  corporate  or  other,  on  a  standard 
basis,  with  a  surtax  on  undivided  profits. 

Income  taxes  had  long  ago  been  adopted  by  many  states,  bat  super- 
imposed upon  instead  of  replacing  other  taxes  in  complicated  taxing 
methods,  they  proved  unworkable,  the  maximum  return  in  any  state 
being  $122,056  in  Virginia  in  1907,  and  fell  into  disrepute.,  although 
some  southern  states  still  nominally  retain  them  in  the  old  form.  Wis- 
consin pioneered  the  way  to  a  better  method  in  its  law  of  1911,  levy- 
ing a  tax  at  reasonable  progressive  rates  on  the  incomes  of  individuals, 
firms,  and  corporations  (except  transportation,  public  utility,  banking, 
and  like  corporations  taxed  by  other  methods),  exempting  from  tax- 
ation intangible  property,  farm  machinery,  and  household  goods,  and 
providing  an  adequate  force  of  local  assessors  under  control  of  the 
state  tax  commission.  It  seems  worth  while  to  recount  briefly  the  de- 
velopment of  this  tax. 

In  1904  the  platforms  of  all  political  parties  favored  an  income 
tax,  and  a  constitutional  amendment,  accepted  in  1907  by  unanimous 
vote  of  the  Senate  and  with  but  one  dissenting  vote  in  the  Assembly, 
was  in  1908  adopted  by  the  people,  85,696  to  37,729.  The  amend- 
ment added  a  provision  that  "Taxes  may  also  be  imposed  on  incomes, 
privileges  and  occupations,  which  taxes  may  be  graduated  and  pro- 
gressive, and  reasonable  exemptions  may  be  provided."  When  the 
necessary  bill  was  drafted  by  a  recess  committee,  opposition  developed, 
so  that  the  Senate  vote  was  15  to  14  when  in  1911  it  became  law,  to 
be  effective  January  1,  1912,  for  incomes  of  1911.  To  test  the  con- 
stitutionality of  the  law,  the  original  jurisdiction  of  the  Wisconsin 
Supreme  Court  was  invoked  and  the  state  intervened  throagh  a  suit 
against  its  own  officials,  in  which  the  decision  of  January  9,  1912, 
supported  the  law  on  all  points  at  issue,  although  the  questions  of  the 
right  to  tax  residents  on  all  income,  and  non-residents,  without  ex- 
emption, on  incomes  within  the  state  only,  were  not  raised.  The  law 
exempted  $800  for  an  individual  or  $1200  for  husband  and  wife,  with 
$200  additional  for  each  child  or  dependent,  but  made  no  exemption 
for  non-residents  or  corporations,  the  socialist  vote  in  the  legislature 
requiring  increase  to  this  point,  although  it  was  pointed  out  that  in 
forty  European  states  and  territories  the  exemption  approximated 
$150  only.  The  salient  feature  of  the  law  was  "diffused  progression,*' 
with  a  tax  of  1  per  cent  on  the  first  taxable  $1000,  %  of  one  per  cent 
additional  for  each  $1000,  up  to  2  per  cent  on  the  fifth  $1000,  thence 
y%  of  1  per  cent  additional  on  each  $1000,  up  to  5%  Per  c^*  on  the 
twelfth  $1000,  and  6  per  cent  on  the  excess  above  $12,000,  a  succes- 
sion of  thirteen  steps,  comparable  with  seventeen  to  thirty-one  grades 
in  the  German  states  and  twenty-nine  in  the  Swedish  law,  which  pro- 
duced an  average  of  1%  per  cent  on  a  $5000  taxable  income,  or  S  per 
cent  on  $12,000  taxable  income.  Corporation  taxes,  under  the  origi- 
nal law,  were  based  on  the  percentage  of  income  to  the  plant  or  prop- 
erty producing  it,  at  %  of  1  per  cent  of  an  income  within  1  per  cent, 
and  */>  of  1  per  cent  on  each  additional  1  per  cent  of  income,  up  to 
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6  per  cent  on  a  taxable  income  of  12  per  cent  or  more.  This  feature 
had  precedent  in  a  Georgia  law  of  1863  and  in  a  Swedish  law  of  1910. 
The  original  law  included  under  income  the  rental  value  of  the  house 
of  an  owner-occupier.  An  attempt  at  repeal  was  made  a  party  issue, 
Republicans  for  the  law,  Democrats  for  repeal,  in  1912,  but  the  at- 
tack failed,  although  the  state  presidential  vote  was  Democratic. 

The  law  has  been  amended  in  the  successive  legislatures  of  1913, 
1915,  1917,  and  1919  in  many  respects.  Corporation  taxes  were 
changed  in  1913,  and  now  run  from  2  per  cent  on  the  first  $1000  up 
to  $7000,  where  the  rate  is  6  per  cent  on  the  seventh  $1000  and  over. 
By  an  amendment  of  1917  the  rental  value  of  the  house  of  an  owner- 
occupier  was  no  longer  counted  as  income. 

The  system  avoids  double  taxation  of  personal  property  by  permit- 
ting tax  receipts  for  such  to  be  used  as  offset  or  cash  in  payment  of 
income  taxes.  The  non-resident  is  taxed  on  income  from  property 
located  and  business  transacted  in  the  state.  This  includes  income 
from  rentals  and  royalties,  but  does  not  include  income  from  intangi- 
ble property  or  from  personal  services.  The  tax  on  corporations  doing 
interstate  business  is  based  on  the  proportion  of  income  earned  within 
the  state  to  the  plant  or  property  and  total  business  within  the  state. 
This  seemingly  complicated  plan  has  proved  workable,  because  it  is 
administered  by  special  officials  through  the  state  directly  under  con- 
trol of  the  state  tax  commission,  and  it  has  resulted  in  a  revenue  greatly 
above  that  from  personal  property  previously  taxed,  reaching  in  the 
first  year  $3,482,145,  or,  less  offset,  $1,631,413  cash,  and  climbing 
steadily  up  to  $9,482,595,  or,  less  offset,  $6,161,067  in  1917  and 
$11,830,142  in  1918,  further  figures  being  yet  unavailable.  Of  the 
total  returns,  10  per  cent  is  withheld  by  the  state  to  cover  adminis- 
trative costs,  20  per  cent  goes  to  counties  and  70  per  cent  to  towns, 
thus  coordinating  state  and  local  taxation.  This  proportion  was  found 
to  give  certain  towns  an  undue  and  unnecessary  amount,  and  an 
amendment  provided  that  in  such  cases  the  surplus  should  be  redis- 
tributed on  the  basis  of  school  population.  The  state  provides  sepa- 
rate blanks  for  the  several  classes  of  taxpayers,  of  course  not  related 
with  the  federal  blanks  later  in  force. 

Oklahoma  passed  in  1915  a  law  modeled  on  the  Wisconsin  law,  but 
since  much  amended. 

Missouri  in  1917  adopted  a  general  income  tax  on  individuals  and 
corporations,  with  a  personal  exemption  of  $3000,  or  $4000  for  hus- 
band and  wife,  at  the  rate  of  %  of  1  per  cent,  basing  the  method  on  the 
federal  form,  and  thus  setting  to  other  states  an  example  of  coordi- 
nation with  federal  methods. 

Massachusetts,  in  1916,  replaced  that  part  of  its  general  property 
tax  covering  intangibles  by  an  income  tax  on  incomes  from  intangible 
property,  retaining  the  tax  on  professional  and  like  incomes,  which 
had  been  in  vogue  for  nearly  three  centuries,  and  also  including  a  tax 
of  3  per  cent  on  sales  of  intangible  property,  leaving  the  property  tax 
upon  tangible  property.     The  federal  tax  return  is  available  to  some 


254  American  Economic  Association 

extent  for  Massachusetts'  purposes.  The  rate  is  a  flat  6  per  cent  on 
incomes  from  intangibles;  incomes  within  $600  being  allowed  an  ex- 
emption on  intangibles  of  $300;  and  the  business  or  profession  tax 
is  at  l!/2  per  cent,  with  an  exemption  of  $2000,  plus  a  possible  further 
exemption  of  $1000  for  a  married  man,  children  or  dependents.  The 
tax  became  effective  in  1917  and,  under  the  authority  of  the  state  tax 
commission,  with  district  assessors  for  incomes,  has  produced  substan- 
tially increased  revenue,  partly  by  bringing  to  light  intangible  prop- 
erties which  had  hitherto  escaped.  Connecticut  has  no  personal  in- 
come tax,  but  in  1915  adopted  an  income  tax  on  miscellaneous  business 
corporations,  superimposed  upon  federal  tax,  at  2  per  cent,  and  re- 
quired each  corporation  to  file  with  the  state  tax  commission  a  copy 
of  its  federal  report,  which  process  seems  to  have  involved  not  a  little 
confusion  in  the  correspondence  of  corporations  regarding  federal  and 
state  taxes,  respectively. 

Virginia  in  1918  amended  its  derelict  income  tax  law,  adopting  a 
partial  income  tax,  following  the  example  of  Massachusetts.  Dela- 
ware in  1917  adopted  an  income  tax  law,  taxing  natural  persons  at  the 
rate  of  1  per  cent  on  incomes  over  $1000. 

New  York  passed  a  personal  income  tax  law,  effective  May  14,  1919, 
which  levies  taxes,  with  exemption  of  $1000  for  single  and  $2000  for 
married  persons,  and  $200  additional  for  each  dependent  minor  or  in- 
capable, at  the  rate  of  1  per  cent  on  the  first  $10,000,  2  per  cent  above, 
and  3  per  cent  on  excess  beyond  $50,000.  The  schedules  and  deduc- 
tions are,  in  some  respects,  the  same  as  in  federal  income  taxes,  but  in 
other  respects  different.  The  tax  is  also  levied  on  non-residents,  but 
inadvertently,  at  the  flat  rate  of  2  per  cent  originally  embodied  in  the 
bill,  to  the  extent  of  their  income  earned  within  the  state,  for  the  pur- 
pose of  obtaining  revenue  from  New  Jersey  and  other  suburbanites 
who  do  business  or  practice  professions  within  New  York,  but  with 
rateable  deductions,  on  account  of  taxes  paid  at  residence,  provided 
the  state  of  residence  makes  reciprocal  provision.  By  Section  363, 
referring  to  a  non-resident:  "The  controller  shall  credit  the  amount 
of  income  tax  payable  by  him  under  this  article  with  such  proportion 
of  the  tax  so  payable  by  him  to  the  state  or  country  where  he  resides 
as  his  income  subject  to  taxation  under  this  article  bears  to  his  entire 
income  upon  which  the  tax  so  payable  to  such  other  state  or  country 
was  imposed."  This  scheme  to  tax  non-residents  and  avoid  double 
taxation  is  an  experiment  which  will  be  watched  with  interest. 

Alabama  adopted  in  the  summer  of  1919  an  up-to-date  income  tax 
law,  following  the  New  York  pattern,  and  New  Mexico  and  North 
Dakota  have  also  adopted  income  tax  laws  in  the  present  year. 

These  methods  of  taxing  personal  incomes  by  the  federal  government 
and  by  the  several  states  are  so  diverse  in  basis  and  rate,  as  well  as 
so  recent,  as  to  make  analysis  of  results  and  effects  difficult  It  seems 
assured  that  income  taxes  will  continue  to  be  levied  by  the  federal 
government,  as  a  principal  source  of  revenue,  and  that  more  states  will 
substitute  this  method,  in  whole  or  in  part,  for  the  general  property 
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tax.  This  should  involve  coordination,  first,  between  the  federal  and 
state  governments,  and  secondly,  between  the  several  states.  The  fed- 
eral basis  and  schedule  should  be  so  simplified  as  to  avoid  the  enor- 
mous and  wasteful  expense  both  on  individuals  and  business  corpora- 
tions and  on  the  federal  government  in  connection  with  accounting  and 
auditing,  and  these  should  be  adopted  by  the  several  states  as  the  foun- 
dation of  any  state  method  of  taxing  personal  income.  The  aggregate 
should  not  be  so  high  as  to  make  the  taxes  excessive.  Unless  a  useful 
method  and  rate  are  adopted  by  the  several  states,  this  form  of  taxes 
peculiarly  invites  change  of  residence  from  one  state  to  another,  even 
if  the  New  York  device  as  to  non-residents  proves  workable.  It  would 
seem  that  if  states  impose  an  income  tax,  the  basis  of  the  tax  should 
be  as  nearly  as  practicable  the  same  as  that  employed  by  the  federal 
government.  In  the  case  of  persons  receiving  all  their  income  from 
sources  within  their  own  state,  the  statement  made  to  the  state  might 
be  the  same  as  the  statement  made  to  the  United  States.  When  part 
of  the  income  is  derived  from  two  or  more  states,  the  simplest  possible 
basis  of  apportionment  should  be  adopted,  so  that  the  statement  of 
total  income  may  be  the  same  for  the  states  as  for  the  nation,  making 
the  two  returns  identical,  except  that  the  tax  to  be  paid  to  the  state 
would  be  reduced  in  accordance  with  the  method  of  apportionment 
adopted.  In  any  event,  the  returns  to  federal  and  state  authorities 
should  be  accessible  to  the  taxing  officers  of  both  jurisdictions. 

Corporation  taxes  are  the  most  pressing  and  perplexing  problem  in 
our  taxation,  for  the  reasons  that  so  vast  a  proportion  of  our  business 
is  done  by  corporations ;  that  they  may  be  taxed  in  the  state  of  incor- 
poration or  nominal  place  of  business,  at  the  actual  chief  office  else- 
where, in  the  state  or  states  in  which  manufacturing  plants  are  situ- 
ated, and  in  the  states  in  which  business  is  done  and  income  earned; 
that  they  afford  no  simple  starting  point  for  taxing,  as  in  personal 
income;  that  their  capitalization  bears  no  necessary  relation  to  their 
property,  output  or  income ;  that  the  property  at  the  base  of  their  busi- 
ness may  be  intangibles,  as  newspapers,  copyrights,  patents,  etc.,  as 
well  as  physical  plant;  that  the  practice  in  the  several  states  and 
within  states  is  confusing  to  the  uttermost;  and  that  the  methods  of 
taxation  are  multiform.  Corporation  taxes  may  be  in  the  shape  of 
licenses,  or  franchise  tax,  organization  tax,  stock  transfer  tax,  tax  on 
capital,  on  gross  receipts  or  net  income  or  dividends,  or  ad  valorem  on 
plant  or  value  of  property  productive  of  income.  Some  of  the  states, 
notably  Maine,  Delaware,  and  formerly  New  Jersey,  have  made  or- 
ganization easy  and  loose,  that  revenue  may  later  be  squeezed  from 
corporations,  and  the  squeezing  of  corporations  has  been  a  favorite 
pastime  of  legislatures.  No  tax  founded  on  nominal  capitalization  is 
just,  because  some  corporations  of  long  standing  have  held  to  their 
small  original  capitalization  and  saved  earnings  to  add  to  actual  capi- 
tal till  the  original  may  be  increased  many  fold,  while  in  others  the 
capitalization  is  largely  water,  and  in  some  cases  stock  has  no  nominal 
par  value,  but  represents  a  fractional  part  of  the  total  value  of  the 
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corporation,  a  system  definitely  recognized  in  the  laws  of  New  York 
and  certain  other  states.  It  is  impracticable  to  schedule  or  generalise 
the  multiform  method  and  rates  used  in  the  different  states,  many  of 
which  have  different  forms  of  taxation  for  different  classes  of  corpo- 
rations. 

As  the  federal  government  has  made  corporation  taxes  on  an  income 
and  profit  basis  an  essential  feature  of  the  present  revenue  methods, 
and  as  the  states  are  not  likely  to  yield  this  field  of  taxation,  the  sensi- 
ble plan  for  coordination,  as  illustrated  in  the  trend  of  legislation  in 
some  of  the  states,  is  to  provide  for  state  returns  as  nearly  as  prac- 
ticable in  the  same  form  as  the  federal  return,  with  as  simple  as  pos- 
sible an  apportionment  to  avoid  an  unfair  tax  upon  the  corporation  in 
any  one  state,  superimposed  upon  the  federal  corporation  tax,  which 
should  itself  be  simplified,  so  that  it  should  not  be  necessary  for  a 
corporation  to  require  a  special  staff  of  bookkeepers  or  a  tax  expert  to 
meet  federal  and  state  requirements.  The  New  York  method  was 
probably  adopted  in  order  to  conform  as  nearly  as  might  be  to  previous 
practice.  Simplicity  and  case  of  determination  may  excuse  or  even 
justify  some  theoretical  injustice.  The  ascertainment  of  values  in 
determining  net  income  or  profit  of  a  corporation  in  proportion  to  in- 
vestment is  of  course  difficult,  but  perhaps  not  more  difficult  than  other 
questions  of  assessment,  and  the  taxation  in  each  state  on  business  done 
within  the  state  should  prevent  double  taxation  and  such  intricate  and 
confusing  inter-relation  between  different  states  as  the  New  York  law 
involves. 

It  should  be  recognized,  as  the  Secretary  of  the  Treasury  has  pointed 
out,  that  excessive  profits  taxes  result  in  evasion  of  taxation  and  loss 
of  revenue,  and  probably  the  limit  for  the  highest  taxation  in  the  zone 
of  largest  income  or  profit  should  be  not  more  than  50  per  cent,  in- 
clusive both  of  federal  and  state  taxation.  The  excessive  rate  recently 
in  vogue  has  induced  reckless  and  wasteful  expenditure  on  the  part  of 
corporations,  as,  for  instance,  in  the  advertising  of  automobiles,  and 
one  instance  is  cited  in  another  field,  where  $$00,000  is  said  to  have 
been  spent  in  advertising  because  the  corporation  was  advised  that 
under  the  excessive  profits  tax  the  actual  net  cost  to  the  corporation 
would  be  within  $40,000. 

The  income  tax  on  corporations  invites  serious  objection,  in  so  far  as 
it  fails  to  recognize  the  extreme  range  of  incomes  on  the  part  of  cor- 
porations which  have  a  few  thousand  dollars  capital  and  those  which 
require  millions  of  capital,  and  though  producing  seemingly  enormous 
returns,  have,  in  fact,  a  relatively  low  return  on  investment,  Several 
states  have  adopted  the  method  of  taxing  gross  earnings,  which  raises 
a  similar  objection,  but  has  the  merit  of  simplicity.  The  alternative 
suggestion  has  been  made  (by  Lawson  Purdy)  that  if  tax  exemption 
of  securities  can  ultimately  be  modified  or  abandoned*  a  tax  on  divi- 
dends and  bond  interest  might  be  feasible  and  just,  since  the  use  ef 
earning!  for  increasing  productive  capital,  instead  of  their  diffusion  tu 
dividends^  has  economic  value,  if  it  is  not  worked  to  avoid  taxation. 
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Inheritance  taxes  had  not  been  levied,  except  at  the  time  of  the 
Spanish-American  war,  by  the  national  government  previous  to  the  law 
of  1916,  which  has  been  amended  in  successive  years.    These  laws  have 
levied  a  tax  rising  from  1  per  cent  to  2  per  cent,  and  again  dropping 
to  1   per  cent,  on  estates  not  exceeding  $50,000,  and  taxed  the  excess 
without  regard  to  consanguinity,  from  2  per  cent  on  excess  above  $50,- 
OOO  to  25  per  cent  on  excess  above  $10,000,000,  producing  in  the  year 
1919  $82,029,983  of  revenue.     Inheritance  taxes  had  for  many  years 
been  levied  by  most  of  the  states,  ^ve  southern  states  excepted,  vary- 
ing in  proportion  to  estate  values  and  to  degrees  of  consanguinity.   The 
older  eastern  states  are  simple  and  conservative  in  these  taxes,  bequests 
in  New  York  to  lineals  being  taxed  above  $10,000,  from  1  per  cent  on 
$25,000,  up  to  4  per  cent  above  $100,000;  to  near  collaterals,  beyond 
$500,  2  per  cent  on  $25,000,  up  to  5  per  cent  above  $100,000;  to  others 
more  remote,  above  $500,  5  per  cent  on  $25,000,  up  to  8  per  cent  above 
$100,000.     California,  at  the  other  extreme,  developed  a  complicated 
and  very  high  levy,  bequests  to  lineals  beyond  $24,000  exemption  to 
widow  or  minor  child,  or  $10,000  to  others,  being  taxed  from  1  per 
cent  until  $25,000,  up  to  15  per  cent  above  $1,000,000;  to  near  col- 
laterals, above  $2,000,  from  3  per  cent  until  $25,000,  up  to  25  per  cent 
above  $1,000,000;  to  farther  collaterals  above  $1,000,  from  4  per  cent 
until  $25,000  up  to  SO  per  cent  above  $1,000,000;  to  more  remote 
beneficiaries  above  $500,  from   5   per  cent  until  $25,000,  up  to  SO 
per  cent  above  $500,000.     Wisconsin  pursues  a  middle  course,  taxing 
bequests,  with  the  exemption  varying  from  $10,000  for  widows  to  $100 
for  strangers,  to  lineals,  1  per  cent;  to  near  collaterals,  \y%  per  cent; 
farther  collaterals,  S  per  cent;  more  remote  of  kin,  4  per  cent;  other 
beneficiaries,  5  per  cent  until  $25,000,  these  rates  being  multiplied  from 
%  times  up  to  S  times  on  estates  above  $5,000,000. 

The  remarks  regarding  income  taxes  are  in  large  measure  applicable 
to  inheritance  taxes,  although  there  is  less  likelihood  that  a  citizen 
will  change  his  residence  because  of  excessive  inheritance  taxes.  Never- 
theless, evidence  is  not  lacking  that  this  effect  is  produced.  Great 
fortunes  are  not  usually  rolled  up  until  the  later  years  of  life,  when 
death  is  more  in  sight,  and  the  exodus  of  California  millionaires  to 
eastern  residence  may  partly  result  from  the  very  high  inheritance 
taxes  of  that  state.  While  in  one  sense  the  inheritance  tax  is  prefer- 
ably federal,  in  that  uniformity  throughout  the  states  is  desirable, 
there  is  no  substantial  reason  against  its  use  by  the  states,  and  a  com- 
promise plan  by  which  the  federal  tax  would  be  limited  to  fortunes 
above  $50,000  seems  not  an  unreasonable  compromise.  However  de- 
sirable on  general  principles,  a  single  levy  is  preferable  from  a  single 
source.  Another  plan  proposed  is  federal  taxation  solely,  with  return 
of  receipts  in  proportion  to  the  several  states,  on  an  equitable  basis, 
which  would  avoid  the  most  serious  evil  of  the  present  method  by  which 
inheritances  may  be  taxed  in  multiple  by  two  or  more  states.  Another 
possible  compromise  is  that  the  federal  inheritance  tax  should  be 
limited  to  intangibles,  while  the  several  states  would  levy  such  tax 
upon  realty  and  other  tangibles  in  situ  within  the  state.     On  the  other 
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hand,  inheritance  taxes  have  so  largely  been  left  to  the  states  that 
many  consider  that  this  source  of  taxes  might  fairly  after  the  war 
period,  be  relegated  by  the  nation  to  the  states,  provided  that  proper 
precautions  are  taken  by  each  state  against  double  taxation. 

Land,  which  in  these  United  States  is  under  the  sole  sovereignty  of 
the  sovereign  state  instead  of  the  federated  nation,  has  naturally 
formed  a  chief  source  of  revenue  in  state  taxation,  and  under  the 
"Henry  George"  single  tax  proposal  would  form,  if  sufficing,  the  sole 
source  of  revenue  for  all  purposes.  Land,  usually  with  improve- 
ments thereon,  has  been  in  general  subject  to  property  tax,  in  this 
country,  though  in  other  countries  the  practice  or  tendency  has  been 
to  tax  land  through  income.  From  this  tendency  there  was  a  natural 
reaction  when  the  development  of  cities  increased  the  value  of  un- 
productive land,  freed  from  taxation,  in  the  hands  of  speculators. 
Realty  is  the  form  of  property  tax  for  state  revenue  on  which  practi- 
cally all  authorities  agree,  though  with  serious  difference  as  to  whether 
the  tax  should  be  levied  on  the  land  with  or  without  improvements. 
The  separate  valuation  of  land  and  improvements  in  New  York  City 
has  contributed  interesting  data  in  this  field,  and  the  most  noteworthy 
discussion  of  the  subject  is  to  be  found  in  the  report  in  1916  of  the 
Mayor's  Committee  on  Taxation.  On  this  subject  a  majority  of  the 
Committee  held  that  exclusive  land  taxes  would  tend  to  an  intensive 
use  of  land  in  congested  areas,  which  would  be  especially  dangerous 
unless  conditioned  on  a  zoning  system  and  limitation  of  building  height, 
while  the  minority  held  that  such  exemption  would  tend  to  relieve 
urban  congestion  by  promoting  suburban  development,  and  suggested 
as  a  compromise  and  test  that  the  tax  on  building  should  gradually  be 
reduced  by  10  per  cent  yearly  to  half  the  rate  on  land. 

The  general  property  tax,  comprehensive  of  all  property,  real  and 
personal,  tangible  and  intangible,  which  was  the  natural  scheme  for 
early  taxation,  has  proved  so  unscientific  and  delusive  in  results  as  to 
be  considered  obsolete  and  objectionable  in  large  measure  by  taxation 
authorities.  It  has  never  been,  nor  is  it  likely  to  be,  a  source  for  a 
federal  revenue,  and  a  trend  of  state  legislation  is  already  evident 
toward  its  replacement  with  respect  to  personal  property  by  a  classi- 
fied property  tax,  in  which  tangible  property  only  is  directly  taxed 
and  intangibles  are  taxed  by  their  income.  The  injustice  of  the 
former  method,  as  in  New  York  and  Massachusetts,  has  been  that  so 
large  a  proportion  of  actual  wealth  has  escaped  disclosure  that  the 
tax  upon  the  taxed  portion  has  in  many  instances  eaten  up  thirty  or 
forty  per  cent  of  the  income  from  many  securities  and  left  a  net  in- 
come far  below  minimum  rates  of  interest.  In  respect  to  productive 
property  the  difference  between  a  property  tax  and  an  income  tax  is 
chiefly  one  of  proportion,  and  Professor  Bullock  has  pointed  out  that 
the  three-mill  tax  on  intangible  property  in  Minnesota  is  exactly  the 
same  as  the  six-per-cent  income  tax  upon  large  incomes  in  Wisconsin. 
The  wholesome  trend  of  current  legislation  is  toward  the  abandonment 
of  the  general  property  tax  and  its  replacement  by  a  classified  prop- 
erty  tax   on   land,   improvements   thereon,   and    moveable    tangibles, 
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either  at  the  same  rates  or  at  different  rates,  and  by  a  personal  in- 
come tax  on  incomes  from  intangibles  and  other  sources — the  first 
named  tax  exclusively  for  state  and  local  purposes,  the  second  dividing 
the  field  between  the  federal  and  state  governments,  preferably  in 
such  coordination  as  permits  federal  returns  to  be  used  as  the  basis 
of  state  taxation,  without  duplication  of  entry  and  return  on  the  part 
of  the  taxpayer.  ..   « .<&•<$  jfitfS 

With  respect  to  coordination  of  taxation  within  a  state,  the  report 
of  the  Committee  on  a  Model  System  of  State  and  Local  Taxation, 
of  which  Professor  Charles  J.  Bullock  of  Harvard  is  chairman,  pre- 
sented to  and  approved  by  the  National  Tax  Association  at  its  meet- 
ing in  November,  1918,  presents  a  scheme  well  worthy  of  considera- 
tion.     This  proposes  to  recognize  the  threefold  possibilities  of  tax 
levied,  i.e.  (1)  at  residence  or  domicile,  (2)  in  situ  or  actual  location, 
and  (3)  place  of  earning,  by  a  threefold  system,  including  (1)  a  per- 
sonal income  tax  on  all  individual  income  levied  at  the  taxpayer's  resi- 
dence, (2)  a  property  tax  on  realty  and  other  tangibles  in  situ,  and 
(3)  a  tax  on  business  or  professional  net  earnings  at  the  place  where 
the  business  is  located  and  the  income  earned.     It  is  set  forth  that  in 
this  triple  system  each  method  of  taxation  would  complement  and  cure 
defects  in  the  other.     In  reply  to  the  criticism  that  income  from  land 
and  from  a  business  or  profession  is  again  taxed  to  the  individual  as 
personal  income,  thus  involving  double  taxation — which  the  Wisconsin 
law   avoids   by   permitting  taxes   on   personal   property  to  be  offset 
against  the  personal  income  tax — it  is  argued  that  this  is  not  double 
taxation  in  the  sense  of  being  inequitable  taxation,  but  simply  obvi- 
ates the  need  of  a  higher  personal  income  tax,  which  would  otherwise 
be  required.    The  tax  on  business  or  profession,  at  the  place  of  earn- 
ing, covering  alike  individuals,  firms  and  corporations,  if  adopted  gen- 
erally, would  solve  the  question  paramount  in  New  York  of  obtaining 
from  suburbanites   residing  in  other  states   reasonable  compensation 
for  the  facilities  of  earning,  possible  only  in  New  York  City,  without 
the  complication  of  deductions  dependent  upon  taxation  in  other  states, 
which  the  present  New  York  tax  law  involves.     The  general  scheme 
permits  differentiation  of  rates  in  respect  to  land,  improvements,  and 
movable  tangibles,  or  the  omission  of  any  tax  on  tangible  personal 
property;  also,  the  omission  of  the  business  or  profession  tax,  espe- 
cially in  states  which  do  not  wish  to  tax  non-residents.     It  may  be 
added  that  the  right  of  a  state  to  tax  non-residents  with  discrimina- 
tion against  them  now  waits  decision  by  the  United  States  Supreme 
Court  in  the  case  of  the  Yale  &  Towne  Manufacturing  Co. 

Poll  taxes  are  theoretically  useful,  not  as  a  means  of  revenue,  but 
because  they  identify  even  the  humblest  person,  who  pays  no  other  di- 
rect taxes,  with  the  operation  of  governments.  But  in  practice  they 
have  been  so  subject  to  abuse  that  they  have  rightly  fallen  into  disuse. 
They  have,  in  fact,  been  made  the  indirect  means  of  purchasing  votes, 
by  the  practice  of  political  parties  to  pay  the  poll  tax  for  an  indi- 
vidual vote,  especially  where  such  payment  is  a  condition  prerequisite 
to  the  right  to  the  vote. 
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Taxes  on  sales  are  not  recommended  for  use  for  any  taxing  unit* 
since  they  are  peculiarly  objectionable  because  they  roust  be  added  to 
price  at  each  sale,  and  thus  increase  in  geometric  proportion  at  each 
stage,  as  they  finally  fall  upon  the  ultimate  consumer.  This  objection, 
however,  does  not  bold  good  on  sales  taxes  imposed  only  once  at  the 
sale  to  the  final  consumer,  which  are  not  multiplied,  but  which  are  ob- 
jectionable chiefly  because  of  their  inconvenience. 

The  use  of  stamps,  as  a  means  of  sales  tax,  applied  to  the  article 
itself  or  the  document  of  transfer,  also  obviates  this  object  ion,  and 
these  have  been  the  usual  means  of  collecting  taxes  on  tobacco  in  the 
first  sale  of  the  manufactured  product*  But  as  applied  to  other  sales 
and  to  hank  checks,  etc*,  they  are  contrary  to  the  methods  and  tra- 
ditions of  our  people  and  of  personal  inconvenience,  and  have,  there- 
fore, been  utilized  almost  entirely  for  unusual  taxation  during  war 
periods. 

Road  taxes  for  the  construction  and  maintenance  of  roads  were 
originally  purely  local*  because  roads  were  chiefly  used  by  those  dwell- 
ing upon  them  and  were  consequently  levied  upon  abutters  and 
worked  out  in  terms  of  "day's  labor."  The  development  of  automo- 
biles and  the  construction  of  national,  state,  and  county  roads  as 
thoroughfares  have  changed  all  this,  and  the  wear  and  tear  upon  roads 
is  no  longer  from  local  vehicles,  but  from  speeding  automobiles  and 
heavy  motor  trucks,  which  destroy  roads,  in  direct  proportion  to 
weight  and  squared  proportion  to  speed,  according  to  the  mathemati- 
cal formula,  mv2,  that  impact  is  measured  by  mass  multiplied  by  the 
square  of  velocity.  In  some  states  no  licenses  for  drivers  are  required, 
while  in  others  the  requirements  are  rigid.  Automobile  permits  are 
good  only  within  the  state,  or  by  courtesy  and  with  time  restriction  in 
other  states,  and  there  is  no  arrangement,  such  as  existed  between 
continental  countries  in  Europe  through  the  French  triptych,  for  in- 
terstate travel*  In  traversing  the  Lincoln  Highway  from  the  Atlantic 
to  the  Pacific,  the  automobiiist  would  pass  through  twelve  states,  re- 
quiring as  many  licenses,  in  case,  as  a  traveler,  he  should  desire  to 
prolong  his  stay  in  the  several  states  beyond  the  courtesy  limits  of 
time.  Roadways  have,  in  fact,  like  our  railways  and  our  waterways* 
become  of  interstate  character,  and  to  these  are  now  added  airways* 
even  more  of  interstate  extension.  It  would,  therefore,  seem  proper 
that  all  who  act  as  drivers  or  pilots  on  road  or  rail,  on  water  or  in  air, 
should  be  equally  made  subject  to  examination  and  certification  under 
license  tax,  either  by  federal  authorities  or  under  federal  specifica- 
tions, which  would  be  uniform  throughout  the  states.  It  may  also  be 
suggested  that  road  taxes  might  be  replaced  by  travel  licenses  for 
automobile  vehicles  varying  with  the  weight  and  speed,  i.e.  horse- 
power of  such  vehicles,  the  collections  to  he  made  by  federal  authori- 
ties or  under  federal  requirements  and  regulations,  to  he  distributed  in 
proportion  to  the  mileage  and  width  of  good  roads,  respectively  na- 
tional, state  and  local,  constructed  and  maintained  to  meet  federal 
specifications,  which  licenses  should  be  good  throughout  the  states.    It 
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is  recognized  that  a  chief  need  of  the  nation  and  of  all  localities  is  a 
thorough  system  of  good  roads,  towards  which  this  form  of  road 
licenses  would  be  a  direct  help. 

Summary 

The  Committee  on  Coordination  in  Taxation  accordingly  suggests 
the  following  as  desiderata  for  wise  coordination  of  taxes: 

1.  Budgets;  National,  state,  and  local  budgets,  with  flexible  and 
carefully  safeguarded  provision  for  contingencies,  as  a  prime  requisite 
for  coordinated  taxation. 

2.  Federal  Taxes:  In  addition  to  (1)  import  or  customs  taxes  re- 
served to  the  federal  government  and  excise  taxes  of  large  return 
levied  on  the  growth  or  manufacture  of  luxury  products  produced 
throughout  the  country,  (2)  a  simplified  form  of  progressive  income 
tax  levied  on  natural,  if  not  on  legal  persons,  and  a  graded  business 
or  corporation  tax  levied  on  corporations  and  other  business  concerns 
on  profits,  possibly  with  exemption  of  a  normal  per  cent  reckoned  on 
the  plant  or  property  producing  such  profits,  or  on  gross  earnings  or 
on  dividends,  in  no  case  to  exceed  50  per  cent  in  the  highest  zone  of 
either  tax,  as  the  preferable  taxation  in  time  of  peace,  omitting  minor 
taxes  of  annoyance  to  individual  taxpayers  within  adequate  return  to 
the  government,  levied  under  war  conditions  on  the  theory  of  finding 
every  possible  source  of  revenue.  Possibly,  also,  inheritance  taxes,  on 
a  flat  basis,  leaving  graded  taxes  to  state  governments  as  now,  or  on 
a  graded  basis  at  least  on  intangibles,  with  partition  of  returns  with 
the  states,  perhaps  leaving  to  the  states  inheritance  taxes  on  land  and 
other  tangibles,  to  be  taxed  in  situ.  Also,  license  fees  for  callings  and 
transport  agencies  in  national  or  interstate  relations. 

S.  State  Taxes:  A  tax  system  avoiding  cross-taxation  between  the 
states  on  the  lines  of  that  recommended  by  the  Committee  of  the  Na- 
tional Tax  Association  on  a  Model  System  of  State  and  Local  Taxa- 
tion, i.e.:  (1)  A  classified  property  tax:  on  land,  with  or  without  a 
tax  on  other  tangibles  in  situ,  possibly  with  separate  assessment  of 
land  and  improvements,  as  well  as  movable  tangibles,  at  different  rates, 
as  the  basic  revenue  of  the  state,  with  the  addition  of  local  rates  for 
local  units;  (2)  A  business  or  profession  tax:  on  earnings  within  the 
state,  also  subject  to  local  adjustment;  (3)  A  general  income  tax:  on 
residents  at  their  place  of  residence,  covering  all  sources  of  income — 
either  additional  and  complementary  to  the  other  taxes,  or  made  high 
enough  to  permit  offset  of  the  property  and  business  taxes  by  deduc- 
tion of  their  amounts — conforming  as  closely  as  practicable  to  the  fed- 
eral methods,  and  preferably  a  supertax  imposed  on  the  federal  in- 
come tax.  Possibly,  also,  inheritance  taxes  in  coordination  with  fed- 
eral inheritance  taxes,  if  these  be  continued,  and  excluding  tangible 
property  elsewhere  than  in  the  state  of  residence;  otherwise,  on  a 
graded  basis  and  levied  on  residents  to  cover  intangibles  and  tangible 
property  within  the  state  of  residence.  Also,  license  fees  for  pro- 
fessions or  callings  relating  to  public  health  or  state  jurisdiction  and 
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requiring  professional  examination,  as  doctors,  lawyers,  mad 
as  well  as  those  for  automobile  drivers  and  machines,  if  not 
in  federal  taxes,  issued  under  federal  specifications  and  good 
oat  the  states,  with  participation  among  taxing  units,  in 
good  roads,  state  and  local,  conforming  to  national  standards  of  con- 
struction and  maintenance. 

4.  Local  Taxes:  Taxes  superimposed  upon  or  coordinated  with  state 
taxes  on  land  and  other  tangibles  and  on  business  or  professions  witknm 
the  local  unit.  Also,  licenses  on  callings  and  transport  facilities,  in- 
volving tests  of  capability  and  police  regulations,  as  horse  drivers, 
trolley  men,  public  conveyances,  etc. 

The  purposes  of  this  plan  are  to  make  taxation  as  simple  and  direct 
as  practicable,  avoiding  cross  taxation  between  the  several  taxing 
units,  national,  state,  and  local,  and  basing  federal  and  state  taxation, 
respectively,  except  as  to  personal  income  and  corporation  and  inheri- 
tance taxes,  on  separate  subjects  of  taxation,  while  permitting  to  lo- 
calities provision  for  local  needs  by  increased  rates  on  land  and  prop- 
erty and  business  incomes.  It  seeks  to  avoid  annoying  and  conflicting 
taxes  in  minor  fields  of  taxation,  which  perplex  and  inconvenience  the 
taxpayer  without  adequate  return.1 

Thomas  S.  Adams, 
Lawson  Purdt, 
Henry  W.  Fajlnam, 
R.  R.  Bowker,  Chairman. 
December  29,  1919. 


i  Acknowledgment  is  made  for  the  cordial  cooperation  and  valuable  help 
given  by  A.  £.  Holcomb,  secretary  of  the  National  Tax  Association,  Professor 
Charles  J.  Bullock,  chairman  of  its  Committee  on  a  Model  System  of  State 
and  Local  Taxation,  and  Dr.  C.  C.  Williamson,  head  of  the  Economics  Depart- 
ment of  the  New  York  Public  Library.  It  should  be  made  clear  that  in  this 
report,  as  is  usual,  all  the  individual  points  are  not  acceptable  to  every  mem- 
ber, and  that  no  one  member,  therefore,  may  rightly  be  quoted  as  accepting 
each  individual  position.  The  report,  in  a  word,  represents  general  approval 
and  cannot  be  taken  as  the  individual  expression  on  each  point  of  each  mem- 
ber. Prof.  H.  L.  Lutz  of  Oberlin  College,  though  appointed  on  the  Commit- 
tee at  its  start,  has  not  taken  an  active  part  in  its  work,  and  is,  therefore, 
not  a  signer  of  the  report. 


REPORT  OF  COMMITTEE  ON  UTILIZATION  OF  MATERIAL 
IN  THE  DRAFT  QUESTIONNAIRES 

Your  Committee  appointed  to  report  on  the  utilization  of  material  in 
the  draft  questionnaires  has  not  confined  its  inquiries  to  the  draft 
questionnaire  files,  but  has  taken  into  account  as  well  other  question- 
naire and  record  material  of  economic  significance  now  in  the  custody 
of  different  government  offices. 

In  the  mass,  this  material  undoubtedly  constitutes  an  original  record 
of  economic  conditions  and  phenomena  during  the  war  of  permanent 
value,  provided  it  can  be  located,  preserved,  indexed,  arranged,  and 
made  accessible. 

As  regards  effective  utilization  of  this  material  by  students  in  the 
future,  the  immediate  problem  is  clearly  one  of  determining  the  char- 
acter of  the  material  and  its  physical  disposition.  This  work  of  lo- 
cating and  indexing  questionnaire  files  and  other  war  record  files,  your 
Committee  believes  must  be  done  by  a  government  agency,  and  it  be- 
lieves that  the  agency  which  may  most  properly  undertake  the  work 
is  the  Council  of  National  Defense,  which  has  already  taken  over  into 
its  custody  the  valuable  files  of  the  War  Industries  Board. 

Your  Committee  would  call  attention  to  the  fact  that  these  files  of 
questionnaires  and  records  represent  the  activities  of  economic  and 
statistic  services  which  were  built  up  as  temporary  emergency  war 
services  and  which  have  been  very  largely  demobilized  during  the  past 
year.  In  some  cases  the  custody  of  these  files  now  devolves  upon  tem- 
porary skeleton  organizations  and  in  other  cases  has  been  transferred 
to  one  or  another  permanent  government  office — the  Fuel  Adminis- 
tration records,  for  example,  to  the  Bureau  of  Mines,  and  the  War 
Trade  Board  questionnaires,  in  part,  to  the  Foreign  Trade  Adviser  in 
the  State  Department.  The  War  Labor  Board  decisions  are  in  the 
custody  of  the  Department  of  Labor.  The  Food  Administration  files 
will  probably  be  turned  over  to  the  Department  of  Agriculture. 

The  present  disposition  of  some  of  these  files  is  indicated  in  the 
statements  appended  to  this  report,  which  have  been  prepared  by  the 
custodian  of  records  of  the  Council  of  National  Defense  and,  as  re- 
gards the  draft  questionnaires  and  army  records,  by  the  Chief  Statisti- 
cal Officer  of  the  Statistics  Branch  of  the  General  Staff. 

This  accumulation  of  material,  which  exists  now  largely  in  a  raw 
state  under  rather  uncertain,  provisional,  and  precarious  custody,  pre- 
sents a  broad  field  for  research,  and  your  Committee  is  of  the  opinion 
that  it  is  of  vital  importance  that  the  records  of  our  economic  mobili- 
zation for  war  and  of  the  economic  phenomena  of  war  shall  be  sur- 
veyed, indexed,  and  arranged,  so  as  to  be  made  available  for  utiliza- 
tion by  students  who  may  in  the  future  undertake  special  lines  of 
research. 

Among  the  files  to  be  brought  under  such  survey  are  those  of  such 
agencies  as  the  Council  of  National  Defense,  the  War  Industries 
Board,  the  War  Labor  Board,  the  Industrial  Relations  Section  of  the 


264  American  Economic  Association 

Emergency  Fleet  Corporation  (including  records  of  the  Shipbuilding 
Wage  Adjustment  Board),  the  Railroad  Administration,  the  Food  Ad- 
ministration, the  Labor  Administration  in  the  Department  of  Labor 
(including  the  War  Labor  Policies  Board,  Women  in  Industry,  indus- 
trial conditions,  etc.)>  the  Committee  on  Public  Information,  the  Fi- 
nance Corporation,  the  War  Department  draft  questionnaires  and  the 
army  and  navy  records  (including  records  of  the  industrial  service 
sections,  army  ordnance,  signal  corps,  and  quartermaster  general). 
Finally,  in  so  far  as  they  can  be  made  available,  the  special  compila- 
tions and  researches  made  under  the  direction  of  the  State  Depart- 
ment for  the  use  of  the  President  and  Commissioners  to  the  Peace 
Conference  should  be  brought  under  survey. 

As  is  pointed  out  in  the  statement  appended  to  this  report,  the 
draft  questionnaires  and  army  records  provide  data  for  analyses  and 
compilations  of  very  considerable  significance  as  regards  especially 
public  health,  occupational  classification,  and  other  characteristics  of 
the  male  population  of  draft  age. 

Your  Committee  would  call  attention  further  to  the  fact  that  a  Joint 
Committee  of  the  American  Economic  Association,  the  American  Po- 
litical Science  Association,  and  the  American  Historical  Association  on 
providing  a  Government  Archives  Building  has  been  appointed;  and 
this  Joint  Committee  has,  as  we  are  informed,  interested  itself  in  the 
disposition  of  the  files  of  the  temporary  war  boards  and  services.  We 
would  recommend,  therefore,  that  the  matter  of  making  a  survey  of 
the  questionnaire  and  record  files  in  the  custody  of  direct  govern- 
ment offices  be  referred  to  this  Joint  Committee,  with  the  recommenda- 
tion that  if  it  seems  feasible  the  Council  of  National  Defense  be  re- 
quested to  undertake  a  complete  survey  and  indexing  of  such  files,  and 
undertake  also  the  custody  of  such  files  in  cases  where  the  custody 
has  not  already  been  or  may  not  more  advantageously  be  devolved  upon 
some  other  permanent  government  office. 

If  this  report  is  accepted  and  approved,  we  recommend  that  this 
special  committee  on  utilization  of  questionnaire  material  be  dis- 
charged, and  that  a  copy  of  this  report,  with  appended  statements.,  be 
transmitted  to  the  Chairman  of  the  Joint  Committee  on  a  Government 
Archives  Building. 

Joseph  A.  Hill, 
William  F.  Willoughby, 
John  Cummings,  Chairman. 

APPENDICES 
Statejient  by  Custodian  of  Records  of  the  Council  of  National  Defense 

The  dockets  of  the  National  War  Labor  Board  constitute  exceedingly  valu- 
able material  on  wages,  hours,  working  conditions,  shop  committees,  methods 
of  arbitration,  etc  There  are  over  1200  of  these  dockets.  A  very  few  sets 
have  been  collected,  bound  and  indexed  by  the  Bureau  of  Applied  feconomta, 
Washington,  D.  C.  (a  private  agency).  These  sets  include,  in  addition  to  the 
official  dockets,  collateral  material  printed  locally,  as  for  instance,  the  book- 
lets in  the  case  of  the  Bridgeport  plan.    The  Food  Administration  files  Still 
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repose  in  the  Food  Administration  Building.  The  Fuel  Administration  files 
are  deposited,  pursuant  to  Executive  Order,  in  the  Bureau  of  Mines.  The 
files  of  the  Committee  on  Public  Information  are  deposited  with  the  Council 
of   National  Defense. 

On  July  22,  1919,  the  files  of  the  War  Industries  Board  were  transferred  by 
Executive  Order  to  the  Council  of  National  Defense.  At  the  time  of  transfer 
these  files  were  contained  in  435  steel  file  cabinets.  The  War  Industries 
Board  comprised  some  eighty  odd  units  or  sections,  which  may  be  grouped 
roughly  as  regulating  distribution,  prices,  as  pertaining  to  production  of 
certain  finished  products  and  to  production  of  certain  raw  materials,  respec- 
tively. 

Distribution  was  regulated  by  priority,  clearance,  and  allocation.  There  are 
some  305,000  priority  certificates  and  applications  on  file,  which  in  them- 
selves represent  a  large  body  of  information  concerning  industrial  plant 
capacity,  etc.  In  1916  and  again  in  1918  an  industrial  inventory  was  made 
of  plants  having  a  specified  producing  equipment  Some  30,000  of  these  in- 
ventories are  on  file. 

The  material  concerning  prices  and  price  fixing  represents  probably  the 
largest  body  of  similar  material  in  this  country.  In  addition  to  the  original 
material  used  in  compiling  the  well-known  fifty-seven  Price  Bulletins,  there  is 
a  large  quantity  of  original  material  collected  by  the  Price  Fixing  Commit- 
tee relating  largely  to  costs.  The  Minutes  of  the  Price  Fixing  Committee  and 
its  conferences  with  the  trade  constitute  valuable  economic  source  material; 
of  the  conferences,  146  were  held  between  March  15  and  December  12,  1918. 
Both  the  finished  products  and  the  raw  materials  over  which  the  War  In- 
dustries Board  had  jurisdiction  were  chiefly  those  vital  to  war  needs.  Many 
weekly  and  monthly  reports  were  exacted  from  the  trade  by  the  Board,  by 
means  of  which  its  policy  of  distribution  was  determined.  In  addition  to 
these  regular  reports  a  large  number  of  questionnaires  were  sent  out.  These 
concerned  production,  capacity,  conversion,  and  standardisation.  Four  hun- 
dred and  three  different  questionnaires  have  so  far  been  recovered  from  the 
files,  sorted,  arranged,  and  indexed. 

Statement  by  the  Chief  Statistical  Officer,  Statistics  Branch  of  the 

General  Staff 

Some  93,000,000  men  were  registered  for  the  draft.  Of  these  apparently 
some  10  or  12  million  made  out  the  questionnaires,  which  gave  many  details 
in  regard  to  their  residence,  place  of  birth,  race,  citizenship,  education,  trade 
skill,  etc  Some  studies  of  the  data  contained  in  these  questionnaries  were 
made  by  the  Office  of  the  Provost  Marshal  General  and  the  results  are  found 
in  the  published  reports  of  that  officer.  These  studies  related  only  to  the 
records  of  the  men  who  were  called  to  service  and  were  not  at  all  complete 
even  for  this  class.  Furthermore,  many  interesting  inquiries  which  apparently 
could  be  answered  from  the  data  embodied  in  the  questionnaires  had  never 
been  undertaken.  These  questionnaires,  together  with  the  registration  cards 
and  other  records  of  the  draft  are  stored  in  the  Washington  Barracks,  this 
city.  There  is  at  present  no  plan  for  making  any  further  statistical  study  of 
this  enormous  mass  of  material. 

In  the  files  of  the  Adjutant  General  in  this  city  are  various  records  con- 
sisting principally  of  qualification  cards  and  service  records  of  men  who 
served  during  the  war  There  are  also  the  records  accumulated  by  the  Ad- 
jutant General's  Office  of  the  A.  E.  F.,  containing  information  in  regard  to  the 
service  of  the  men  who  went  overseas.  The  number  of  men  dealt  with  in 
these  records  is  in  the  neighborhood  of  four  million  and  the  number  of  indi- 
vidual cards  or  service  records  is  several  times  four  million.  The  reduction 
to  usable  statistical  form  of  the  data  contained  in  these  records  may  seem 
perhaps  to  be  a  matter  chiefly  of  interest  to  the  War  Department  rather  than 
to  the  general  public.  Nevertheless,  there  is  evident  a  great  deal  of  interest  on 
the  part  of  the  general  public  in  questions  relating  to  the  composition  of  the 
war  army. 
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This  office  is  in  almost  daily  receipt  of  letters  asking  for  information  fib 
the  following: 

Number  of  college  men  in  the  army  and  proportion  who  were 
commissioned. 

Number  of  men  skilled  in  various  trades  who  served  in  the  army. 

Number  of  men  who  entered  the  army  as  enlisted  men  and 
afterwards  commissioned. 

Number  of  soldiers  of  various  nationalities  and  races. 
In  addition  to  general  questions  like  the  above  affecting  the  whole  army, 
many  inquiries  are  made  in  regard  to  the  number  of  men  serving  from  vari- 
ous cities,  counties,  and  congressional  districts  and  these  inquiries  usually  re- 
late to  particular  classifications  of  men  similar  to  those  mentioned  in  the 
previous  paragraph.  At  the  present  time  it  is  a  very  simple  matter  to  find 
the  complete  military  record  of  any  individual  who  may  be  named  because 
the  system  of  filing  in  the  Adjutant  General's  Office  has  been  developed  prin- 
cipally with  that  point  in  view,  but  it  is  almost  impossible  to  get  any  answer  to 
questions  such  as  those  above  enumerated. 

The  Navy  Department  has  a  system  of  punched  cards  on  which  are  re- 
corded a  vast  number  of  details  in  regard  to  all  the  men  who  served  in  the 
Navy  during  the  war  and  for  many  years  previously.  By  the  use  of  this  sys- 
tem the  Navy  is  able  to  answer  questions  of  the  character  under  discussion, 
usually  with  great  promptness  and  a  high  degree  of  accuracy.  It  is  very  un- 
fortunate that  a  system  of  this  kind  was  not  put  into  service  in  the  War 
Department  in  the  spring  of  1917.  Even  today  it  would  be  well  worth  all  it 
would  cost  to  put  in  such  a  system  covering  at  least  the  officers  and  enlisted 
men  who  actually  served  during  the  war. 


REPORT  OF  THE  JOINT  CENSUS  ADVISORY  COMMITTEE 
OF  THE  AMERICAN  STATISTICAL  AND  AMERI- 
CAN ECONOMIC  ASSOCIATIONS 

Jn  the  autumn  of  1918  it  was  brought  to  the  attention  of  the  Secre- 
tary of  Commerce  that  events  of  the  past  few  years  had  not  tended 
to   increase  the  confidence  existing  between  the  Bureau  of  the  Census 
and  the  American  Statistical  Association  and  the  American  Economic 
Association,  the  two  scientific  organizations  most  directly  interested 
in  the  Census  Bureau  and  its  product,  but  that  these  associations  had 
in   fact  been  inclined  to  adopt  a  critical  attitude  toward  the  Bureau. 
Accordingly,  in  order  to  restore  confidence  and  increase  cooperation 
and  efficiency,  the  Secretary  of  Commerce,  with  the  cordial  assistance 
and  approval  of  the  Director  of  the  Census,  on  November  18,  1918, 
addressed  an  identical  letter  to  Dr.  Wesley  C.  Mitchell,  President  of 
the    American  Statistical  Association,   and   Professor   Irving   Fisher, 
President  of  the  American  Economic  Association.     This  letter  was  as 

follows : 

November  18,  1918. 
My  dear  Sir: 

As  you  are  doubtless  aware  a  Bill  authorizing  the  Fourteenth  Census  to  be 
taken  as  of  the  year  1920  has  passed  the  House  of  Representatives  and  is 
pending  in  the  Senate.  We  have  sufficient  confidence  in  its  probable  passage 
in  substantially  its  existing  form  to  warrant  our  addressing  you  on  behalf 
of  the  Bureau  of  the  Census  and  of  the  Department  of  Commerce  as  below. 

It  Is  the  earnest  desire  of  the  Director  of  the  Census  that  the  Fourteenth 
Census  shall  mark  a  definite  advance  in  quality,  promptness,  and  in  the  effec- 
tiveness of  the  work  done.  The  legislation  has,  therefore,  been  drawn  after 
careful  study  of  the  previous  legislation,  after  conference  with  those  who  have 
taken  part  in  earlier  work  of  the  kind  and  with  the  approval  of  the  Civil 
Service  Commission  in  the  portions  which  fall  under  the  purview  of  that  body. 

The  step  we  now  desire  to  take  is  to  tie  up  the  work  of  this  census  to  the 
best  scientific  thought  and  practice  as  represented  through  your  Association 
and  the  American  Economic  Association.  Consequently  this  letter  is  ad- 
dressed to  you  and  a  letter  of  like  tenor  and  date  is  sent  to  Prof.  Irving 
Fisher,  President  of  the  American  Economic  Association,  to  request  that 
you  appoint  a  committee  of  your  body  to  be  advisory  to  the  Director  of  the 
Census  and  the  Department  of  Commerce  in  connection  with  the  work  of  the 
Fourteenth  Census.  We  suggest  for  your  consideration  a  committee  of  three 
but  are  not  particular  as  to  the  exact  number  save  that  it  should  be  of  such 
moderate  size  as  to  be  efficient  in  its  work. 

We  should  deem  it  a  pleasure,  were  such  a  committee  appointed,  to  have 
it  confer  with  the  Director  of  the  Census  both  before  and  during  the  work 
of  the  census  itself,  and  careful  consideration  will  be  gladly  given  to  the  sug- 
gestions such  a  committee  might  think  well  to  make. 

Awaiting  what  I  trust  will  be  a  favorable  reply,  I  am, 

Yours  very  truly, 

William  C.  Redfield,, 
Secretary. 

Upon  receipt  of  this  letter  by  the  officers  of  the  two  associations  it 
was  at  once  recognized  that  this  joint  committee  might  be  of  much 
practical  assistance  to  the  bureau  in  confronting  the  great  task  of  or- 
ganizing and  taking  the  Fourteenth  Census.  It  was  also  believed  that 
in  the  event  of  successful  cooperation  the  example  and  precedent  of 
an  effective  advisory  committee  would  be  likely  to  prove  of  great  im- 
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portance  to  the  government  in  leading  to  similar  relationships  be- 
tween other  government  bureaus  and  scientific  associations  or  private 
organizations.  One  of  the  important  developments  of  the  war  had 
been  the  sudden  and  close  collaboration  between  the  government  and 
scientific  and  industrial  interests  of  the  nation  made  necessary  during 
the  emergency  period,  and  it  was  pointed  out  by  men  of  standing, 
who  had  come  to  Washington  solely  to  be  of  assistance  to  the  gov- 
ernment, that  the  time  was  favorable  for  encouraging  similar  cooper- 
ation in  connection  with  a  recurring  and  distinctly  peace  function  of 
the  government.  It  was  recognized  that  of  all  the  peacetime  activities 
of  the  federal  government,  taking  and  compiling  the  census  was  the 
largest. 

Accordingly,  at  the  annual  meeting  of  the  two  associations  both  held 
in  Richmond  the  following  month  (December  27),  a  cordial  response 
was  made  to  this  request. 

The  Joint  Advisory  Committee  appointed  was  as  follows:  Repre- 
senting the  American  Economic  Association,  Professor  Walter  F.  Will- 
cox,  Professor  Edwin  R.  A.  Seligman,  and  Dr.  Wesley  C.  Mitchell; 
representing  the  American  Statistical  Association,  Professor  Carroll 
W.  Doten,  Dean  Edwin  F.  Gay,  and  Mr.  William  S.  Rossiter. 

Each  member  of  the  joint  committee  was  considered  to  be  espe- 
cially qualified  by  his  experience  or  work,  or  both,  to  be  of  practical 
assistance  to  the  bureau. 

At  the  time  of  the  appointment  of  the  committee,  Messrs.  Gay, 
Doten,  Mitchell,  and  Rossiter  were  still  engaged  in  war  work  of  a  sta- 
tistical or  economic  sort,  and  were  therefore  available  in  Washington 
for  service  on  the  committee.  By  an  agreement  between  the  members 
and  the  director,  approved  by  the  department,  the  other  two  mem- 
bers not  then  in  the  federal  service  were  appointed  special  agents  of 
the  census  at  a  salary  of  $1  per  annum  to  permit  payment  of  travelling 
expenses  and  a  small  part  of  their  living  expenses  during  the  meet- 
ings of  the  committee.  As  rapidly  as  the  other  members  retired  from 
active  government  service,  which  occurred  between  February  and 
June,  1919,  they  were  one  by  one  placed  upon  the  same  basis,  so  that 
by  July  all  were  accredited  as  special  agents  of  the  census  without 
compensation. 

The  first  meeting  of  the  Advisory  Committee  was  held  February  10 
and  11,  1919.  Mr.  Rossiter  was  elected  chairman.  The  Secretary  of 
Commerce  and  the  Director  of  the  Census  outlined  the  problems  of 
the  bureau,  and  the  committee  took  up  the  consideration  of  general 
questions  submitted  to  it,  which  naturally  related  to  the  preliminary 
organization  of  the  work  in  anticipation  of  the  enactment  of  the  Four- 
teenth Census  Law,  then  ready  for  passage  by  Congress. 

Meetings  Held 

Meetings  of  the  joint  committee  have  all  been  held  in  Washington. 
Thus  far  there  have  been  seven,  on  February  10,  February  27,  March 
21,  April  18,  May  23,  June  27,  and  October  81.     Each  meeting  has 
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covered  two  days,  so  that  from  the  organization  of  the  joint  com- 
mittee up  to  the  date  of  the  preparation  of  this  report,  the  committee 
has  devoted  fourteen  working  days  to  its  task.  It  has  been  customary 
to  hold  morning  and  afternoon  sessions  on  each  of  the  two  days  of  the 
meetings  and  on  an  average  twelve  hours  have  been  spent  at  each  meet- 
ing. The  meetings  have  been  faithfully  attended;  at  all  of  them  at 
least  five  members  were  present,  and  at  three  the  entire  membership 
have  been  in  attendance.  This  record  of  attendance  was  accomplished 
oftentimes  at  great  personal  inconvenience. 

Believing  that  systematic  conduct  of  committee  affairs  was  one  es- 
sential to  success,  the  committee  requested  the  director  to  assign  an 
expert  statistical  clerk  familiar  with  census  operations  and  publications 
to  act  as  secretary.  This  was  promptly  done,  and  Miss  Mary  F. 
Griffin,  an  editorial  expert  of  the  Division  of  Revision  and  Results, 
was  assigned  to  this  service.  Miss  Griffin  has  had  charge  of  the 
preparation  of  proceedings  and  various  memoranda  and  of  much  of  the 
committee's  correspondence. 

In  general  the  opening  session  of  each  meeting  of  the  joint  com- 
mittee has  been  occupied  with  conferences  with  the  director,  statisti- 
cians, and  other  officials  concerned  with  such  subjects  as  were  under 
consideration.  These  conferences  have  been  followed  by  general  dis- 
cussion leading  to  the  adoption  of  recommendations  to  the  Bureau, 
which  after  the  close  of  the  meeting  were  transmitted  to  the  director. 

Scope  of  the  Committee  Work 

The  early  meetings  of  the  committee  naturally  were  occupied  largely 
with  conferences  with  the  director  or  bureau  officials  concerning  plans, 
scope  of  the  coming  enumeration,  and  problems  of  administration. 
While  the  committee  was  eager  to  aid  in  any  manner,  in  searching  for 
the  opportunity  for  greatest  usefulness,  it  took  the  position  that  ad- 
ministrative details  and  policies  were  the  concern  less  of  the  com- 
mittee than  the  statistical  product  itself — especially  the  method  of 
presentation  and  manner  of  distribution.  Obviously,  the  former  task 
is  distinctly  that  of  the  officials  in  charge,  for  which  they  are  responsi- 
ble to  the  President  and  Congress.  Hence  after  the  earlier  meetings 
the  committee  gave  consideration  to  the  administrative  side  of  the 
office  only  to  the  extent  of  assuring  itself  that  the  work  was  proceeding 
in  such  a  way  that  the  product  would  not  be  impaired.  Some  con- 
sideration was  given  (at  the  director's  suggestion)  to  the  problem  of 
securing  a  suitable  card  punch,  but  the  committee's  advice  was  not 
accepted.  It  became  increasingly  evident  that  in  a  careful,  well  worked 
out  plan  of  form  and  content  of  census  published  results  lay  the  prin- 
cipal possibilities  of  committee  service.  Other  recommendations  in 
considerable  numbers  were  made  and  it  is  hoped  were  useful,  but  in 
submitting  those  relating  to  form  and  content  the  committee  believes 
that  it  has  been  able  to  aid  the  bureau  to  effect  real  reforms. 
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Analysis  of  Recommendations  Submitted 

The  deliberations  of  the  committee  took  concrete  form  in  &9  reso- 
lutions. These  relate  to  the  following  subjects:  Organisation  of 
personnel,  6 ;  preliminary  work  in  general,  3 ;  mechanical  devices  pro- 
posed for  use  in  the  next  census,  4 ;  the  population  schedule  and  segre- 
gation of  urban  and  rural  populations,  6;  the  classification  of  occupa- 
tions, %  (comprising  13  subdivisions);  schedules  for  manufacturing 
industries,  2;  the  agricultural  schedules  and  the  work  of  the  division 
of  agriculture,  4;  order  of  publication  and  content  of  census  reports* 
7 ;  methods  of  presentation  and  distribution  of  the  results.,  2  (compris- 
ing 9  subdivisions)  ;  miscellaneous,  3. 

The  Director  of  the  Census  welcomed  the  opinions  of  the  Advisory 
Committee,  He  has  extended  every  facility  to  the  committee  in  his 
power,  and  he  expresses  very  earnestly  his  desire  to  secure  the  co- 
operation of  the  American  Statistical  and  American  Economic  Asso- 
ciations in  making  the  work  of  the  bureau  most  effective.  To  each 
recommendation  of  the  committee  the  director  has  made  response  in 
writing.  He  has  either  accepted  the  committee's  judgment  or  ha* 
promised  to  give  attention  to  the  suggestions  made.  Of  the  39  recom- 
mendations made1  17  have  been  substantially  approved  and  adopted 
by  the  bureau;  6  have  not  been  concurred  in;  and  13  seem  not  yet  to 
have  been  acted  upon,  Three  others  were  of  such  a  nature  that  no 
definite  action  was  called  for.  Several  of  those  in  the  unacted-on 
group  could  not  be  satisfactorily  disposed  of  without  considerable  time 
and  thought*  but  the  more  important  have  practically  been  accepted. 
This  group  includes  the  recent  series  dealing  with  the  general  sub- 
jects of  content  and  methods  of  presentation  and  distribution. 

The  space  occupied  by  the  series  of  recommendations  of  the  Ad- 
visory Committee  to  the  Director  of  the  Census  forbids  inclusion  in  the 
body  of  this  report  of  progress.3 

Content  and  Publication  Policy 

Reference  to  recommendations,  20,  30,  32,  S3,  Si,  38  and  39  will 
make  evident  the  particular  stress  laid  by  the  committee  upon  the 
necessity  for  speed  of  publication  of  census  material.  This  need  ap- 
pears to  the  committee  the  more  urgent  in  view  of  the  long  delay  in 
publishing  the  results  of  the  Thirteenth  Census.  To  aid  in  securing 
this  object  the  committee,  after  mature  deliberation,  emphatically 
recommended  that  the  director  adopt  the  policy   (outlined  in  recom- 

i  Recommendations  of  the  Committee  r 

A.  Substantially  approved  and  adopted!     1,  8,  *,  ff,  8,  9,  10,  13,  14,  £0, 

20,  7(a),"  18(1),  and  §8(2). 

B.  Approved  but  not  finally  disposed  of:     5,  15,  91. 

C.  Not  concurred  in:     13,  39,  24,  29,  7(b),  7(c),  and  19 (3). 

D.  Not  yet  acted  upon:     33,  30,  31,  33,  83,  3-1,  35,  36,  87,  38,  39,  18(3), 

98(1). 

E.  No  specific  action  required:    3,  11,  IT, 

=  An  appendix  containing  the  text  of  these  recommendations  will  be  found 
at  the  end  of  the  committee's  report  as  printed  in  the  Publication*  of  the 
American  Statistical  Association. 
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mendations  SO  and  32)  of  omitting  from  the  main  reports  practically 
all  text  and  publishing  the  tables  as  promptly  as  practicable.  It  wae 
urged  by  the  committee  that  whatever  value  the  text  prepared  to  ac- 
company tables  may  possess — and  such  text  is,  if  rapidly  prepared, 
usually  a  mere  repetition  of  figures  and  therefore  colorless — it  was 
outweighed  by  the  delay  occasioned  in  preparation  and  in  the  proof 
reading  and  printing.  Thus  the  committee  recommended  the  radical 
change  of  policy  shown  above,  according  to  which  the  tables  should  be 
published  as  promptly  as  possible  by  themselves  and  should  be  followed 
by  a  series  of  special  reports  upon  subjects  derived  from  census  re- 
turns that  were  most  likely  to  be  of  practical  importance  to  the  Ameri- 
can people,  prepared  under  the  supervision  of  the  most  competent  ex- 
perts obtainable.  Further  pursuing  this  subject,  the  committee  recom- 
mended a  tentative  list  of  subjects  (as  given  in  Recommendation  No. 
39)  and  in  response  to  the  request  of  the  director  indicated  a  number 
of  workers  in  statistics  who  would  be  competent  to  handle  such  reports. 
In  the  opinion  of  the  committee  the  creation  of  this  advisory  body 
has  been  amply  justified  should  nothing  else  result  from  their  labor 
than  the  carrying  out  of  this  carefully  studied  and  fully  worked  out 
plan  of  publication  and  separation  of  census  reports.  Too  much  em- 
phasis cannot  be  laid  upon  the  defects  which  characterized  previous 
policies  of  the  bureau  in  these  particulars.  Much  of  the  adverse  criti- 
cism of  the  census  has  been  due  to  such  defects.  A  policy  of  publishing 
tables  promptly,  which  means  publishing  results  of  the  census  at  the 
earliest  possible  moment,  and  following  these  by  a  series  of  effective 
monographs,  also  published  promptly,  analyzing  the  more  important 
census  results  in  such  a  way  as  to  make  them  intelligible  and  helpful 
to  the  largest  number  of  people,  would  not  only  afford  an  effective  sub- 
stitute for  a  mass  of  unimportant  text  repetition  of  figures,  misnamed 
interpretative,  but  would  mark  a  great  step  in  advance  in  the  scientific 
treatment  of  census  results.  The  attention  of  the  two  associations  is 
especially  invited  by  the  joint  committee  to  Recommendation  39, 
made  at  the  last  meeting  of  the  committee  and  to  the  list  of  topics 
suggested  to  the  Director  of  the  Census  as  peculiarly  timely  or  im- 
portant.   The  recommendation  and  list  are  as  follows: 

39.  The  Committee  desires  to  express  gratification  at  the  Director's  approval 
of  Recommendation  30,  sections  3  to  6,  advising  that  the  Bureau  should  at 
once  establish  a  policy  of  issuing  special  studies  or  monographs  upon  selected 
census  topics  of  vital  importance  to  the  nation.  It  is  increasingly  of  the  con- 
viction that  these  special  studies  are  urgently  needed  to  interpret  the  changes 
recorded  in  statistics  of  this  disturbed  period.  The  Committee  further  recom- 
mends that,  as  suggested  by  the  Director,  experts  properly  qualified  to  take 
up  this  important  work  under  the  supervision  of  Dr.  Hill  be  secured  at  once. 
If  called  upon  to  do  so,  the  Committee  would  be  glad  to  cooperate  by  naming 
persons  qualified  to  render  such  expert  assistance. 

As  a  tentative  and  partial  list  of  subjects  appropriate  for  such  special 
studies,  the  Committee  suggests  the  following  titles: 

a.  Shifting  of  population  since  1910  between  sections  of  the  country  and 
between  city  and  country. 

b.  The  growth  of  cities. 

c.  The  American  family. 

d.  Foreign  born  population. 


272  American  Economic  Association        '*'* 

e.  Native  population. 

f.  School  attendance  and  illiteracy. 

g.  Child  labor. 

h.  Farm  tenure,  farm  mortgages,  and  land  values. 

i  Total  and  average  farm  production  and  farm  income. 

j.  Changes  in  farm  crops  and  in  live  stock  since  1910. 

k.  Effect  of  the  war  on  manufactures  and  mining. 

1.  Total  production  in  manufactures  per  wage  earner. 

m.  Size  of  manufacturing  establishments  and  form  of  ownership. 

n.  Integration  and  specification  of  industry. 

It  was  the  opinion  of  the  committee  that  in  publishing  the  results 
of  the  Thirteenth  Census  more  emphasis  had  been  laid  upon  the  state 
than  upon  the  subject,  whereas  it  was  felt  that  from  the  standpoint  of 
the  public  and  of  scholars  the  state  was  a  classification  unit  of  decreas- 
ing importance  and  interest.  This  stress  upon  the  state  seemed  to  the 
committee  to  be  a  reversion  to  the  census  practice  prior  to  I860,  when 
the  state  was  the  primary  unit  in  the  presentation  of  census  results. 
While  it  was  thought  that,  in  order  to  meet  the  local  demand  for  sta- 
tistics for  individual  states,  it  might  be  wise  to  continue  the  state 
supplement,  it  appeared  unnecessary  to  incorporate  all  the  state  bulle- 
tins in  the  final  reports.  On  the  other  hand,  the  committee  believed 
that  the  omission  of  the  minor  civil  division  table  from  the  main  re- 
ports at  the  last  census  had  been  a  mistake  and  recommended  that 
this  table  should  be  incorporated  in  Volume  I  of  the  final  reports  of 
the  Fourteenth  Census. 

For  these  reasons  the  committee  recommended  collecting  all  the 
bulletins  containing  statistics  of  population,  agriculture,  manufactures, 
and  mining  for  each  state  in  separate  state  bulletins  and  dispensing 
with  the  final  volumes  by  states  for  population,  agriculture,  and  manu- 
factures. The  omission  of  these  reports  from  the  final  volumes  would 
save  a  large  sum. 

Format  of  Census  Reports 

The  Advisory  Committee  gave  serious  attention  to  the  format  of 
census  reports  and  in  considering  this  subject  directed  the  preparation 
of  a  paper  upon  census  publications  which  should  review  the  general 
question  of  extent  and  cost  of  publications  at  the  last  three  censuses 
and  also  discuss  briefly  the  subject  of  distribution.  This  paper  will  be 
found  as  an  appendix  to  the  report  of  the  committee.  The  conclusions 
derived  from  the  discussions  of  the  subject  are  embodied  in  Resolu- 
tion 31,  and  offer  a  complete  publishing  policy. 

Much  discussion  occurred  over  the  relative  merits  of  the  octavo  and 
quarto  size  as  regards  suitability  for  the  requirements  of  the  census 
publications.  In  the  committee's  opinion  there  was  no  question  as  to 
the  superiority  and  value  of  the  octavo  size  for  reference  and  library 
use.  The  objection  which  has  always  interfered  to  prevent  a  change 
has  been  the  inconvenience  of  readjusting  census  tables  to  the  smaller 
size.  For  this  reason  the  committee  concluded  that  the  quarto  she 
should  be  retained  during  the  Fourteenth  Census,  feeling  it  would  be 
unwise  in  the  midst  of  the  pressure  and  strain  of  the  census  period 
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to  undertake  an  experiment  which  might  prove  disastrous.     The  mere 
time  and  thought  required  for  readjustment  would  be  a  distinct  loss 
to  already  well  advanced  work.    It  was  believed,  however,  that  at  the 
close  of  the  Fourteenth  Census  period  and  with  the  taking  up  of  inter- 
censal  special  reports,  the  experiment  as  to  the  wisdom  and  effective- 
ness of  the  octavo  as  compared  with  the  quarto  size  ought  to  be  com- 
menced.    Should  it  prove  a  failure  in  connection  with  one  or  more 
minor  inquiry,  the  embarrassment,  delay,  and  expense  would  be  com- 
paratively small  and  would  be  well  worth  risking  for  the  purpose  of 
deciding  upon  the  merits  of  the  octavo  size.    On  the  other  hand,  if  the 
latter  should  prove  successful  in  connection  with  the  minor  reports, 
by  the  time  the  Fifteenth  Census  had  arrived  the  bureau  would  have 
reached  such  familiarity  with  the  smaller  size  and  its  difficulties  as 
well  as  advantages  that  the  change  from  quarto  to  octavo,  if  deemed 
advisable,  could  easily  be  made  in  connection  with  the  next  census 
reports. 

In  order  to  reduce  so  far  as  possible  the  inconvenience  of  the  larger 
size,  the  committee  urgently  recommended  that  the  paper  used  in  the 
reports  of  the  Fourteenth  Census  should  be  much  thinner  than  has 
been  used  in  reports  of  former  censuses,  pointing  out  the  practicability 
and  advantages  of  paper  having  a  weight  per  ream  of  not  more  than 
30  or  85  pounds,  which  would  reduce  the  weight  of  the  volumes  by  at 
least  25  per  cent.  Thus  the  reports  of  the  Fourteenth  Census,  instead 
of  being  a  bulky  set  of  volumes,  would  be  reduced  by  the  practical 
elimination  of  text  and  the  omission  of  certain  state  reports  and  still 
further  by  the  use  of  thinner  paper  to  a  series  of  thin  volumes  easily 
handled  and  requiring  comparatively  little  shelf  space.  This  would 
be  a  boon  to  users  and  to  libraries  all  over  the  country  which  should 
lead  to  the  preservation  of  census  reports  where  in  the  past  their 
bulk  has  frequently  prohibited  their  permanent  retention.  The  com- 
mittee further  advised  the  publication  of  a  limited  number  of  the 
Fourteenth  Census  reports  on  all  rag  paper  for  permanent  library 
preservation. 

Change  of  Date  of  Census 

At  the  date  of  the  first  meeting  of  the  committee,  held  February  10, 
1919,  the  new  law  covering  the  taking  of  the  Fourteenth  Census  was 
being  crowded  through  Congress  during  the  last  days  of  the  session. 
This  bill  passed  the  Senate  pn  the  last  day  of  February,  passed  the 
House  on  the  third  day  of  March,  and  was  signed  by  the  President  on 
the  same  day.  Had  it  been  possible  to  propose  amendments,  the  com- 
mittee might  have  advised  fundamental  changes  in  census  inquiries  and 
hence  in  schedules.  By  the  time  the  committee  was  organized,  how- 
ever, the  bill  had  advanced  too  far  to  permit  any  consideration  of  its 
provisions.  The  new  law  directed  a  radical  change  in  the  date  estab- 
lished for  taking  the  census.  All  of  the  censuses  prior  to  1910  had 
been  consistently  taken  as  of  June  1,  but  in  order  to  meet  changing 
conditions  in  cities  due  to  the  departure  of  large  numbers  of  persons 
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to  the  country  by  June  1,  the  date  of  the  census  of  1910  was  changed 
to  April  1.  As  this  provision  proved  unsatisfactory  for  securing  agri- 
cultural returns,  January  1  was  established  in  the  new  law  as  the 
date  for  taking  the  Fourteenth  Census.  When  the  subject  was  dis- 
cussed at  the  hearings  before  the  committees  on  the  census  of  both 
Houses,  arguments  in  favor  of  the  change.,  especially  the  advantages 
resulting  from  a  much  more  satisfactory  date  for  agricultural  statistics, 
were  regarded  by  the  bureau  as  outweighing  the  disadvantages.  This 
was  perhaps  one  of  the  provisions  upon  which,  had  the  committee  been 
in  existence  earlier,  it  might  have  advised  a  different  decision,  since 
the  brief  references  to  this  subject  which  were  made  at  the  first  meet- 
ing of  the  committee  developed  considerable  skepticism  as  to  the  wisdom 
of  the  change  of  date.  Aside  from  the  practical  aspects  of  the  problem 
there  will  be  a  persisting  error  in  consequence  of  this  change  due  to 
the  fact  that  the  average  user  of  statistics  will  make  direct  compari- 
sons between  the  Fourteenth  Census  and  the  Thirteenth,  Twelfth,  or 
any  other  census  without  allowance  for  differences  in  the  dates  or  in 
the  length  of  the  intercensal  periods.  A  greater  objection,  however, 
has  developed  already  in  that  the  change  in  date  from  April  to  Janu- 
ary is  tending  to  embarrass  the  bureau,  by  adding  to  the  cost  of 
enumeration  and  by  causing  delay  owing  to  the  difficulties  of  travel  in 
the  midst  of  winter.  It  thus  increases  the  burden  upon  officials  al- 
ready overburdened  with  the  great  task  of  taking  the  census. 

The  Assistant  Director  of  the  Census 

At  the  request  of  the  Director  of  the  Census  the  committee  made  an 
effort  to  advise  in  the  selection  of  an  Assistant  Director  of  the  Census 
to  be  appointed  when  the  Census  Act  took  effect  July  1.  Many  names 
were  suggested,  but  it  was  found  that  every  one  of  those  who  were 
proposed  by  the  committee  was  fully  occupied  elsewhere  and  unable 
to  give  consideration  to  the  claims  of  the  bureau.  Subsequently  the 
department  and  the  director  decided  to  invite  Mr.  Wm.  M.  Steuart  to 
become  Assistant  Director  of  the  Census.  Being  familiar  with  his 
excellent  previous  record  as  an  official  of  the  census  for  many  years  and 
having  confidence  in  his  ability  to  fill  the  position  satisfactorily,  the 
committee  gave  cordial  approval  to  the  nomination.  Mr.  Steuart  be- 
gan his  work  early  in  the  summer  and,  with  his  knowledge  of  and  ex- 
perience in  census  work,  has  proved  an  invaluable  acquisition  to  the 
bureau  in  preparing  for  the  Fourteenth  Census.  The  position  of  As- 
sistant Director  of  the  Census  has  always  been  a  very  difficult  one. 
It  is  a  temporary  position  which  involves  supervision  of  permanent 
officials  and  employees. 

Census  Defects 

In  presenting  this  report  of  progress  it  is  appropriate  to  refer  to 
certain  phases  of  census  problems  which  have  impressed  the  com- 
mittee. 

Some  lack  of  foresight  and  organization  was  shown  by  the  Depart- 
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ment  of  Commerce  in  arranging  for  temporary  accommodations  in  con- 
nection with  the  Fourteenth  Census.  According  to  the  final  adjust- 
ment the  administrative  offices  remain  in  the  permanent  quarters  of  the 
bureau  in  the  Department  of  Commerce  Building  at  19th  Street  and 
Pennsylvania  Avenue,  but  the  entire  producing  force,  soon  to  number 
several  thousand  clerks,  is  located  in  part  of  a  temporary  war  build- 
ing at  6th  and  £  Streets,  a  mile  and  a  half  away.  It  is  difficult  to 
exaggerate  the  inconvenience  and  waste  entailed  by  such  an  arrange- 
ment. All  divisions  of  the  bureau  should  be  under  one  roof.  It 
ought  to  be  managed  as  an  independent  unit  during  the  decennial 
census  emergency.  If  this  could  not  have  been  done,  one  of  the  war 
buildings  nearer  the  department  should  have  been  secured. 

Possibly,  in  passing,  the  committee  may  be  allowed  also  to  criticise 
weakness  shown  by  the  bureau  itself  in  delaying  to  begin  in  proper 
season  preparations  for  the  enumeration.  Little  was  done  until  the 
assistant  director  was  appointed  and  took  office.  This  resulted  in 
pressure  and  some  delay.  It  should  be  noted,  however,  that  the  period 
intervening  between  the  date  when  the  decennial  census  appropriation 
became  available  and  the  date  of  the  census  is  three  months  shorter 
than  at  the  last  census  and  six  months  shorter  than  at  the  Twelfth 
Census. 

Organization  for  the  immense  task  of  handling  the  field  work  and 
correspondence  of  the  Population  Census  was  also  poor.  At  least  one 
of  the  bureau  divisions  when  next  confronted  by  a  decennial  census 
enumeration  should  be  completely  reorganized  by  distribution  of  duties 
on  the  principle  of  modern  business  organizations  of  large  magnitude. 
These,  however,  are  details  of  administration  for  which  the  officials  of 
the  department  or  bureau  naturally  are  responsible  and  were  not  and 
ought  not  be  within  the  sphere  of  an  advisory  committee. 

Peculiar  Problems  of  the  Fourteenth  Census  Period 

No  director  of  the  census  in  the  past  in  undertaking  a  decennial 
enumeration  has  been  confronted  with  such  problems  of  scarcity  of 
labor  and  cost  of  work  as  have  fallen  to  the  lot  of  the  present  di- 
rector. Instead  of  receiving  an  excess  of  applications  for  employment 
on  census  work,  he  has  encountered  great  difficulty  in  securing  suitable 
supervisors  and  still  greater  difficulty  in  securing  satisfactory  enumer- 
ators in  sufficient  number.  For  the  first  time  it  has  been  found  neces- 
sary to  utilize  the  services  of  women  in  the  latter  activity.  There  are 
many  localities  in  which  the  roll  of  the  enumerators  is  still  incomplete. 
To  progress  as  far  towards  completing  the  quota  as  has  been  done,  the 
bureau  has  been  compelled  to  use  the  maximum  compensation  allowed 
by  law  for  the  payment  of  enumerators.  It  should  be  remembered, 
however,  that  the  addition  of  only  one  cent  to  the  per  capita  compen- 
sation allowed  enumerators  for  taking  the  census  represents  an  aggre- 
gate extra  cost  of  more  than  one  million  dollars.  At  the  outset  the 
committee  gave  some  attention  to  the  matter  of  supervisors,  and  re- 
ceived the  assurance  of  the  director  that  it  was  the  policy  of  the 
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bureau  to  secure  the  best  possible  men  without  consideration  of  politi- 
cal affiliations.  The  committee  did  not  expect  to  insist  on  securing  per- 
fection, but  has  been  entirely  content  if,  with  its  advice  and  encourage- 
ment, the  bureau  has  made  progress  in  imp  roving  the  personnel  oi 
supervisors.  The  subdivision  of  Massachusetts  into  eight  supervisor, 
districts  in  substitution  for  one  in  the  past  was  criticised  by  the  com- 
mittee and  defended  by  the  director  as  being  in  the  interest  of  better 
administration.  Since  he  was  charged  with  responsibility  for  the  con- 
duct of  the  census  the  committee  made  no  further  criticism,  feeling 
that  he  was  the  best  judge  of  an  operation  for  which  he  was  himself 
responsible. 

Increasing  Demand  for  Census  Information 

The  occurrence  of  the  war  greatly  stimulated  the  demand  for  in- 
formation of  a  statistical  character  relating  to  all  manner  of  subjects. 
Much  of  this  increased  demand  was  a  healthy  growth  indicating  the 
increasing  value  of  statistics  in  connection  with  all  manner  of  activi- 
ties, Hence,  certain  new  inquiries  ought  to  be  encouraged.  There 
should  be,  for  example,  a  complete  and  accurate  commercial  census- 
A  wealth  of  information  and  a  vast  store  of  statistics  relating  to  de- 
partment .stores,  drug  stores,  groceries,  and  all  other  leading  trade 
activities  could  be  secured,  for  which  already  there  is  an  insistent  de- 
mand. The  committee  has  received  appeals  from  a  number  of  sources 
to  advocate  the  preparation  of  such  data.  There  is  also  a  demand  for 
greater  detail  or  more  frequent  enumeration  in  connection  with  in- 
quiries which  are  already  authorized,  such  as  those  concerning  speci- 
fied important  industries  and  certain  agricultural  products  and  oper- 
ations. 

On  the  other  hand,  the  Director  of  the  Census,  while  confronted 
with  such  demands,  finds  his  own  problems  of  administration  greatly 
increased  even  though  he  confine  his  activities  to  exactly  those  which 
have  been  customary  and  long  authorized  by  Congress;  he  must  enn- 
merate  a  steadily  increasing  population.  He  is,  indeed,  about  to  in* 
elude  in  the  census  of  1920  at  least  twenty-five  million  more  people 
with  all  their  varied  characteristics  than  did  the  director  of  the 
Twelfth  Census  in  1900.  This  means  an  increase  in  twenty  years  of 
practically  one  third  in  the  magnitude  of  the  task.  He  must  secure 
an  army  of  nearly  one  hundred  thousand  persons  to  aid  him,  when 
labor  cannot  be  obtained  easily  for  any  known  operation*  public  or 
private,  except  at  greatly  increased  compensation ;  yet  the  pay  which 
the  Census  Bureau  offers  is  moderate  in  the  extreme. 

In  the  opinion  of  the  committee  the  time  is  not  far  distant  when  the 
detail  which  it  has  been  customary  to  offer  in  connection  with  the 
census  of  the  United  States  roust  he  sharply  curtailed  because  of  the 
mere  magnitude  of  the  task  due  to  the  growth  of  population  and  in- 
dustry. It  would  be  wise  to  recognize  this  fact  and  begin  at  an  early 
date  after  the  completion  of  the  Fourteenth  Census  a  careful  and  sys- 
tematic study  of  the  directions  in  which  this  curtailment  can  be  sp- 
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plied.  First,  attention  must  be  given  to  a  number  of  tables,  so  as  to 
secure  a  reduction  which  will  cause  the  least  loss  and  embarrassment 
to  the  users  of  statistics.  It  is  evident  that  the  great  increase  in  cost 
which  will  unquestionably  characterize  the  Fourteenth  Census  in  com- 
mon with  every  other  operation,  public  or  private,  at  this  period,  if 
it  persists,  will  tend  to  hasten  curtailment  at  some  point. 

Practical  Usefulness  of  the  Advisory  Committee 

Ten  months  have  now  elapsed  since  the  organization  of  the  Advisory 
Committee  and  hence  the  beginning  of  its  active  cooperation  with  the 
Director  of  the  Census.  During  this  period  the  members  have  gladly 
contributed  their  time  and  best  thought  to  the  meetings.  The  actual 
cost  to  the  government  has  been  very  small,  covering  only  such  travel- 
ling expenses  as  have  been  incurred,  and  a  small  part  of  the  living 
expenses  of  members  during  meetings.  The  total  outlay  for  a  full 
year  of  committee  activity  will  be  considerably  less  than  $1000.  What 
return  has  the  bureau  received  for  this  investment  and  the  time  de- 
voted by  its  officials  to  the  demands  of  the  advisory  committee?  Are 
there  any  concrete  results  to  show  for  its  labors?  In  short,  has  this 
joint  advisory  committee  advanced  the  cause  of  closer  cooperation 
by  proving  to  be  of  real  service  ? 

The  Director  of  the  Census  sums  up  his  impression  by  saying  that 
the  work  of  the  committee  thus  far  has  been  of  much  service  to  him. 
He  expresses  the  opinion  that  the  members  have  formed  an  expert 
cabinet  to  which  he  was  able  to  refer  problems  and  from  which  he  was 
certain  to  secure  impartial  advice. 

The  Assistant  Director  says  that  the  impression  he  has  received  from 
his  own  brief  observation  and  the  comment  of  others  has  been  that  the 
committee  has  keyed  up  the  officials  of  the  bureau  and  steadied  and 
encouraged  them  by  forming  an  expert  court  of  the  last  resort. 
Finally,  the  members  of  the  committee  themselves,  who  have  given 
their  time,  frequently  at  much  inconvenience,  feel  that  it  has  been  and 
is  an  experiment  worth  while.  To  have  advised  and  persuaded  the 
bureau  to  change  the  content  policy  with  regard  to  census  reports  alone 
will  mark  a  great  advance  and,  by  the  omission  of  text,  should  effect 
the  saving  of  a  large  sum. 

Obviously  the  value  of  such  an  advisory  body  depends  largely  upon 
three  essentials — knowledge  of  the  subject,  faithful  consideration,  and 
attendance.  In  those  three  essentials  the  joint  advisory  committee  of 
the  two  Associations  has  not  been  lacking.  The  committee  has  pointed 
out  to  the  director  with  much  earnestness  that  he  might  make  his  ad- 
ministration noteworthy  and  of  special  service  to  the  federal  govern- 
ment and  to  the  country  by  adopting  such  reasonable  and  far-reaching 
reforms  in  content  and  mechanical  form  as  have  been  outlined.  His 
response  has  been  very  cordial. 

The  committee  has  pleasure  in  reporting  that  during  its  brief  ex- 
istence it  has  conducted  correspondence  with  representatives  of  various 
independent  organizations  which  have  written  to  the  committee  for  in- 
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formation  or  assistance.  Among  these  was  the  Chief  of  the  Statistical 
Office  of  the  Dominion  of  Canada,  who  submitted  a  copy  of  the  Cana- 
dian Statistics  Act  and  of  the  Regulations  thereunder  and  expressed 
a  desire  to  keep  in  touch  with  the  committee  and  receive  any  reports 
that  it  might  issue. 

The  future  work  of  the  Advisory  Committee  doubtless  will  be  com- 
prised in  occasional  meetings,  probably  less  frequently  held,  during 
the  coming  year,  to  pass  more  in  detail  on  form  and  content,  and  to 
advise  on  special  reports,  or  other  subjects*  as  the  opportunity  for 
service  develops. 

For  the  American  Statistical  Association': 
William   S.    Rossi ter,   Chairman, 
Carroll  W.  Doten? 
Edwin  F.  Ga*\ 

For   the   American    Economic    Association  : 
Walter  F.  Willcox, 
Wesley  C.  Mitchell, 
m  Edwin  R,  A.  Seligman. 


CONSTITUTION  OF  THE  AMERICAN 
ECONOMIC  ASSOCIATION 

(As  Revised  at  the  Annual  Meeting,  December,  1919) 


ARTICLE  I 

Name 

This  society  shall  be  known  as  the  American  Economic  Associa- 
tion. 

ARTICLE  II 
Objects 

1.  The  encouragement  of  economic  research,  especially  the  histori- 
cal and  statistical  study  of  the  actual  conditions  of  industrial  life. 

2.  The  issue  of  publications  on  economic  subjects. 

8.  The  encouragement  of  perfect  freedom  of  economic  discussion. 
The  Association  as  such  will  take  no  partisan  attitude,  nor  will  it  com- 
mit its  members  to  any  position  on  practical  economic  questions. 

ARTICLE  III 
Membership 

1.  Any  person  interested  in  economic  inquiry  may,  on  the  nomina- 
tion of  a  member,  be  enrolled  in  this  Association  by  paying  $5,  and 
after  the  first  year  may  continue  a  member  by  paying  an  annual  fee 
of  $5. 

2.  On  payment  of  $100  any  person  may  become  a  life  member 
exempt  from  annual  dues. 

3.  Foreign  economists  of  distinction,  not  exceeding  twenty-five  in 
number,  may  be  elected  honorary  members  of  the  Association. 

4.  Every  member  is  entitled  to  receive,  as  they  appear,  all  reports 
and  publications  of  the  Association. 

ARTICLE  IV 

Officers 

The  officers  of  the  Association  shall  be  elected  at  the  annual  meet- 
ing and  shall  consist  of  a  President,  two  Vice-Presidents,  a  Secretary, 
and  a  Treasurer,  whose  term  of  office  shall  be  one  year;  a  Managing 
Editor  whose  term  of  office  shall  be  three  years;  six  members  of  the 
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Editorial  Board,  six  elected  members  of  the  Executive  Committee,  and 
three  members  of  the  Program  Committee,  whose  term  of  office  shall 
be  three  years,  and  who  shall  be  so  classed  that  the  term  of  one  third 
of  the  elected  members  of  each  committee  shall  expire  each  year ;  pro- 
vided that  the  office  of  Secretary  and  that  of  Treasurer  may  be  filled 
by  the  same  person.  The  Executive  Committee  shall  consist  of  the 
President,  the  Vice-Presidents,  the  Secretary,  the  Treasurer,  the  Man- 
aging Editor,  the  three  ex-Presidents  who  have  last  held  office,  and 
six  elected  members. 

ARTICLE  V 
Duties  of  Officers 

1.  The  President  of  the  Association  shall  preside  at  all  meetings  of 
the  Association  and  of  the  Executive  Committee,  and  in  consultation 
with  the  Program  Committee,  shall  prepare  the  programs  for  the  an- 
nual meetings.  In  case  of  his  disability,  his  duties  shall  devolve  upon 
the  Vice-Presidents  in  the  order  of  their  election,  upon  the  Secretary, 
and  upon  the  Treasurer. 

2.  The  Secretary  shall  keep  the  records  of  the  Association  and  per- 
form such  other  duties  as  the  Executive  Committee  may  assign  to  him. 

3.  The  Treasurer  shall  receive  and  have  the  custody  of  the  funds  of 
the  Association,  subject  to  the  rules  of  the  Executive  Committee. 

4.  The  Executive  Committee  shall  have  charge  of  the  general  in- 
terests of  the  Association  in  the  interval  between  annual  meetings. 
It  may  fill  vacancies  in  the  list  of  officers,  and  may  adopt  any  rules 
or  regulations  for  the  conduct  of  its  business  not  inconsistent  with  this 
constitution  or  with  rules  adopted  at  the  annual  meetings.  It  shall 
act  as  a  committee  on  time  and  place  of  meetings  and  perform  such 
other  duties  as  the  Association  shall  delegate  to  it.  A  quorum  shall 
consist  of  five  members. 

5.  The  Editorial  Board  shall  have  charge  of  the  publications  of  the 
Association.  The  Managing  Editor  shall  be  ex-officio  member  and 
Chairman  of  the  Editorial  Board. 

ARTICLE  VI 

Amendments 

Amendments,  after  having  been  approved  by  a  majority  of  the 
Executive  Committee  present  at  a  meeting  regularly  called,  may  be 
adopted  by  a  majority  vote  of  the  members  present  at  any  regular 
meeting  of  the  Association. 
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Pp.  478.  1.5© 

4.    Poor  Laws  of  Massachusetts  and  New  York.     By  John  Cummings. 

Pp.  136.  75 

S-6.    Letters  of  Ricardo  to  McCulloch,  1816-1823.    Edited  by  J.  H.  Hollander. 

Pp.  204.     (In  Cloth,  $175-)  i*S 

Volume  XI,  1896 

t-3.    Race  Traits  and  Tendencies  of  die  American  Negro.   By  F.  L.  Hoffman, 

Pp.  430.  1.25 

4.    Appreciation  and  Interest    By  Irving  Fisher.    Pp.  no.  7S 

♦General  Index  to  Volumes  I-XI  (1886- 1806).  .25 
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Prim  ei  the  Economic  Studies  $2.50  per  volume  in  paper,  $3.00  la  cletfc.    Tke  set  of  fee* 
la  cloth,  $10.00. 


Volume  I,  1896 

Eighth  Annual  Meeting:  Hand-Book  and  Report.    Pp.  178.  30 

1.  The  Theory  of  Economic  Progress,  by  J.  B.  Clark;  The  Relation  of 

Changes  in  the  Volume  of  the  Currency  to  Prosperity.    By  F.  A 
Walker.    Pp.  46.  .90 

2.  The  Adjustment  of  Wages  to  Efficiency.    Three  Papers:  Gain  Sharing, 

by  H.  R.  Towne;  The  Premium  Plan,  by  F.  A  Haltey;  A  Pitce- 
Rate  System,  by  F.  W.  Taylor.    Pp.  83.  jo 

3.  The  Populist  Movement    By  Frank  L.  McVey.    Pp.  81.  .50 

4.  The  Present  Monetary  Situation.    By  W.  Lexis.     Translated  by  John 

Cummings.     Pp.  72.  .90 

5-4    The  Street  Railway  Problem  in  Cleveland.   By  W.  R.  Hopkins.    Pp.  94.    75 
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Ninth  Annual  Meeting:  Hand-Book  and  Report    Pp.  162.  JB 

1.    Economics  and  Jurisprudence.    By  Henry  C  Adams.    Pp.  4&  SO 

a.    The  Saloon  Question  in  Chicago.    By  John  E.  George.    Pp.  6a.  40 

3.  The  General  Property  Tax  in  California.    By  C  C  Plehn.    Pp.  88.  &> 

4.  Area  and  Population  of  the  United  States  at  the  Eleventh  Census.    By 

W.  F.  Willcox.    Pp.  6a  40 

5.  A  Discussion  Concerning  the  Currencies  of  the  British  Plantations  in 

America,  etc,     By  William  Douglass.     Edited  by  C  J.   Bullock. 

Pp.  aa&  40 

6.  Density  and  Distribution  of  Population  in  the  United  States  at  the 

Eleventh  Census.    By  W.  F.  Willcox,    Pp.  7*  40 

Volvos  III,  189S 

Tenth  Annual  Meeting:  Hand-Book  and  Report    Pp.  136.  40 
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a.    Economic  Aspects  of  Railroad  Receiverships.    By  H.  H.  Swain,  Pp.  u&  40 

3.  The  Ohio  Tax  Inquisitor  Law.    By  T.  N.  Carver.    Pp.  50.  .50 

4.  The  American  Federation  of  Labor.    By  Morton  A  Aldrich.    Pp.  54-  40 

5.  Housing  of  the  Working  People  in  Yonkers.    By  E.  L.  Bogart    Pp.  82.  ,50 

6.  The  State  Purchase  of  Railways  in  Switzerland.    By  Horace  Michelie; 

translated  by  John  Cummings.    Pp.  72.  40 

Volume  IV,  1899 

Eleventh  Annual  Meeting:  Hand-Book  and  Report    Pp.  126.  &> 

1.  I.  Economics  and  Politics.    By  A  T.  Hadley.    II.  Report  on  Currency 

Reform.    III.  Report  on  die  Twelfth  Census.    Pp.  70.  40 

2.  Personal  Competition.    By  Charles  H.  Coolcy.    Pp.  104.  40 

3.  Economics  as  a  School  Study.  By  F.  R.  Clow.  Pp.  72.  40 
4-S  The  English  Income  Tax.  By  J.  A  Hill.  Pp.  162.  loo 
6  (and  last).     ^Effects  of  Recent  Changes  in   Monetary  Standards  upon 

the  Distribution  of  Wealth.    By  F.  S.  Kinder.    Pp.  91.  40 
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twenty  statistical  experts.    Pp.  625.     (In  cloth  $2. 5a)  2.00 
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i.  Twelfth  Annual  Meeting:  Papers  on  Economic  Theory  and  Political 
Morality;  Trusts;  Railroad  Problems;  Public  Finance;  Consumers' 
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s.    The  End  of  Viliainapp  in  England.    By  T.  W.  Page.    Pp.  99.  IjW 
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Volume  III,  190a 
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a.    Ethnic  Factors  in  the  Population  of  Boston.    By  F.  A  Bushee.    Pp.  171.    1.00 

3.  History  of  Contract  Labor  in  the   Hawaiian   Islands.     By   Katharine 

Coman.    Pp.  74.  .75 

4.  *The  Income  Tax  in  the  Commonwealths  of  the  United  States.  By  Delos 

O.  Kinsman.    Pp.  134.  1.00 

Volume  V,  1904 
Sixteenth  Annual  Meeting.    Papers  and  Proceedings  published  in  two  parts. 
1.    Part  I — Papers  and  Discussions  on  Southern  Agricultural  and  Industrial 
Problems ;  Social  Aspects  of  Economic  Law ;  Relations  Between  Rent 
and  Interest    Pp.  240.  1.00 

Southern  Economic  Problems.    Reprinted  from  part  1.  .50 

Relations  Between  Rent  and  Interest    By  Frank  A  Fetter  and  others. 
Reprinted  from  part  1.  .50 

a.  Part  II — Papers  and  Discussions  on  The  Management  of  the  Surplus 
Reserve;  Theory  of  Loan  Credit  in  Relation  to  Corporation  Eco- 
nomics; State  Taxation  of  Interstate  Commerce;  Trusts;  Theory  of 
Social  Causation.  1.00 

Theory  of  Social  Causation.  By  Frank  H.  Giddings  and  others.  Reprinted 
from  oart  2.  .50 

3.  Monopolistic  Combinations  in  the  German  Coal  Industry.     By  Francis 

Walker.    Pp.  340.  1.25 

4.  The  Influence  of  Farm  Machinery  on  Production  and  Labor.    By  Hadley 

Winfield  Quaintance.    Pp.  no.  .75 
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Seventeenth  Annual  Meeting.    Papers  and  Proceedings  published  in  two  parts. 

1.  Part  I— Papers  and  Discussions  on  the  Doctrine  of  Free  Trade;  Theory 

of  Prices;  Theory  of  Money;  Open  Shop  or  Dosed  Shop.    Pp.  226.    1.00 

2.  Part  II — Papers  and  Discussions  on  Government  Interference  with  Indus- 

trial Combinations;  Regulation  of  Railway  Rates;  Taxation  of  Rail- 
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%    *The  History  and  Theory  of  Shipping  Subsidies.    By  R.  Meeker.    Pp.  230    1.00 
4.    Factory  Legislation  in  the  State  of  New  York.    By  F.  R.  Fairchild.  Pp.  218.  1.00 
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1.  Eighteenth  Annual  Meeting:    Papers  and  Discussions  on  The  Love  of 

Wealth  and  the  Public  Service;  Theory  of  Distribution;  Govern- 
ment Regulation  of  Railway  Rates;  Municipal  Ownership;  Labor 
Disputes;  The  Economic  Future  of  the  Negro.    Pp.  325.  ixm 

2.  Railroad  Rate  Control.  By  H.  S.  Smalley.    Pp.  147.  i.o» 
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OGRAM   OF   THE   THIRTY-THIRD   ANNUAL    MEETING 

JVJ>A  T,  December  £7 

?:30  p.  m.     Afternoon  Session 

Paper:     The  Railroad  Situation:  An  Appraisal 
Frank  H.  Dixon,  Princeton  University 

Discussion: 

C  O.  Ruggles,  State  University  of  Iowa 

A.  M.  Sakolski,  New  York  Cityi 

J.  H.  Parmelee,  Bureau  of  Railway  Economics,  Washington,  D.  C.i 

Paper:    Our  Foreign  Trade  Balance  Since  the  Armistice 

John  H.  Williams,  Northwestern  University 
Discussion: 

B.  M.  Anderson,  Jr.,  Chase  National  Bank,  New  York  City 
Raleigh  S.  Rife,  Guaranty  Trust  Company,  New  York  City 

William  F.  Gephart,  Vice  President,  First  National  Bank,  St  Louis,  Mo. 
George  £.  Putnam,  Commercial  Research  Department,  bwift  &  Co.,  Chicago, 

111.* 
W.  Arthur  Shelton,  Washington,  D.  C.i 

5*30  p.  h,    Meeting  of  the  Executive  Committee 
8:00  p.  m.    Evening  Session 
Topic:    Economic  Problems  of  the  Soft  Coal  Industry  of  the  United  States 
Paper:    An  Introductory  Survey  of  the  Bituminous  Coal  Industry 

C.  E.  Lesher,  Editor  of  the  Coal  Age 
Paper:    The  Irregular  Operation  of  the  Coal  Industry 

F.  G.  Tryon,  United  States  Geological  Survey 
Paper:    Costs  and  Prices  in  the  Coal  Industry 

David  L.  Wing,  Washington,  D.  C. 
Paper:    The  Marketing  of  Coal 
George  H.  Cushing,  Managing  Director  of  the  American  Wholesale  Coal  As- 
sociation 

TUESDAY,  December  tS 
9:30  a.  m.    Morning  Session 
Topic:    Economic  Problems  of  the  Soft  Coal  Industry  of  the  United  States 

(continued) 
Paper:    The  Transportation  Problem  in  the  Bituminous  Coal  Industry 
A.  G.  Gutheim,  Manager,  Public  Relations  Section,  Car  Service  Division, 
American  Railway  Association 
Paper:    Comments  of  an  Ore  Engineeb 

Arthur  J.  Mason,  Chicago,  111. 
Discussion: 
Arthur  E.  Suffcrn,  New  York  City 
Percy  Tetlow,  United  Mine  Workers  of  America 
C  M.  Moderwell,  Coal  Operator,  Chicago,  111. 

lTook  part  in  extemporaneous  discussion. 
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Hugh  Archbald,  Philipsburg,  Pa. 

E*  A,  Golden  weiser,  Washington,  D,  CA 

W.  HT  Hamilton,  Amherst  College  Amherst,  MassA 

C.  E*  Lesher,  Editor  of  the  Coal  A$$* 

Messrs.  Tryon,  Gutheim,  and  Mason,  in  rebuttal 

3:00  p.  m.    Business  Meeting.     (Sec  report  on  page  179.) 
SsSO  p.  m,    Afternoon  Session 
Papers    Tbr  Theory  op  Production* 

Leo  Wolman,  New  School  for  Social  Research 
Paper:    An  Index  Nvmbeb  op  Productions 

Walter  W.  Stewart,  Amherst  College 
Discussion  I 
Carl  Snyder,  Statistician,  Federal  Reserve  Bank  of  New  York  a 
H,  S.  Person,  Secretary,  Taylor  Society,  New  York  City* 
Willford  I,  King,  Bureau  of  Economic  Research,  New  York  City* 

8:00  p,  H,     Even j so  Session 

Paper;     A  Revaluation  of  Traditional  Economic  Theory 

C&rl  E.  Parry,  Tulane  University 
Papers    Soundings  in  Non-Euclidean  Economic! 
J,  M,  Clark,  University  of  Chicago 
Discussion : 

Irving  Fisher,  Yale  University 

Frank  H.  Knight,  State  University  of  Iowa 

B.  M,  Anderson,  Jr.,  Chase  National  Bank,  New  York  City 
F,  A,  Fetter,  Princeton  University* 

C,  W.  Doten,  Massachusetts  Institute  of  Technology* 
Carl  E.  Parry,  Tulane  University! 

J.  M,  Clark,  University  of  Chicago* 

WEDNESDAY,  December  m 
9:30  a,  m*    Morning  Session 
Papers:    Federal  Taxation  op  Profiir  and  Income 
F.  R>  FalrchHd,  Yale  University 
Robert  M.  Haig,  Columbia  University 

Discussion: 
David  Friday,  University  of  Michigan 
H.  M.  Stein,  Stein,  Ross  &  Sack,  New  York  City 
George  O.  May,  New  York  City 

John  Whyte,  National  Association  of  Credit  Men,  New  York  City 
F.  R.  Fairchild,  Yale  University 

1 :30  p.  m.    Round  Table  Discussion  of  the  Teaching  op  Elementait  Eoosojccj 
Chairman:    David  T,  Clark,  Williams  College 

Discussion  by  H.  H.  Burbank,  Harvard  University;  Eugene  E.  Aggw,  Col*- 
bia  University;  John  R,  Turner,  New  York  University;  Carroll  W.  Dote* 
Masachusetts  Institute  of  Technology;  Raymond  T.  Bye,  Uniraiity  rf 
Pennsylvania;  Dorothy  M.  Brown,  Smith  College 

tTook  part  in  extemporaneous  discussion* 

a  Printed  In  the  American  Economic  Review,  March,  101 1. 
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9:00  p.  m.    Round  Table  Discussion  of  Farm  Marketings 
Chairman:    £.  G.  Nourse,  Iowa  State  College 
General  Topic:    Farmers'  Organization  Plans  as  Related  to  the  Evolution 

of  Our  Market  Machinery 
Special  Topics  and  Speakers: 
Grain  Standardization 

H.  B.  Price,  Yale  University 
Storage  and  Finance  Problems 

James  £.  Boyle,  Cornell  University 
Stabilization  Projects 

B.  H.  Hibbard,  University  of  Wisconsin 
Legal  and  Legislative  Aspects 

Asher  Hobson,  Columbia  University 
Criteria  of  Marketing  Efficiency 

Fred  E.  Clark,  Northwestern  University 

8:30  r.  m.    Afternoon  Session 

Paper:    A  Review  of  Federal  Reserve  Board  Policy* 
O.  M.  W.  Sprague,  Harvard  University 

Discussion: 
A.  C  Miller,  Federal  Reserve  Board,  Washington,  D.  C* 
R.  C.  Leffingwell,  formerly  Assistant  Secretary  of  the  Treasury* 

5:30  f.  m.    Meeting  of  the  Executive  Committee 
8:00  p.  m.    Evening  Session 

President's  Address:    The  Post-War  Outlook* 
H.  J.  Davenport,  Cornell  University 

9:30  p.  m.    Smoker,  in  the  Ball  Room  of  Haddon  Hall 

THUR8&AY,  December  SO 

9:00  a.  m.    Business  Meeting.    Election  of  Officers,  etc    (See  page  179.) 

•  The  papers  presented  at  this  Round  Table  on  Farm  Marketing  will  appear  in 
the  American  Economic  Review  for  June,.  1931 


THE  RAILROAD  SITUATION:  AN  APPRAISAL 

By  Frank  Haigh  Dixon 
Princeton  University 

This  discussion  is  predicated  upon  the  assumption  that  private  own- 
ership and  operation  of  railways  is  the  established  policy  for  some  time 
to  come.    It  was  no  mere  chance  that  private  operation  was  resumed 
after  two  years  of  government  management.     Congress  responded  to 
an  unmistakable  popular  mandate.    Whatever  the  ultimate  solution  of 
this  question  may  be,  it  is  evident  that  the  majority  of  the  people  arc 
not  yet  ready  to  assume  the  entire  responsibility  for  our  transporta- 
tion service.     Many  students  of  the  situation,  including  some  railway 
executives,  have  expressed  the  belief  that  private  operation  under  gov- 
ernment regulation  is  to  have  its  final  test  at  this  time,  and  that  if  this 
test  fails  the  country  will  take  the  plunge  into  government  ownership. 
Certain  it  is  that  Congress  has  equipped  the  federal  regulating  body 
with  every  conceivable  power  necessary  to  ensure  that  the  test  shall  be 
a  thorough  one. 

It  is  the  purpose  of  this  paper  to  appraise  the  present  situation,  and 
if  possible  to  throw  some  light  upon  the  future,  if  only  for  a  little 
way  ahead.  That  such  a  task  is  not  a  simple  one  will  be  evident  if  it 
is  recalled  that  although  the  roads  went  back  to  their  owners  on  March 
1,  they  remained  under  the  protection  of  the  government  guarantee  for 
six  months  thereafter.  The  new  and  increased  rates  prescribed  by  the 
Commission  were  not  effective  until  August  26.  Complete  reports  of 
operations  are  not  available  until  six  weeks  after  the  close  of  the  month 
reported,  and  traffic  figures  are  slower  still.  Furthermore,  any  efforts 
to  reach  a  final  judgment  are  likely  to  be  frustrated  by  the  sudden 
shifts  in  the  general  industrial  situation  associated  with  the  present  de- 
flation process.  It  is  obvious  therefore  that  we  are  too  completely  in- 
volved in  the  period  of  transition  to  reach  any  final  conclusions. 

For  an  intelligent  appreciation  of  the  present  situation,  one  must  go 
back  to  the  Transportation  Act  of  1920  under  which  the  roads  were 
restored  to  their  owners.  This  Act,  in  addition  to  prescribing  the  de- 
tails connected  with  the  restoration  process,  contained  many  provisions 
designed  to  strengthen  the  regulating  features  of  the  Interstate  Com- 
merce Act,  some  of  which  are  altogether  novel,  some  of  which  have  been 
urged  upon  Congress  for  many  years.  No  detailed  analysis  of  this 
statute  is  practicable  or  necessary,  but  it  is  of  importance  to  set  forth 
the  significance  of  the  Act  from  the  standpoint  of  our  regulation  policy, 
now  in  operation  for  a  third  of  a  century. 

The  most  significant  feature  of  this  legislation  is  the  altered  rela- 
tionship of  the  Commission  to  the  service  of  transportation.     Created 
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:ute  a  fair  return  upon  the  carriers'  property,  leaving  the  matter  there- 
*.fter  to  the  judgment  of  the  Commission.     The  aggregate  possible 
earnings  that  can  be  retained  and  freely  used  by  the  individual  railway 
&re  by  this  provision  narrowly  circumscribed.    Moreover,  when  we  take 
into  account  also  that  the  law  imposes  upon  the  Commission  supervision 
of  the  honesty  and  economy  of  management  and  the  reasonableness  of 
•fche  maintenance  expenditures,  that  the  Commission  is  given  control 
over  security  issues  and  the  disposition  of  the  proceeds,  that  it  must 
approve  any  new  construction,  and  that  no  agreement  for  pooling  or 
lease  or  consolidation  is  effective  without  its  authority,  we  realize  that 
-the  door  has  closed  forever  upon  the  private  speculative  period  of  rail- 
way finance.    A  public  service  the.  railway  has  always  been  in  the  eyes 
of  the  court*    It  is  now  actually  to  become  so  in  the  hands  of  its  owners. 
In  the  third  place,  the  power  granted  to  the  Interstate  Commerce 
Commission  to  fix  the  earnings  of  interstate  carriers  bids  fair  under 
this  new  legislation  to  become  exclusive.    A  long  step  has  been  taken  in 
the  direction  of  obliterating  state  lines.     State  regulation  of  steam 
railways,  except  so  far  as  it  has  been  confined  to  police  supervision,  has 
been  frequently  pestiferous,  conflicting,  and  obstructive;  and  it  is  doubt- 
ful whether  on  the  whole  there  has  been  a  net  advantage  for  the  public. 
The  new  legislation  recognizes  the  unsatisfactory  results  of  divided 
authority.    Throughout  the  Act  the  supremacy  of  the  federal  power 
manifests  itself  again  and  again.    Federal  regulation  of  security  issues 
and  federal  approval  of  consolidation  plans  are  both  to  be  final,  not- 
withstanding the  law  or  order  of  any  state;  and  state  authorities  must 
fain  be  content  with  invitations  to  attend  the  hearings.    In  the  specific 
matter  of  rate  making,  the  new  legislation  enacted  the  decision  of  the 
Supreme  Court  in  the  Shreveport  case,  granting  to  the  Commission  the 
power  to  remove  any  unreasonable  preference  or  advantage  or  unjust 
discrimination   arising  between  intrastate   and  interstate   commerce. 
Many  states  declined  to  put  into  effect  in  their  entirety  the  rates  estabr 
lished  by  the  Commission  last  August.    Among  them  was  the  State  of 
New  York,  which  refused  to  sanction  increases  in  passenger,  sleeping 
car,  baggage,  and  milk  rates  so  far  as  they  applied  to  intrastate  traffic. 
The  railways  appealed  to  the  Commission  under  the  discrimination 
clause  just  described,  and  the  Commission's  decision,  rendered  about  a 
month  ago,  which  sustains  the  railways  and  orders  the  increases  into 
effect,  discloses  a  striking  advance  in  federal  encroachment  beyond  the 
position  taken  in  the  Shreveport  case.    In  the  latter  case,  the  discrimi- 
nation that  the  Commission  forbade  arose  on  a  single  railway  which, 
under  orders  from  the  Texas  Railroad  Commission,  charged  less  for  an 
intrastate  haul  than  it  charged  for  an  interstate  haul  for  the  same 
distance  under  rates  prescribed  by  the  Interstate  Commerce  Commis- 
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sion.     The  carrier  was  in  the  position  of  attempting  to  serve  two  mat- 
ters.    The  interference  by  the  state  commission  with  the  federal  author 
ity  was  direct.    In  the  case  just  decided  in  New  York  there  is   no  such 
direct  interference.     To  be  sure,  there  are  many  instances  cited   where 
the  intrastate  rate  is  lower  than  the  interstate  rate  of  a  competitor  for 
the  same  distance, — for  example,  in  the  passenger  fare  by   different 
routes  between  New  York  and  Buffalo, — but  they  apparently  exercise 
only  a  minor  influence  upon  the  final  decision.    The  carriers  had  offered 
no  evidence  before  the  New  York  Commission  that  such  discriminations 
against  interstate  commerce  prevailed,  and  the  New  York  authorities 
had  denied  their  application  for  an  increase  in  rates  solely  on    the 
ground  of  lack  of  evidence.     Yet  the  Interstate  Commerce  Commission 
sustained  the  carriers  and  it  did  so  primarily  upon  the  ground  of  pub- 
lic policy.     Congress  had  instructed   the  Commission  so   to    increase 
rates  as  to  enable  the  roads  in  each  rate  territory  to  earn  6  per  cent 
upon  the  value  of  their  property.     The  refusal  of  the  State  of  New 
York  to  apply  these  increases  in  full  to  intrastate  business  deprived  the 
roads  in  this  district  of  $1  £,000,000  annually,  and  to  that  extent  de- 
feated the  declared  purpose  of  Congress,    To  quote  from  the  decision  in 
the  Illinois  case,  rendered  at  the  same  time*  "It  was  stated  on  argu- 
ment that  about  thirty -one  states  had  permitted  the  same  increases  in 
fares  as  we  fixed  in  'Increased  Rates  1920.'     Are  the  transportation 
facilities  of  these  states  and  of  the  nation  to  be  put  in  jeopardy  by 
reason  of  the  failure  of  the  other  states  to  conform  to  the  plan  adopted 
by  the  Congress  for  the  welfare  of  the  nation  as  a  whole?" 

As  pointed  out  by  Commissioner  Eastman  in  his  dissent,  the  effect 
of  this  decision  is  that  whenever  an  increase  in  interstate  rates  on  a 
comprehensive  scale  is  made,  a  corresponding  increase  must  be  granted 
in  intrastate  rates,  if  discrimination  against  interstate  commerce  is  to 
be  avoided,  and  application  by  the  carriers  to  the  state  commissions 
for  authority  to  increase  becomes  only  a  matter  of  courtesy.  The 
courts  will  have  to  pass  upon  this  latest  encroachment  upon  state  pre- 
rogatives. If  anything  can  be  predicted  from  the  tone  of  the  court 
in  recent  decisions  of  this  character,  and  from  the  entire  spirit  of  this 
Act  of  1980,  the  will  of  Congress  and  the  federal  power  will  be  sustained, 
and  we  shall  have  well-nigh  reached  that  goal  which  a  sound  regulating 
policy  has  long  demanded — exclusive  federal  regulation  of  a  federal 
public  service. 

Turning  now  to  an  examination  of  the  railway  system  itself,  what 
are  the  outstanding  problems  that  the  various  managements  are  facing 
today?  The  first  of  these  is  financial.  Has  the  Congress  provided 
with  sufficient  liberality  for  the  needs  of  the  carriers?    Are  their  earn- 
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ings  now  to  be  ample,  and  will  they  be  able  to  obtain  the  credit  es- 
sential for  expansion? 

If  one  were  to  form  a  judgment  based  entirely  on  the  rate  of  return 
allowed,  one  would  conclude  that  Congress  has  not  been  overgenerous 
in  its  treatment.  A  policy  that  allows  the  carriers  a  maximum  of  6 
per  cent  on  their  investment  before  dividing  with  the  government,  when 
the  corporations  must  pay  7  per  cent  to  7%  per  cent  in  the  open  market 
for  new  capital,  and  when,  be  it  particularly  noted,  the  government  is 
charging  the  roads  6  per  cent  for  loans,  cannot  be  credited  off-hand 
with  extraordinary  liberality. 

The  interest  rate  of  7  to  7^  per  cent  which  railways  in  good 
standing  are  now  compelled  to  pay  for  capital,  is  to  be  compared  with 
a  rate  in  1914  of  4.36  per  cent  as  estimated  by  Professor  Eemmerer. 
Had  the  price  paid  for  transportation  risen  proportionately,  this  in- 
creased interest  rate  would  have  been  no  burden,  but  everyone  knows 
that  it  has  not  done  so,  and  the  money  borrowed  today  buys  not  more 
than  40  to  50  per  cent  of  what  it  bought  in  1914.    Moreover,  the  roads 
are  compelled  to  borrow  capital  measured  in  dollars  that  are  just  now 
beginning  with  the  fall  t>f  prices  to  increase  in  purchasing  power.    They 
are  facing  the  necessity  of  continuing  to  pay  high  interest  rates  after 
the  market  rates  have  fallen,  and  of  paying  off  the  loan  in  dollars  that 
have  a  purchasing  power  far  in  excess  of  the  dollars  they  borrowed. 
This  factor  should  deter  them  from  contracting  debt  of  long  duration, 
if  they  must  incur  debt  at  all. 

That  the  capital  needs  of  the  railways  are  acute  is  obvious,  for  the 
phenomenon  of  deferred  investment  is  a  familiar  one  in  many  fields. 
Miles  of  line  constructed  from  1914  to  1919  were  less  than  in  any  five 
years  since  the  Civil  War.    Since  1915  the  additions  to  equipment  have 
scarcely  been  sufficient  to  cover  the  requirements  of  a  sound  retirement 
policy.     Capital  needs  in  many  other  directions,  such  as  yards  and 
terminals,  side  and  passing  tracks,  signal  installations,  and  the  like, 
will  call  for  enormous  sums  in  the  not  distant  future.     However,  ex- 
pansion of  plant  on  any  comprehensive  scale  is  not  likely  to  take  place 
until  there  is  a  radical  readjustment  of  credit  conditions.    Expenditure 
will  be  confined  to  what  is  absolutely  essential  for  the  movement  of 
traffic.    However,  during  the  next  three  years  more  than  $500,000,000 
of  maturities  must  be  met.    There  is  likely  to  be  some  fall  in  the  inter- 
est rate,  but  how  soon  and  how  extensive  and  how  rapid  can  only  be 
surmised.  ;1       J  s*1  JijjJ 

Whether  the  Act  has  created  among  investors  the  confidence  needed 
to  obtain  capital  cannot  be  determined  until  the  effect  of  recent  rate 
increases  is  more  clearly  in  evidence.  Congress  provided  that  the  rail- 
ways in  such  rate  territories  as  the  Commission  should  prescribe  should 


10  American  Economic  Association 

earn  a  return  until  March  1,  1922,  of  5%  per  cent  upon  the  fair  value 
of  their  property,  with  %  of  1  per  cent  additional  at  the  discretion  at 
the  Commission,  to  be  used  for  additions  and  betterments.  The  Com- 
mission has  divided  the  country  into  four  rate  territories,  the  two  in  the 
East  and  South  corresponding  to  the  old  classification  territories,  the 
western  section  being  subdivided  by  breaking  off  a  Mountain-Pacific 
group  west  of  Colorado.  As  a  basis  for  the  determination  of  fair  value 
t>f  railway  property,  the  Commission  was  instructed  to  utilize  the  resulti 
of  its  physical  valuation  so  far  as  they  were  available,  and  to  give  to  the 
property  investment  account  of  the  carriers  "only  that  consideration 
which  under  the  law  it  is  entitled  to  in  establishing  values  for  rate-mak- 
ing purposes."  The  carriers  contended  for  the  acceptance  of  the  prop- 
erty investment  accounts  in  their  entirety,  on  the  ground  that  such  evi- 
dence as  was  available  from  completed  valuations  and  those  under  way 
demonstrated  that  the  fair  value  was  actually  in  excess  of  the  aggre- 
gate of  the  property  investment.  Doubtless  the  haste  with  which  a 
decision  had  to  be  reached  prevented  the  Commission  from  entering 
upon  any  elaborate  investigation  of  this  contention.  At  any  rate,  thej 
give  no  explanation  of  the  figure  adopted  by  them  as  a  fair  valuation, 
beyond  the  statement  that  they  have  considered  all  the  matters  of 
record  and  the  facts  available.  The  book  values  claimed  by  the  car- 
riers as  the  proper  basis  amounted  to  about  $20,000,000,000.  The 
Commission  fixed  a  value  of  $18,900,000,000,  which  reduced  the  claim 
of  the  eastern  carriers  by  about  2%  per  cent,  the  southern  and  western 
by  over  8  per  cent.  To  the  eastern  district  the  full  40  per  cent  in- 
crease in  freight  rates  asked  for  was  granted.  The  South  requested 
89  per  cent  and  received  25  per  cent.  The  West  wanted  82  per  cent 
and  was  given  85  per  cent  for  the  eastern  half  and  25  per  cent  for  the 
western.  Increases  were  also  granted  in  passenger  and  Pullman  fares. 
Will  these  increased  rates  produce  the  results  required  by  law? 

September  was  the  first  month  under  the  new  rates,  and  the  first  in 
which  the  roads  were  free  from  the  governmental  apron  strings.  The 
results  were  not  satisfactory.  They  may  be  appreciated  by  comparing 
the  actual  figures  with  what  would  have  been  a  normal  result  for  the 
month  of  September  during  the  three  "test"  years  of  1915  to  1917. 
Computing  the  earnings  to  be  derived  by  applying  the  statutory  6  per 
cent  to  the  "fair  value"  fixed  by  the  Commission,  and  dividing  thk 
aggregate  among  the  months  of  the  year  in  conformity  with  a  nonntl 
seasonal  distribution,  Class  I  roads  (those  having  $1,000,000  or  ttOft 
of  annual  operating  revenues)  should  show  for  September  a  net  opcr* 
ating  income  of  nearly  $110,000,000.  The  net  for  the  mmA  m 
actually  $75,800,000.  The  biggest  shortage  was  in  the 
trict,  where  it  amounted  to  over  50  per  cent.    Of 


i 


The  Railroad  Situation:  An  Appraisal  11 

this  year  was  not  a  normal  month.  The  wage  increases  granted  to 
railway  labor  in  July  made  retroactive  to  May  1,  and  amounting  to  an 
annual  increase  of  $625,000,000,  were  an  important  factor;  mainte- 
nance charges  were  heavy ;  much  expected  revenue  was  withheld  through 
the  refusal  of  the  state  regulating  authorities  to  sanction  all  the  in- 
creases made  by  the  Interstate  Commerce  Commission.  October  will 
probably  show  a  net  operating  income  of  approximately  $40,000,000 
less  than  is  necessary  to  provide  the  6  per  cent  required  by  law. 

Moreover,  net  earnings  are  further  threatened  by  the  falling  off  in 
traffic.  Part  of  this  decline  is  seasonal  and,  so  far  as  it  is  due  to  other 
causes,  it  may  be  short-lived.  But  it  raises  very  definitely  the  ques- 
tion whether  net  earnings  can  be  sustained  and  possibly  enhanced  by 
reductions  in  operating  expense.  It  will  therefore  be  enlightening  to 
consider  the  elasticity  of  the  main  expense  items. 

There  has  been  some  fall  in  wholesale  prices,  but  this  has  been  largely 
confined  to  foodstuffs,  clothing,  and  the  like,  and  has  not  influenced 
materially  the  commodities  that  the  railways  buy  in  quantity.  Coal 
contracts  have  largely  been  made,  and  a  fall  in  prices  cannot  benefit  the 
roads  in  the  immediate  future.  As  for  labor,  the  item  that  constitutes 
over  60  per  cent  of  the  total  railway  expenditure,  there  is  opportunity 
for  economy  only  in  increased  efficiency  or  in  the  discharge  of  men,  not 
in  a  lowering  of  wages.  The  recent  increase  in  wages  granted  by  the 
Railway  Labor  Board  has  been  in  effect  scarcely  six  months,  and  it  is 
idle  to  discuss  actual  decreases  in  wages  for  many  months  to  come.  As 
for  the  discharge  of  men,  this  can  of  course  be  done  as  traffic  declines, 
(it  has  been  done  actually  to  some  extent  in  the  shops),  but  it  is  not 
at  all  likely  that  the  saving  through  laying  off  labor  can  keep  pace  with 
the  loss  in  earnings  through  decline  in  traffic.  The  only  other  source 
of  labor  saving  is  in  greater  labor  efficiency.  The  morale  of  the  men 
so  seriously  impaired  during  federal  operation,  is  being  gradually  re- 
stored. The  reintroduction  of  piece-work  in  the  shops  is  strongly 
urged  by  the  managers  as  an  incentive  to  greater  efficiency,  but  there 
is  little  probability  of  any  immediate  restoration  of  this  method  of 
wage  payment* 

So  far  as  general  operating  efficiency  is  concerned,  there  is  evident 
a  serious  purpose  on  the  part  of  management  and  men  to  raise  this  to 
the  highest  possible  standard.  Faced  by  the  necessity  of  making  one 
locomotive  or  one  car  run  when  two  ran  before,  they  have  inaugurated 
the  drive  for  a  load  of  thirty  tons  per  car  and  a  haul  of  thirty  miles 
per  day,  and  the  reduction  of  unserviceable  equipment  to  the  lowest 
possible  figure  by  a  speeding  up  of  repairs.  The  campaign  has  shown 
some  gratifying  results,  but  the  results  are  not  as  significant  as  the 
public  has  been  led  to  believe.    The  statistical  comparisons  are  with 
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the  month  of  February,  the  last  month  of  federal  operation.  But  the 
period  from  February  to  September  shows  the  same  kind  of  impTvre- 
ment  in  speed  and  loading  in  both  years  of  government  operation.  It 
is  more  or  less  a  seasonal  phenomenon.  Moreover,  whatever  results 
have  been  accomplished  have  had  the  aid  of  the  shipper,  and  it  is  not 
at  all  unlikely  that  the  shipper  may  weary  in  his  well-doing  if  the  equip- 
ment situation  eases  up. 

However,  this  move  on  the  part  of  the  railways  is  encouraging,  be- 
cause  the  fundamental  trouble  in  the  equipment  situation  is  not  lad 
of  equipment,  but  uneconomical  handling.  A  careful  analysis  of  the 
typical  trip  of  a  railway  car  reveals  the  astonishing  fact  that  it  is  in 
motion  on  the  road  only  about  10  per  cent  of  the  time.  For  over  fO 
per  cent  of  the  total  trip  it  is  heldby  the  shipper,  and  for  over  60  per 
cent  of  the  time  it  is  moving  to  or  from  loading  tracks,  passing  through 
intermediate  yards,  making  interchanges,  or  lying  on  the  repair  tracks. 
There  is  here  much  slack  that  should  be  taken  up.  Compulsory  impo- 
sition of  heavy  demurrage  and  of  increase  in  the  minimum  car-load, 
restriction  of  such  privileges  as  reconsignment  and  free  time,  greater 
standardization  in  inspection  and  repair  of  equipment  have  all  been 
advocated.  Another  find  perhaps  the  greatest  opportunity  for  in- 
creasing efficiency  lies  in  the  power  situation.  The  railroads'  power 
today  costs  about  $8,000,000,000  per  year,  of  which  $650,000,000  is 
locomotive  fuel.  Every  expert  insists  that  the  possibilities  of  econo- 
mies in  fuel  saving  and  in  more  economical  operation  of  locomotives  are 
enormous,  and  are  not  realized  as  they  should  be  even  by  railway  men 
themselves. 

Again,  economies  are  possible  on  a  large  scale  through  the  greater 
development  of  the  principle  of  cooperation  among  railways.  This 
war  policy  should  be  seized  upon  by  the  carriers  and  made  their  own. 
That  the  application  of  this  principle  by  the  government  brought  with 
it  certain  disadvantages  under  which  railways  as  they  recover  their 
individuality  are  now  suffering,  may  well  be  true,  but  the  charge  is 
rather  against  the  necessary  ruthlessness  of  war  operation  than  against 
the  fundamental  principle  of  cooperation.  And  it  is  insisted  here  that 
if  the  railways  are  to  satisfy  the  public  and  are  to  preserve  their  pri- 
vate character,  they  must  take  far  more  active  steps  than  they  have 
ever  done  in  the  past  to  promote  this  principle. 

Much  more  might  be  done  than  at  present  in  developing  greater  co- 
operation in  the  construction  and  operation  of  interchange  and  disc- 
fioation  yards.  It  is  an  admitted  fact  in  railway  operation  that  tk 
classification  yard  constitutes  a  most  serious  obstruction  to  rapid  tfd 
efficient  movement,  that  just  to  the  degree  that  trains  can  be  1 
and  run  through  to  destination  without  break  is  the  ideal  of  i 
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efficiency  attained.  Yet  at  present  the  construction  of  classification 
yards  is  almost  wholly  a  problem  of  the  individual  railway.  In  the  new 
law  the  Commission  is  given  power  to  require  joint  use  of  terminal 
facilities.  The  next  step  should  be  the  cooperative  construction  and 
maintenance  of  classification  yards  by  contiguous  railways,  in  order  to 
further  to  as  great  a  degree  as  possible  unbroken  transit  from  origin 
to  destination. 

A  more  far-reaching  plan  for  cooperation  is  involved  in  the  consoli- 
dation movement.  Under  the  new  legislation  the  Commission  is  in- 
structed to  prepare  and  adopt  a  plan  for  the  consolidation  of  the  rail- 
ways into  a  limited  number  of  systems,  which  shall  preserve  competi- 
tion and  so  far  as  possible  existing  channels  of  trade.  The  carriers 
will  be  permitted  to  consolidate  under  supervision  of  the  Commission 
and  in  conformity  with  the  Commission's  scheme.  This  legislation 
doubtless  had  two  motives:  first,  to  take  care  of  the  financially  weak 
road  by  making  possible  its  absorption  by  a  stronger  rival ;  and,  sec- 
ond, to  promote  cooperation  in  the  use  of  plant  and  facilities  by  a  more 
radical  and  thoroughgoing  and  definitive  process  than  that  of  tempo- 
rary agreement.  The  Commission's  portion  of  the  task  is  already  under 
way  in  the  hands  of  experts.  However,  unless  Congress  makes  the  plan 
compulsory,  it  is  not  likely  to  reach  the  practical  stage  for  some  time 
to  come. 

A  final  consideration  in  connection  with  the  probability  of  reducing 
operating  expenses  is  the  present  condition  of  maintenance.  The  fed' 
eral  administration  always  stoutly  insisted  that  it  was  keeping  up  main- 
tenance, and  claimed  at  the  end  that  it  had  complied  with  its  contract 
and  returned  the  roads  to  their  owners  in  substantially  as  good  condi- 
tion as  when  received.  With  this  position  the  railways  have  taken  em- 
phatic issue,  and  are  preparing  to  submit  to  the  government  their 
claims  for  reimbursement.  A  comparison  of  maintenance  expenditures 
by  the  railways  during  the  three  years  previous  to  federal  control  with 
the  period  of  government  operation  may  throw  some  light  upon  the 
question.  The  average  expenditure  for  maintenance  of  way  during  the 
three  years  1915  to  1917  was  11.99  per  cent  of  gross  earnings  and  for 
maintenance  of  equipment  16.72  per  cent.  The  corresponding  per- 
centages for  the  period  of  federal  control  were  14.11  per  cent  and  28.87 
per  cent.  That  is,  expenditure  for  maintenance  of  way  absorbed  an- 
nually during  federal  operation  2.12  per  cent  more  of  gross  earnings 
than  the  average  of  the  previous  three  years,  and  maintenance  of  equip- 
ment absorbed  6.65  per  cent  more,  and  the  gross  earnings  of  the  federal 
period  were  larger.  But  the  weakness  in  this  comparison  lies  in  the 
fact  that  what  is  required  by  the  contract  is  not  an  equivalent  expendi- 
ture of  funds,  but  the  maintenance  of  serVice  units.    The  period  of  fed- 
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eral  operation  was  a  period  of  constantly  increasing  prices  and  the 
question  is  simply  whether  the  increased  amount  of  expenditure  for 
maintenance,  measured  in  dollars,  kept  pace  with  the  decline  in  the  value 
of  the  dollar  itself,  or  in  other  words  with  the  increase  in  prices.  The 
increase  in  prices  during  this  period  amounted  to  over  50  per  cent, 
which  means  that  the  appropriations  for  maintenance  would  go  less 
than  half  as  far  at  the  end  of  the  period  as  at  the  beginning.  Even 
assuming  that  the  government  had  expended  as  much  during  its  admin- 
istration equated  for  advances  in  wages  and  material  as  was  spent  dur- 
ing the  test  period,  which  was  not  the  case,  there  would  still  be  the 
factor  of  diminished  labor  efficiency  which  would  operate  as  a  debit 
against  the  government. 

There  is  then  the  large  factor  of  deferred  maintenance  to  be  taken 
care  of,  and  increased  rather  than  diminished  expenditures  must  be 
looked  for  for  some  time  to  come.  Transportation  should  be  ready  for 
the  traffic  when  it  arrives,  and  nothing  but  a  prolonged  depression 
would  warrant  curtailment  of  this  form  of  expense.  Reintroduction  of 
piece-work  would  reduce  maintenance  costs  in  respect  to  repair  of 
equipment.  If  a  restoration  of  this  method  of  wage-payment  proves 
impossible,  it  may  well  be  that  efficient  management  will  require  that 
this  work  be  done  by  contract. 

What  conclusions  may  then  be  drawn  from  this  discussion  of  the 
revenue  and  expense  situation?  In  the  first  place,  while  the  rates  pre- 
scribed do  not  seem  at  first  sight  to  give  much  play  for  decline  in 
traffic,  and  while  there  is  little  opportunity  for  immediate  relief  from 
declining  gross  earnings  through  a  shrinkage  of  expenses,  the  situation 
is  not  as  gloomy  as  it  appears  on  the  surface.  The  valuation  employed 
by  the  Commission  as  a  basis  for  rates  was  nearly  a  billion  and  a  half 
of  dollars  in  excess  of  the  par  value  of  outstanding  stocks  and  bonds, 
and  the  railways  believe  that  the  final  valuation  will  be  even  higher. 
The  Commission  granted  in  almost  their  entirety  the  rate  increases 
asked  for  by  the  roads,  and  these  increases  were  figured  to  cover  ex- 
penses estimated  at  the  peak  of  the  period  of  high  prices,  and  to  bring 
in  a  revenue  based  upon  a  traffic  which  at  the  time  was  subnormal.  Un- 
less we  enter  upon  a  period  of  general  depression,  there  should  be  within 
a  few  months  a  gratifying  showing  in  gross  earnings.  While  expenses 
cannot  be  immediately  reduced,  the  opportunities  for  economics  through 
more  scientific  operation  lie  before  the  railways.  Until  they  have  taken 
advantage  of  these  opportunities  to  the  full  they  cannot  in  reason  ask 
for  further  increases  in  rates. 

A  word  in  conclusion  concerning  the  labor  situation.  There  is  no 
doubt  whatever  that  the  war  period  produced  a  distinct  decline  in 
the  morale  of  the  working  force,  from  the  standpoint  of  its  efficiency  as 
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an  organized  unit  on  the  individual  railway.    This  has  no  reference  to 

the  dilution  of  labor  due  to  war's  demands,  but  rather  to  the  attitude 

of  labor  towards  its  executive  officers.    This  decline  had  begun  before 

the  war,  with  the  passage  of  the  Adamson  Act.    Its  explanation  is  found 

in  what  might  be  called  the  "Washington  habit."    Centralization  during 

the  war  developed  it  rapidly,  with  the  result  that  the  employee  went 

over  the  head  of  his  superior  officer  and  took  the  train  for  the  Capitol 

upon  the  slightest  pretext.    Wages,  working  conditions,  questions  of 

discipline,  all  were  settled  in  the  Director-General's  office.    Moreover, 

standardization  was  made  well-nigh  complete,  so  that  the  same  class  of 

employees  received  the  same  pay  irrespective  of  local  conditions  and 

differing  costs  of  living.    This  meant  a  strengthening  of  the  national 

onions,  an  increase  in  the  prestige  of  their  leaders,  and  the  extension 

of  unionism  and  collective  bargaining  among  classes  of  employees  and 

systems  of  railway  in  which  it  was  before  unknown. 

In  the  legislation  of  this  year,  labor  leaders  wished  to  perpetuate  the 
war  agencies  for  the  adjustment  of  disputes,  the  national  bipartisan  ad- 
justment boards.    Railway  managers  urged  decentralization  and  the 
restoration  of  adjustment  machinery  on  the  individual  road.    The  law 
left  the  matter  in  a  somewhat  vague  and  unsatisfactory  condition.    It 
was  declared  to  be  the  duty  of  carriers  and  employees  to  exert  every 
reasonable  effort  and  adopt  every  available  means  to  avoid  interruption 
of  operation,  and  disputes  were  to  be  considered  and  if  possible  decided 
in  conference  of  those  directly   interested.     Voluntary   adjustment 
boards  could  be  established  by  agreement  between  an  individual  carrier, 
a  group  of  carriers,  or  the  carriers  as  a  whole,  and  the  employees  con- 
cerned, to  which  disputes  involving  working  conditions,  not  settled 
by  direct  conference  on  the  individual  railway,  could  be  sent.     Ap- 
peal from  these  adjustment  boards  could  be  taken  to  the  Railroad  Labor 
Board,  a  body  with  national  jurisdiction  consisting  of  representatives 
of  the  employees,  the  railways,  and  the  public.    This  Board  had  direct 
jurisdiction  of  any  dispute  over  wages  not  adjusted  locally.    But  it 
also  could  take  original  jurisdiction  over  disputes  involving  rules  and 
working  conditions  in  case  the  appropriate  adjustment  boards  were  not 
organized.    It  is  only  necessary  therefore  that  the  union  leaders  should 
decline  to  cooperate  in  the  appointment  of  adjustment  boards,  and 
sooner  or  later  the  national  board  must  take  action.    In  fact,  the  na- 
tional body  has  already  called  the  attention  of  the  two  sides  to  this 
possible  outcome.    Meanwhile,  because  no  adjustment  machinery  exists, 
the  unions  have  succeeded  in  getting  a  multitude  of  petty  cases  of  dis- 
cipline before  the  national  board,  and  are  charged  with  doing  this  for 
the  purpose  of  impressing  the  Board  with  the  necessity  of  creating  some 
national  machinery  to  handle  these  disputes.    They  have  followed  this 
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up  by  an  express  request  that  national  adjustment  boards  be  estab- 
lished to  take  the  place  of  the  war  boards  which  expire  February  1, 
1921 ;  but  the  Railroad  Labor  Board  has  declined  to  act  for  lack  of 
jurisdiction,  holding  that  it  has  authority  only  over  disputes.  Brother- 
hood leaders  have  secured  the  continuance  until  after  further  hearing! 
of  all  the  national  agreements  of  the  United  States  Railroad  Adminis- 
tration, which  include  such  matters  as  the  eight-hour  day  and  the  abo- 
lition of  piece-work  in  the  shops. 

While  on  the  surface  the  struggle  appears  to  be  a  somewhat  techni- 
cal question  of  jurisdiction,  it  has  far-reaching  consequences.  Rail- 
way executives  insist  that  national  adjustment  means  a  breakdown  of 
discipline,  of  esprit  de  corps,  of  direct  contact  between  manager  and 
men,  resulting  in  reduced  efficiency  and  safety  in  operation.  It  means 
the  perpetuation  of  national  standards  without  regard  to  local  condi- 
tions. The  more  extreme  among  them  maintain  that  this  is  a  move- 
ment for  the  closed  shop,  and  that  the  ultimate  purpose  is  one  national 
union  in  railway  employment.  It  is  evident  that  the  denunciation  of  the 
"one  big  union"  idea  is  but  a  part  of  the  general  campaign  for  the  open 
shop  which  employers  are  now  undertaking,  and  need  not  be  taken  seri- 
ously. Nevertheless  one  must  recognize  the  avowed  object  of  the 
brotherhood  leaders  to  preserve  standardization  on  a  national  scale,  and 
to  concentrate  the  machinery  of  adjustment  in  national  bodies. 

It  is  evidently  the  judgment  of  the  labor  leaders  that  they  can  ac- 
complish more  through  bipartisan  boards  than  through  the  tripartite 
arrangement  in  which  the  public  is  represented.  I  confess  to  a  strong 
predilection  in  favor  of  a  plan  in  which  representatives  of  the  two 
sides  get  together  and  settle  their  problems  without  the  intervention  of 
a  third  party.  But  I  cannot  make  myself  believe  that,  in  issues  so  vital 
and  far-reaching,  there  will  not  under  such  a  plan  at  some  time  be  col- 
lusion between  them  at  the  expense  of  the  public.  The  duty  placed 
upon  the  Commission  to  see  to  it  that  the  railways  receive  a  definite 
net  earning  seems  to  me  to  increase  the  danger  of  collusion. 

But  certainly  if  the  tripartite  plan  of  settlement  is  to  prevail,  the 
weakness  present  in  earlier  arbitration  boards  must  be  corrected.  Men 
must  be  chosen  to  represent  the  public  who  have  the  capacity  to  gain 
a  thorough  understanding  of  the  intricacies  of  railway  wage  schedule*, 
and  must  be  continued  in  service  so  that  they  may  acquire  the  efficiency 
that  comes  only  from  experience, 

The  present  board  has  no  power  to  enforce  its  decisions  beyond  that 
of  making  violations  thereof  public,  The  Cummins  Act,  as  original!/ 
drawn  up,  provided  for  the  compulsory  arbitration  of  labor  contro- 
versies, and  forbade  employees  to  enter  into  a  combination  with  the 
intent  to  hinder  or  prevent  the  operation  of  trains  in  interstate 
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merce.     Fortunately  it  failed  of  passage.     Everyone  recognizes  the 
necessity  for  uninterrupted  transportation.    The  utter  dependence  of 
the  public  makes  it  impossible  to  confine  the  interference  of  the  people 
to  assuring  the  contestants  a  free  field  and  fair  play.     There  is  no 
question  but  that  both  capital  and  labor  should  be  required  to  accept 
service  in  this  industry  subject  to  a  limitation  upon  their  freedom  of 
action  in  the  settlement  of  their  disputes.     But  it  is  quite  a  different 
thing  suddenly  to  incorporate  the  principle  of  compulsory  arbitration 
into  law,  and  impose  it  upon  a  group  of  employees  just  emerging 
from  the  restrictions  of  government  employment  int^o  which  they  were 
drafted  for  war  purposes,  a  group  long  in  service  with  many  valuable 
seniority  rights,  and  in  large  degree  unfitted  by  age  and  service  to  seek 
an  alternative  employment.     But  the  public  should  give  warning  in 
some  unmistakable  fashion  that  settlement  of  disputes  in  public  service 
industries  must  be  accomplished  by  peaceful  means,  and  that  labor 
must  prepare  itself  for  a  speedy  realization  of  this  program.     This 
involves  the  obligation  on  the  part  of  the  public  to  create  a  tribunal  in 
which  the  administration  of  justice  is  assured.     It  involves  the  estab- 
lishment by  law  of  certain  fundamental  rights  of  labor,  which  might  be 
called  a  labor  code.    A  beginning  has  been  made  in  the  instructions  laid 
down  by  Congress  for  the  guidance  of  the  Railroad  Labor  Board  in 
the  fixing  of  wages,  considerations  which  the  Board  is  required  to  take 
into  account  when  determining  the  reasonableness  of  wages  and  work- 
ing conditions.     With  the  fundamental  rights  of  labor  assured,  and 
with  an  informed  and  high-minded  arbitration  body  in  existence,  there 
should  be  no  more  difficulty  in  adjusting  labor  disputes  peaceably  than 
there  is  in  the  settlement  of  ordinary  cases  at  law.    With  such  a  tribu- 
nal, the  argument  of  involuntary  servitude,  whatever  slight  plausibility 
it  may  have  had  before,  falls  to  the  ground. 

In  conclusion  permit  me  to  offer  two  general  observations.  First, 
private  ownership  under  government  regulation  is  again  on  trial.  The 
one  tiling  that  will  satisfy  the  people  of  the  country  is  the  complete 
recognition  in  deed  as  well  as  word  that  the  railway  is  a  public  servant. 
This  insistence  pervades  the  recent  legislation.  Private  interests  are 
put  one  side  for  a  larger  and  more  imperative  need.  Private  capital 
has  little  now  to  gain  from  pursuit  of  the  methods  of  competitive  busi- 
ness. Its  earnings  are  limited,  its  range  of  activity  restricted.  This 
should  give  stimulus  to  a  movement  for  a  larger  measure  of  cooperation 
among  the  railways,  and  the  perpetuation  of  those  advantages  that  de- 
veloped under  the  unified  control  of  the  war  period.  There  is  much 
evidence  that  railway  executives  appreciate  this  change  of  status,  and 
that  they  are  prepared  to  subordinate  the  selfish  interests  of  their  own 
properties  to  the  larger  interests  of  the  public  as  a  whole.     We  are 
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attempting  to  take  a  middle  ground  between  public  ownership  and  un- 
restricted private  operation,  a  position  in  which  the  public  becomes  i 
partner  in  the  enterprise.  Whether  this  final  experiment  will  succeed 
will  depend  upon  the  cordiality  with  which  public  and  carriers  co- 
operate to  achieve  a  common  purpose. 

Second)  we  have  reached  a  stage  in  our  policy  of  regulation  where 
we  may  well  pause  and  take  account  of  stock*  We  have  gone  a  long 
way  and  rapidly  in  the  direction  of  inquisitorial  supervision.  To  be 
sure,  the  government  now  has  a  large  stake  in  the  enterprise,  having 
over  a  billion  dollars  of  investment  in  railway  property  in  the  form  of 
loans.  Yet  there  is  a  point  in  the  regulation  process  that  represents 
a  fair  balance  between  the  private  agency  that  furnishes  the  capital  and 
the  management,  and  the  public  which  asserts  control  over  rates  and 
service.  If  we  insist  upon  carrying  our  paternalism  and  our  discipline 
to  the  point  where  private  capital  will  rebel,  where  private  initiative 
will  be  deadened,  where  the  net  result  of  the  association  of  private  capi- 
tal and  government  management  will  be  a  decline  in  the  standard  of 
service  produced,  we  must  either  draw  back  or  be  prepared  to  accept 
the  alternative,  however  disagreeable,  and  undertake  the  responsibility 
of  public  ownership  and  public  operation. 

THE  RAILROAD  SITUATION— DISCUSSION 

C.  O.  Ruooles. — In  the  discussion  of  Professor  Dixon's  paper  I  wish  to 
call  attention  especially  to  what  he  has  called  the  altered  relationship  of  die 
Interstate  Commerce  Commission  to  the  service  of  transportation*  And  io 
this  connection  it  is  highly  significant  to  point  out  that  the  Commission  is 
responsible  to  the  carriers  for  the  net  earnings  and  to  the  public  for  an  effi- 
cient and  sufficient  transportation  service. 

There  does  not  appear  to  be  any  doubt  that  we  have  reached  a  point 
where  railroads  will  not  be  permitted  to  receive  a  rate  of  return  on  capital 
comparable  to  what  it  will  be  able  to  earn  in  competitive  industry.  There- 
fore if  we  are  to  take  no  backward  step  on  this  proposition,  the  only  possible 
consistent  program  is  to  move  forward  and  provide  for  a  certain  return  to 
carriers.  If  we  are  to  say  to  carriers  when  they  are  prosperous,  as  we  did 
about  1906,  that  rates  to  the  public  ought  to  be  reduced,  we  must  be  pre- 
pared to  permit  an  increase  in  their  rates  when  railroad  revenue  is  inade- 
quate. If  an  increase  in  rates,  at  such  times,  coincides  in  the  business  cyde 
with  such  depression  in  business  that  increased  revenue  will  not  be  pro- 
duced by  advances  in  the  rate  schedule,  then  there  is  but  one  solution,  «nd 
that  is  a  payment  to  the  carriers  from  a  revolving  fund  administered  by  tfc 
government.  Of  course  this  assumes  that  the  government  might  desire  fcr- 
ing  periods  of  ample  railway  revenue  to  divert  part  of  this 
such  a  fund  to  be  used  as  a  shock  absorber  during  periods  of 
pression. 

The  weak  link  in  having  the  Interstate  Commerce 
responsibility  for  a  return  to  carriers  is  the  danger  of 
management  of  the  responsibility  of  handling  the 
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While  it  would  be  rash  to  predict  what  will  be  the  outcome  of  this  experi- 
ment, it  is  evident  that  it  will  be  easier  to  determine  whether  a  road  is  in 
need  of  more  capital  because  of  inefficient  management  or  because  of  in- 
adequate rates  than  it  would  have  been  before  provision  had  been  made  for 
uniform  and  somewhat  detailed  accounting. 

In  considering  whether  capital  has  been  put  in  a  straight- jacket  and 
robbed  of  its  initiative,  it  is  well  to  keep  in  mind  the  fact  that,  although  the 
zone  is  a  very  narrow  one,  still  the  law  is  so  framed  that  the  return,  which 
is  to  be  assured  to  the  carriers,  is  based  upon  the  aggregate  valuation  of 
all  the  roads  within  a  certain  region,  and  is  in  no  sense  an  assured  return 
to  any  individual  road.  Moreover,  it  may  not  be  out  of  place  to  point  out 
that  there  are  various  classes  of  persons  with  capital  to  invest.  There  are 
those  satisfied  with  nothing  but  a  very  high  return,  while  at  the  other  ex- 
treme there  are  others  who  consider  safety  of  the  investment  first  and 
rate  of  return  as  of  secondary  importance.  In  our  early  history,  and  be- 
fore any  regulation  of  carrier  accounts,  railways  were  in  that  group  where 
both  great  gains  and  great  losses  were  possible.  In  other  words,  carriers 
<were  in  the  speculative  group.  If  now  government  regulation  is  to  assure 
the  railroads  .against  losses,  it  would  appear  that  that  class  of  investors  who 
desire  safety  of  their  investments  as  of  prime  importance  would  be  willing 
to  purchase  railway  securities. 

If  the  new  law  requires  the  Interstate  Commerce  Commission  to  give  more 
attention  to  progressing  railway  service  it  will  fill  a  long  felt  need.  Study 
of  this  phase  of  the  subject  will  convince  one  that  we  should  have  had 
thoroughgoing  regulation  of  railway  service  at  least  twenty  years  ago.  It 
may  be  true  that  we  are  likely  to  have  agitation  for  government  ownership 
and  regulation  as  a  result  of  putting  private  capital  in  a  straight- jacket,  but 
it  is  more  probable  that  there  will  be  a  demand  for  government  ownership 
and  operation  as  a  result  of  a  breakdown  in  railway  service.  Railway  ser- 
vice touches  the  public  in  a  vital  way,  and  disgust  on  the  part  of  the  gen- 
eral public  as  a  result  of  unsatisfactory  railway  service  would  be  much 
more  likely  to  bring  government  ownership  of  railroads  than  would  dis- 
satisfaction on  the  part  of  investors  because  of  limited  railway  earnings. 

In  framing  a  program  of  regulation  which  will  insure  to  the  public  effi- 
cient and  sufficient  railway  service,  we  must  recognize  the  fact  that  we  can- 
not longer  permit  the  control  over  the  distribution  of  railway  equipment  to 
remain  in  the  hands  of  the  carriers.  Our  large  area  and  our  marked  geo- 
graphical division  of  labor  make  this  problem  more  vital  than  it  is  in  other 
countries.  While  the  Transportation  Act  of  1920  gives  control  over  the 
distribution  of  equipment  to  the  Interstate  Commerce  Commission  whenever 
conditions  reach  such  a  stage  that  interference  is  deemed  necessary,  it  is 
a  question  whether  we  shall  not  need  to  go  to  the  length  of  eliminating  in- 
dividual railway  ownership  of  railway  equipment.  Equipment  companies 
could  be  organised  covering  the  areas  into  which  the  Interstate  Commerce 
Commission  will  group  the  carriers  for  purposes  of  determining  rate  of  re- 
turn. In  addition  to  these  regional  boards  there  should  be  a  central  board 
of  control  of  railway  equipment  for  the  entire  country.  There  should  be 
appointed  on  these  boards  men  familiar  with  the  railway  business,  and  they 
should  be  given  very  long  terms  and  liberal  salaries,  and  thus  relieved  of 
their  railway  company  connections.  On  these  boards  would,  of  course,  be 
representatives  of  the  Interstate  Commerce  Commission  or  of  the  govern- 
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ment  The  strength  of  such  a  plan  is  in  the  elimination  of  individual  rail- 
way system  control  over  equipment.  The  equipment  companies  would  haw 
no  interest  in  serving  one  railroad  system  over  another  or  one  locality  of 
the  United  States  over  another.  Hence  there  would  be  a  more  equitable 
distribution  of  railway  equipment  as  between  what  may  be  called  the  "one 
and  two-way"  shipping  groups.  Those  sections  which  produce  raw  ma- 
terials would  thus  secure  a  more  equitable  share  of  railway  equipment 
Coal  mines,  which  also  belong  to  the  "one-way"  shipping  group,  would  not 
be  sacrificed  to  big  industrial  concerns  that  get  many  cars  in  under  load  and 
appropriate  them  as  they  are  made  empty;  and  mine  operators  would  not 
find  it  necessary  to  sign  unfavorable  contracts  for  railroad  fuel  in  order 
to  feel  that  they  can  secure  an  adequate  car  supply. 

One  other  very  important  change  in  private  ownership  and  operation  of 
carriers  must  be  made  or  there  will  undoubtedly  be  a  growing  demand  for 
government  ownership.  I  refer  to  the  very  unsatisfactory  railway  service 
at  terminals.  It  happens  too  that  government  ownership  would  be  espe- 
cially unsatisfactory  in  this  very  feature  of  our  railway  service.  If  we  bad 
government  ownership  and  control  of  carriers,  the  amount  of  traffic  which 
would  pass  through  the  port  of  New  York  as  compared  with  New  Orleans 
would  be  determined  in  the  same  manner  that  river  and  harbor  appropria- 
tions are  made  at  present.  The  shipping  public  will  never  be  able  to  gel 
the  service  to  which  it  is  entitled  so  long  as  we  continue  individual  railway 
control  of  terminal  facilities.  An  examination  of  railway  terminal  tariffs 
will  show  that  railways  use  these  railway  terminal  facilities  in  such  a  man- 
ner as  to  encourage  shippers  to  give  the  line  haul  to  the  road  owning  such 
terminal  facilities  and  to  discourage  routing  traffic  over  other  lines.  In- 
deed it  is  not  uncommon  for  a  carrier  to  state  in  its  terminal  tariffs  that  it 
reserves  its  terminal  facilities  for  its  own  use  except  upon  such  terms  as  ft 
may  see  fit  to  grant.  And  it  has  been  held  by  the  Interstate  Commerce  Com- 
mission and  by  the  courts  in  cases  involving  joint  rating  that  one  carrier 
may  not  be  compelled  to  make  certain  joint  tariffs  if  it  means  in  effect  the 
opening  of  all  its  terminal  facilities  to  the  use  of  a  competitive  road.  There 
has  not  been  sufficient  appreciation  on  the  part  of  the  public  of  the  signifi- 
cance of  the  lack  of  coordination  on  the  part  of  the  carriers  in  the  use  of 
terminal  facilities.  Naturally  some  carriers  occupy  strategic  positions  in 
terminals  because  historically  they  were  the  first  to  enter.  A  map  of  most 
of  our  terminals  will  show  too  that  they  have  usually  located  within  termi- 
nals in  such  a  way  as  to  make  it  difficult  for  other  carriers  to  secure  favor- 
able locations.  It  is  evident  that  terminal  congestion  which  may  result  from 
the  fact  that  the  facilities  of  one  carrier  are  used  beyond  capacity  means  in- 
creased earnings  to  the  carrier  on  which  congestion  occurs,  for  as  the  freight 
is  moved  the  carrier  receives  its  revenue.  From  the  standpoint  of  the  pub- 
lic, however,  it  is  desirable  to  have  all  the  terminal  facilities  used  as  a  unit 
Individual  carriers  through  eminent  domain  have  been  able  to  take  certain 
property  for  common  carrier  use.  It  is  now  time  to  apply  eminent  domain 
to  individual  railroad  property  in  terminals,  and  to  demand  that  all  termi- 
nal facilities  be  owned  and  controlled  by  a  separate  terminal  corporation, 
which  in  turn  would  serve  all  carriers  on  equal  terms.  Such  a  plan  wedi 
mean  that  all  railroads  reaching  a  terminal  would  have  the  advantage  af 
whatever  terminal  facilities  were  provided  in  that  terminal.  If  boa 
riers  lose  by  such  a  reorganization  of  private  ownership,  the  pubttft ' 
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gain.  The  justification  of  individual  railway  system  gain  at  the  expense  of 
the  public  will  be  increasingly  difficult  as  the  public  appreciates  that  the 
inefficiency  in  the  physical  coordination  of  railroads  in  terminals  is  at  the 
bottom  of  many  of  the  difficulties  in  the  way  of  securing  efficient  railway 
service.  Congestion  in  Atlantic  terminals  may  mean  embargoes  on  freight 
in  Denver.  Physical  coordination  and  unification  of  all  terminal  facilities 
in  our  important  terminals  would  amount  to  an  important  addition  to  the 
transportation  facilities  of  this  country.  And  indeed  about  the  only  way 
to  bring  about  an  increase  in  most  of  our  terminal  facilities  is  through  ef- 
fective coordination  and  more  intensive  use.  Geographical  conditions  and 
the  rapid  growth  of  cities  about  transportation  centers  in  our  important 
cities  often  limit  extensive  development  of  terminal  facilities.  Hence  the 
significance  of  unification  and  intensive  development. 

The  Interstate  Commerce  Commission  very  properly  emphasizes  the  im- 
portance of  increasing  federal  control  over  carriers.  This  Commission  must 
control  railroad  rates  if  it  is  to  be  held  responsible  for  securing  an  ade- 
quate revenue  to  carriers.  It  is  also  important  that  state  control  of  rail- 
way service  be  curtailed.  If  Connecticut,  for  example,  grants  shippers  four 
days  free  time  in  which  to  unload  carload  freight,  whereas  in  Minnesota  but 
two  days  are  allowed,  it  means  a  discrimination  in  favor  of  Connecticut 
shippers.  Likewise  if  a  state  sets  a  low  carload  minima  it  may  mean  lower 
freight  rates  to  industries  in  that  state,  but  it  also  means  that  shippers  in 
that  state  will  absorb  more  than  a  fair  share  of  railway  equipment. 

It  makes  no  difference,  therefore,  whether  inefficiency  in  the  use  of  the 
railway  plant  results  from  the  action  of  individual  railway  systems  in  the 
unfair  appropriation  of  railway  equipment,  or  from  a  restriction  in  the 
use  of  terminal  facilities  to  its  own  advantage,  or  whether  the  same  results 
are  produced  by  a  state  that  passes  laws  favorable  to  its  own  interests,  the 
effect  upon  the  public  is  the  same. 

If  this  reasoning  is  sound,  we  ought  to  have  such  a  modification  of  private 
ownership  as  will  make  it  reasonable  to  expect  that  each  corporation  engaged 
in  furnishing  transportation  will  find  it  to  its  own  interest  to  secure  the 
maximum  coordination  in  the  use  of  all  transportation  facilities.  The  or- 
ganization of  separate  equipment  corporations  that  would  own  railway  equip- 
ment would  bring  about  a  more  equitable  distribution  of  this  equip- 
ment. The  organization  of  separate  terminal  corporations  that  would  own 
all  railway  terminal  facilities  would  open  to  all  carriers  alike  the  use  of  all 
terminal  facilities.  The  physical  coordination  which  would  thus  be  possible 
would  mean  much  more  efficient  railway  service.  Finally,  the  curtailment 
of  regulation  by  the  various  states  would  prevent  the  inequalities  that  re- 
sult from  both  rate  schedules  and  service  regulations.  Such  changes  would 
materially  improve  the  quality  of  railway  service,  and,  if  carried  out  in  a 
vigorous  manner,  would  postpone  if  not  eliminate  the  demand  for  govern- 
ment ownership. 
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I.  Oub  Intebnational  Position  at  the  Close  of  the  Wab 

I  believe  that  our  problems  in  foreign  trade  cannot  be  satisfactorily 
analyzed  by  reference  merely  to  our  current  situation.  I  hope  I  shall 
be  pardoned,  therefore,  for  recalling  at  the  outset  some  familiar  facts 
of  our  earlier  experience.  From  the  crisis  of  1873  to  the  outbreak  of 
the  war  our  balance  of  trade  had  been  moderately  favorable,  the  excess 
of  exports  representing  in  the  early  years  chiefly  the  growing  inter- 
est payments  on  foreign  capital  previously  invested  in  our  railroads 
and  other  enterprises.  Beginning  in  the  late  nineties  our  trade  balance 
showed  a  marked  and  sustained  increase,  representing  in  addition  to 
interest  payments  the  notable  growth  in  the  expenditures  of  our  tour- 
ists abroad  and  in  the  remittances  of  our  rapidly  growing  immigrant 
population.  Down  to  the  war,  however,  our  favorable  balance  had  been 
of  modest  proportions,  averaging  about  $487,000,000  a  year  in  the 
period  1896-1914,  and  representing,  as  nearly  as  can  be  stated,  net 
interest  payments  of  about  $160,000,000,  tourists'  expenditures  of 
$150,000,000,  immigrants'  remittances  of  about  $150,000,000,  and  a 
number  of  minor  debit  items,  of  which  payment  for  ocean  carriage  was 
the  chief. 

Then  came  the  World  War,  bringing  a  series  of  changes  which,  though 
in  many  respects  clearly  foreshadowed  in  the  two  decades  preceding  the 
war,  came  so  rapidly  and  spectacularly  and  on  so  gigantic  a  scale  as  to 
make  foreign  trade  one  of  our  major  economic  problems.  The  main 
features  of  our  war-time  balance  of  trade  can  be  briefly  sketched.  Ex- 
ports in  four  and  a  half  years  totalled  $28,974,000,000  and  imports 
$11,166,000,000.  Our  excess  of  exports,  owing  to  war-time  needs  for 
our  products  at  rapidly  rising  prices,  coupled  with  Europe's  inability 
to  export  as  before,  reached  the  huge  total  of  $11,808,000,000.  This 
balance  was  financed  mainly  by  the  export  of  American  capital,  in  the 
form  of  public  and  private  loans  to  foreign  countries  and  of  American 
securities  returned  to  this  side  in  connection  with  the  operations  of 
exchange  stabilization.  Other  items  were  of  course  present,  notably  the 
large  net  inflow  of  gold,  which  amounted  to  $1,029,000,000,  but  all 
of  these  items  were  of  minor  importance  compared  with  the  movement 
of  capital  and  of  goods.  The  total  net  export  of  capital,  as  nearly  as 
it  can  be  stated,  was  distributed  as  follows: 
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Securities  returned  from  Europe $3,000,000,000 

Private  foreign  bond  issues 1,520,100,000 

Advances  by  the  United  States  government  under  credits 

established  in  favor  of  allied  governments 7,319,500,000 

Total 110,339,000,0001 

As  this  huge  outgo  of  American  capital  continued  it  was  seen  that 
the  eventual  outcome  must  be  the  conversion  of  the  United  States  from 
the  debtor  to  the  creditor  position  in  international  trade.  Indeed,  be- 
fore the  war  had  ended,  it  was  being  assumed  in  many  quarters  that  this 
fundamental  change  had  already  occurred;  and  that  what  in  other 
countries  had  come  only  very  gradually,  as  the  result  of  slowly  ac- 
cumulating foreign  investments,  combined  perhaps,  as  in  the  case  of 
Great  Britain,  with  a  steadily  growing  merchant  marine  and  other 
sources  of  income  from  abroad,  had  taken  place  in  the  United  States 
under  the  pressure  of  an  unprecedented  war  in  about  four  years  time. 
Since  our  prewar  debit  balance  had  been  paid  by  an  excess  of  exports, 
the  logical  implication  was  that  the  new  net  credit  balance  would  induce 
an  excess  of  imports ;  that  there  would  very  shortly  be  an  overturn  of 
our  trade  balance  comparable  with  that  of  1873. 

The  study  undertaken  by  the  Review  of  Economic  Statistics  in  the 
spring  of  1919,*  however,  indicated,  I  believe,  that  at  the  close  of  the 
war  period  our  new  creditor  position  had  not  yet  been  clearly  achieved. 
An  important  change  had  taken  place  in  our  capital  and  interest  ac- 
count. A  net  outward  payment  of  about  $160,000,000  a  year  had  been 
supplanted  by  a  net  inward  payment  of  about  $525,000,000,  provided 
that  Europe  were  able  to  assume  at  once  so  heavy  a  charge.  Even  as- 
suming full  payment  of  interest,  however,  it  was  still  doubtful  whether 
at  that  time  our  balance  would  show  a  net  sum  receivable.  The  item 
of  freight  payments,  by  reason  of  our  merchant  marine  expansion,  had 
apparently  passed  out  of  our  debit  column,  but  was  still  too  small  to 
exert  much  effect  on  the  balance.  Much  more  important  were  immi- 
grants' remittances  and  tourists'  expenditures.  Even  if  taken  at  a 
moderate  prewar  estimate,  about  $300,000,000  a  year  when  combined, 
they  reduced  our  new  credit  balance  to  about  $200,000,000/  And  it 
was  generally  conceded  that  immigrants'  remittances  had  greatly  in- 
creased, and  that  tourists'  expenditures,  which  had  virtually  ceased 
during  the  war,  might  be  expected  to  revive  strongly  after  a  time. 

More  important  than  these,  however,  were  the  further  changes  likely 
to  occur  in  our  international  capital  and  interest  account.     Could 

iThe  Review  of  Economic  Statistics,  July,  1919,  p.  805. 

iC.  J.  Bullock,  J.  H.  Williams,  and  R.  S.  Tucker,  "The  Balance  of  Trade  of  the 
United  States,"  July,  1919. 
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Europe  soon  assume  her  interest  obligations?  Even  assuming  that  she 
could,  was  it  not  likely  that  for  some  years  the  net  movement  of  capital 
would  be  from  the  United  States,  rather  than  toward  it?  A  moderate 
outflow  of  foreign  investment  would  still  suffice,  when  added  to  the 
other  items  mentioned,  to  offset  the  annual  inflow  on  interest  account, 
and  thus  to  postpone  the  overturn  of  the  trade  balance.  Eventually, 
the  growing  interest  charge  would  become  so  large  as  to  exceed  the  sum 
of  new  annual  investments,  tourists'  expenditures,  and  immigrants'  re- 
mittances ;  but  that  result  would  show  itself  only  after  some  years.  On 
the  basis  of  the  data  then  available  it  was  concluded  that,  although  it 
was  not  possible  to  predict  with  safety  whether  the  overturn  of  our 
trade  balance  would  come  after  two  years  or  not  for  a  decade,  it  was 
certain  that  in  view  of  Europe's  continued  extreme  need  of  our  products 
and  our  loans,  our  excess  of  exports  could  not  be  expected  to  disappear 
so  rapidly  as  had  been  generally  assumed. 

II.  Our  Balance  of  Trade  Since  the  Armistice 

In  the  two  years  that  have  passed  since  the  armistice  that  conclusion 
has  been  justified.  The  transition  from  war  conditions  has  been  very 
gradual.  Except  for  Great  Britain,  Europe's  recovery  has  been  slow, 
though  in  the  past  year  there  have  been  a  number  of  hopeful  signs.  Ex- 
cept in  Great  Britain,  budgetary  deficits  are  still  the  rule;  taxation 
runs  behind  current  expenditure.  The  German  indemnity  remains  un- 
settled. The  basis  of  international  trade  with  Europe  is  still  incon- 
vertible paper ;  paper  issues  have  continued  to  be  multiplied ;  the  ratio 
of  gold  holdings  to  bank  liabilities  has  grown  smaller;  and  the  gold 
embargoes,  though  relaxed  by  Great  Britain,  have  elsewhere  been  con- 
sistently maintained.  The  foreign  exchanges,  following  the  unpegging 
of  sterling  in  March,  1919,  and  the  discontinuance  of  the  credit  ad- 
vances by  our  government  in  June,  1919,  declined  rapidly,  reaching 
their  low  mark  in  February,  1920.  The  recovery  which  followed  was 
only  moderate,  and  this  past  fall  a  downward  movement  again  set  in. 
The  dollar,  which  in  war  time  had  been  at  a  discount  in  many  neutral 
countries,  though  at  a  premium  in  the  warring  countries,  has  gone  to 
a  premium  virtually  throughout  the  world.  With  the  removal  of  our 
embargo  on  gold  in  June,  1919,  gold  has  been  moving  to  settle  our 
adverse  balances  with  the  neutral  countries,  but  has  not  moved  from 
the  belligerent  countries  to  us  on  a  comparable  scale,  so  that  we  have 
witnessed  the  seeming  paradox  of  a  nation  with  the  largest  favorable 
trade  balance  that  has  ever  existed  in  any  country  experiencing  at  the 
same  time  a  heavy  net  outflow  of  gold,  the  net  export  to  November  1, 
1920,  being  $260,000,000. 
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Of  chief  importance  as  regards  their  effect  on  our  balance  since  the 
armistice  have  been  the  changes  in  our  international  capital  and  in- 
terest account.    The  payments  of  interest  on  the  huge  sum  of  govern- 
ment credit  advances  have  been  suspended.     The  cash  advances  (less 
repayments)  under  these  credits  now  (November  15,  1920)  amount  to 
$9,466,288,170.    Last  April  announcement  was  made  that  interest  pay- 
ments on  the  government  credits  would  be  payable  in  funding  bonds 
for  three  years;  and  that  the  funding  plan  would  extend  to  back  in- 
terest and  also  to  the  obligations  of  foreign  governments  for  purchases 
of  our  war  supplies.    These  obligations  at  the  close  of  the  fiscal  year 
1920  amounted  to  $563,032,739.63.    Adding  back  interest,  then,  which 
now  amounts  to  about  $800,000,000/  we  have  a  present  total  of  about 
$10,814,000,000  of  government  credit  items,  on  which  the  annual  in- 
terest payments  at  5  per  cent  would  be  $541,000,000. 

An  analysis  of  our  balance  of  payments  for  the  calendar  year  1919s 
indicated  what  would  be  the  effect  of  the  funding  of  these  interest  pay- 
ments. Excluding  new  capital  loans  and  repayments,  it  was  shown 
that  so  long  as  these  government  interest  items  remained  unpaid  in  cash 
or  its  equivalent,  our  balance  on  invisible  items  would  still  show  a  net 
debit,  the  annual  payments  for  immigrants'  remittances  and  tourists' 
expenditures  exceeding  the  annual  receipts  of  interest  payments  on 
private  capital  invested  abroad  and  freight  payments  for  the  services 
of  our  expanded  merchant  marine  by  some  $200,000,000  a  year.  And 
it  is  worth  noting  that  in  this  computation  tourists'  expenditures  were 
taken  at  only  $50,000,000  a  year,  whereas  the  lowest  authoritative  esti- 
mates of  this  item  in  the  prewar  period  put  it  at  not  less  than  $150,- 
000,000  a  year. 

It  is  apparent,  therefore,  that  so  long  as  the  interest  on  government 
credits  remains  unpaid,  except  in  funding  bonds,  there  is  every  likeli- 
hood that  we  shall  continue  to  have  a  net  balance  of  indebtedness,  and 
a  continuation  of  our  excess  of  exports,  though  of  reduced  amount  com- 
pared with  the  huge  balances  of  recent  years.  As  to  how  long  this 
suspension  of  interest  payments  will  continue  thus  to  affect  our  trade 
balance,  no  definite  answer  can  yet  be  given.  Secretary  Houston's 
latest  announcement  is  that  the  funding  arrangement  has  not  yet  been 
settled  but  is  still  in  the  stage  of  discussion;  and  that  the  Treasury's 
proposal  is  to  fund  the  interest  merely  for  two  or  three  years  from  the 
spring  of  1919,  when  interest  payments  ceased.  If  this  is  done,  it  will 
mean  that  our  excess  of  exports,  so  far  as  due  to  the  suspension  of  in- 
terest payments,  would  continue  until  the  spring  of  1921  or  1922,  ac- 

4  To  January  1, 1920,  $394,319,000  (see  Frank  A.  Vanderlip  and  John  H.  Williams, 
"The  Future  of  our  Foreign  Trade,"  p.  86) ;  for  the  year  1990  about  $473,000,000. 
•  "The  Future  of  Our  Foreign  Trade,"  p.  37. 
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Afr&       *°  tte  Period  to  be  covered  by  the  funding  jta.  *Wj  4* 
^  ,  re**^         X>ayments  will  in  fact  be  resumed  so  soon  »WiW» 
***    *   ^T^X>end»  of  course,  upon  the  rapidity  of  Europe's  recovqta 
***u*!l^^=r«^t«  of  the  war.    It  would  seem  certain,  bww»4*W 
«ould  resume  at  that  time,  and  it  is  therefore  woitiij  oUte 
*he  total  government  credits  to  finance  export*  GwatBnfoa 
$4,196,818,538.44  (December  1,  1980),  or  44  per  «** 


ttie 


tot  predicted,  however,  that  our  excess  of  exports  wffl.  W* 
**      £m.  «*Ppear  immediately  upon  the  resumption  of  these  interest  paj- 
%^tVV^      9^  that  our  balance  of  trade  wfll  be  dominated  forthwith^  to 

^^^t«*     €ffect  of  this  8in*le  factor-    Much  ^  *****  °f  ^ 
1,%»€be  extent  and  rapidity  of  Europe's  recovery.   Shemajcari» 

tor  a.  time  still  to  need  our  goods  beyond  her  capacity  to  pay  with  goods, 

gold,  or  securities,  and  to  shift  the  burden  of  payment  for  the ,  exw« 

upon  our  bankers  and  exporters.    A  resumption  of  these  huge  interes 

payments,  however,  would  be  the  best  evidence  yet  apparent  oi  a  w 

stantial  recovery  in  Europe. 

A  factor  of  at  least  equal  importance  with  the  question  ot  into 

payments  during  the  Immediate  future  will  be  that  of  new  foreign 

vestments  of  American  capital  abroad.    Whether  this  stream  ot  for 

investment  is  to  occur,  on  a  scale  sufficient  to  offset  the  annual  u 

est  payments  on  our  capital,  public  and  private,  already  so  lav« 

and  also  to  offset  maturing  bond  issues  and  repayments  of  capit 

government  credits,  is  today  the  question  of  supreme  importance 

significance  is  many  sided.    It  has  a  bearing  not  only  upon  the  qu 

of  fact  here  raised— as  to  whether,  and  when,  our  balance  of  to 

to  be  overturned — but  also  upon  the  condition  of  our  exporter 

their  bankers,  now  burdened  with  short-time  credits  extended  to  f 

buyers  of  our  products;  upon  the  character,  extent,  and  direct 

our  foreign  trade,  in  both  exports  and  imports;  and  upon  the 

importance  of  the  United  States  as  an  international  money  mark 

To  understand  adequately  the  importance  of  the  consequence 

hinging  upon  foreign  investment  of  American  capital,  it  is  neci 

to  examine  in  some  detail  the  state  of  our  trade  balance  since  the 

stice  and  the  means  whereby  it  has  been  financed.     From  Noveml 

1918,  to  November  1,  1920,  our  exports  exceeded  our  import 

$6,782,000,000,  or  by  about  a  billion  dollars  more  than  during  th< 

two  years  of  the  war.    Both  exports  and  imports  have  shown  a  '. 

increase  in  the  value  figuresP    Exports  for  the  two  years  to  Nove 

1,  1920,  were  $15,841,000,000,  or  over  three  billion  dollars  larger 

in  the  last  two  years  of  the  war;  and  imports  amounted  to  $9,059,* 

000,  which  is  only  17  per  cent  less  than  the  combined  imports  o; 
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entire  war  period.    Total  value  of  exports  has  so  far  shown  no  tendency 

*©  diminish.    In  1919  it  was  29  per  cent  greater  than  in  1918,  and  in 

-the  first  ten  months  of  1920  it  was  5  per  cent  greater  than  in  the  same 

period  of  1919.    Imports  in  1919  were  22  per  cent  more  than  in  1918, 

And  in  the  first  ten  months  of  1920  they  were  52  per  cent  greater  than 

in  the  corresponding  months  of  1919.    Until  the  recent  harvest  season, 

therefore,  when  exports  experienced  the  usual  seasonal  expansion  and 

imports  fell  off  by  reason  of  falling  prices  in  the  raw  material  markets 

and  the  industrial  depression  attendant  upon  our  own  falling  price 

level,  imports  were  increasing  much  faster  than  exports  and  were  rapidly 

filling  up  the  gap  between  the  two.    Yet  for  the  whole  period,  so  marked 

had  been  the  expansion  of  exports  in  1919,  exports  exceeded  imports  by 

a  greater  figure  than  in  any  equal  period  of  our  history. 

It  is  important  to  remember  that  this  remarkable  expansion  of  our 
foreign  trade  since  the  armistice  has  been  much  more  in  the  value 
figures  than  in  the  quantity  figures.  Mr.  W.  A.  Berridge,  in  the  Re- 
view of  Economic  Statistics  for  October,  1919,  showed  that  in  the  fiscal 
year  1919  physical  volume  of  exports  was  only  40  per  cent  in  excess  of 
the  1911-14  average,  whereas  export  prices  had  advanced  127  per 
cent  and  the  total  value  of  exports  817  per  cent.  Compared  with  the 
1915-18  average,  physical  volume  of  exports  in  the  fiscal  year  1919 
showed  an  actual  decline  of  2.8  per  cent,  whereas  export  prices  ad- 
vanced 52  per  cent  and  total  value  of  exports  48  per  cent.  Since  1915 
(and  until  the  present  price  recession)  export  prices  have  been  con- 
sistently higher  than  domestic  prices,  the  excess  reaching  more  than 
10  per  cent  in  the  fiscal  year  1919.  The  foreign  trade  index  of  the 
Federal  Reserve  Bulletin  for  November,  1920,  shows  that  with  price 
changes  eliminated  the  monthly  average  value  of  exports  in  the  calendar 
year  1919  (which  on  this  basis  is  an  index  of  physical  volume  of  ex- 
ports) was  only  18.6  per  cent  greater  than  that  for  1918;  and  that  in 
the  first  nine  months  of  1920  the  monthly  average  was  only  8.2  per 
cent  higher  than  in  1918.  Quantity  of  exports  has  thus  declined  14 
per  cent  since  1919,  and  this  year  has  been  but  little  more  than  before 
the  war.  Quantity  of  imports  shows  a  striking  contrast.  The  monthly 
average  quantity  imported  in  1919  was  71.7  per  cent  greater  than  that 
of  1918;  and  the  monthly  average  for  the  first  nine  months  of  1920 
was  92.2  per  cent  greater  than  that  of  1918.8 

•  It  must  be  admitted  that  the  indices  of  the  Federal  R$$$rv$  Bulletin  are  not  so 
comprehensive  as  could  be  wished.  They  include  99  leading  exports  which  in  1918 
formed  663  per  cent  of  the  total  export  values,  and  95  leading  imports  which  in 
1913  were  47.7  per  cent  of  the  total  import  values.  Yet  the  commodities  included 
are  representative,  and  the  proportions  of  the  whole  which  they  form  are  consider- 
able. 
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Here  is  striking  refutation  of  the  contention  of  those  who  hold  that 
our  foreign  trade  since  the  armistice  has  represented  the  supplying  of 
foreign  markets  with  our  products  at  the  expense  of  the  home  market; 
that  our  large  export  balances  have  drained  our  markets  of  goods,  in- 
duced the  holding  back  of  goods,  intensified  speculation,  and  have  there- 
by raised  our  prices  at  home.  It  is  clear  that,  on  the  contrary,  our 
foreign  trade  since  the  armistice  has  increased  the  proportion  of  the 
world's  production  being  supplied  to  the  domestic  market. 

This  statement  of  quantity  of  trade  does  not,  of  course,  alter  the 
fact  that  our  export  balance  since  the  armistice  has  been  unaoundlj 
financed,  and  that  the  resultant  expansion  of  bank  credit  has  prob- 
ably been  one  important  factor  in  the  continued  rise  of  prices  which 
reached  its  peak  in  May,  1920.  To  the  extent  that  this  is  the  case, 
it  would  appear  to  support  the  quantity  theory  of  money ;  and  it  is, 
therefore,  interesting  to  note  the  paradoxical  fact  that  among  the  econ- 
omists who  in  recent  months  have  been  most  prominent  in  calling  our 
attention  to  the  expansion  of  bank  credit  occasioned  by  our  recent 
molhods  of  financing  foreign  trade,  has  been  one  of  the  most  vigorous 
credits  of  the  quantity  theory. 

III.  Oub  Trade  Balance  Has  Been  Financed  bt  Bankers'  Cebdits 
As  has  been  said,  however,  the  value  figures  of  trade  since  the  armi- 
stice show  an  excess  of  exports  amounting  (to  November  1,  1980)  to 
$6,788,000,000,  the  largest  in  our  history.  Here  is  striking  proof  of 
Europe's  continued  inability  to  buy  goods  with  goods.  Since  the  mid- 
dle of  1919  this  condition  has  given  rise  to  a  new  and  very  serious  prob- 
lem. In  June,  1919,  the  government  withdrew  from  the  field  of  export 
financing.7  Since  that  time  the  burden  of  supplying  Europe  with  our 
exports  has  fallen  chiefly  upon  our  bankers  and  exporters,  in  the  form 
of  short-time  extensions  of  credit. 

The  part  played  by  long-time  investment  since  the  armistice  has  been 
small  in  comparison.  Since  the  beginning  of  1919,  new  foreign  bond 
issues  have  been  fully  offset  by  maturing  issues,  the  total  figures  to  No- 
vember 1,  1920,  being  $897,000,000  of  new  issues  (government,  mu- 
nicipal, and  corporate)  against  $1,086,000,000  of  foreign  loans  ma- 
tured.8 Foreign  bond  issues  have  not,  however,  represented  the  total 
outgo  of  American  capital  during  the  period.  They  do  not  include 
extensions  of  old  plants  abroad  and  establishment  of  new  ones  by  Ameri- 
can corporations,  the  purchase  by  American  concerns  of  lands,  nuns, 

*  The  government  credit  advances  virtually  ceased  at  that  time,  though  not  mt/M 
advances  of  cash  under  credits  previously  granted  have  since  been  made.  Abet  fti 
War  Finance  Corporation  was  continued  down  to  the  spring  of  1930.  But  flril 
advances  by  the  latter  were  small. 

■  The  detailed  figures,  furnished  by  J.  P.  Morgan  &  Co.,  not  here  ; 
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and  factories  in  Canada,  docks  in  Hamburg,  sugar  mills  and  planta- 
tions in  Cuba,  new  oil  fields  in  Venezuela  and  Colombia,  or  new  pack- 
ing plants  in  Brazil.    All  observers  agree  that  investments  of  this  sort 
have  been  considerable,  particularly  in  the  case  of  Canada.    The  total 
of  these  investments  in  1919  was  estimated  to  be  not  less  than  $300,- 
000,000,  and  for  the  whole  period  down  to  November  1,  1920,  half  a 
billion  dollars  would  be  a  conservative  figure.    Including  these  invest- 
ments and  also  American  purchases  of  European  internal  securities 
and  the  return  of  American  securities  from  Europe  (figures  for  which 
are  given  in  the  accompanying  balance  sheet),  our  total  foreign  in- 
vestment since  the  beginning  of  1919  has  been  about  $1,649,000,000, 
or  about  $668,000,000  in  excess  of  loans  matured  and  paid  off.9 

That  balance  has  been  financed,  as  we  have  said,  by  bankers'  credits. 
The  estimates  that  have  been  made  of  these  short-time  credits  have 
shown  wide  variation,  and  for  the  most  part,  I  believe,  have  been  exag- 
gerated. In  February  and  March,  1920,  while  investigating  our  balance 
for  1919,  I  received  estimates  ranging  from  $500,000,000,  to  $5,000,- 
000,000.  My  own  computation  for  1919  showed  short-time  credits  of 
$1,307,000,000.10  Much  larger  it  could  not  have  been,  for  the  phe- 
nomenal export  balance  of  the  first  half  of  the  year  ($2,448,000,000) 
was  fully  covered  by  the  government  credit  advances,  which  amounted 
(inclusive  of  all  relevant  items)  to  $2,665,000,000,"  virtually  the  whole 

•  Moreover,  some  authorities  have  raised  the  question  whether  these  matured  bond 
issues  have  in  fact  been  fully  paid  off  in  every  case.  The  most  important  item  was 
the  Anglo-French  loan,  which  fell  due  October  15,  1990.  The  French  half  was  met 
in  part  by  a  new  loan  of  9100,000,000,  leaving  $400,000,000  payable.  The  Federal  Re- 
serve Bulletin  for  November  (p.  1199)  questions  whether  this  sum  was  paid  off  by 
the  accumulation  of  dollar  balances  through  purchase  of  exchange,  or  was  met  by 
the  sale  of  foreign  securities  in  this  market  It  states  that  when  analysed  the  oper- 
ation appears  "to  have  amounted  largely  to  a  mere  shifting  of  credits,"  the  French 
and  British  governments  paying  off  the  loan  with  foreign-held  American  securities. 
The  importance  of  this  statement  does  not  need  explaining.  To  the  extent  that  ma- 
turing loans  have  been  paid  off  with  funds  realised  in  this  manner,  they  represent 
not  an  offset  to  new  foreign  bond  issues  in  this  market  but  an  addition  to  them.  To 
take  only  the  Anglo-French  loan  (i.e.,  $400,000,000,  excluding  the  9100,000,000  new 
French  loan),  it  would  mean  that  new  foreign  investments  In  the  past  two  years 
have  contributed  to  the  financing  of  the  trade  balance  not  half  a  billion,  as  we  have 
stated,  but  about  91,400,000,000.  In  other  words,  the  current  estimates  of  bankers9 
credits  to  finance  exports  would  be  reduced  by  9800,000,000.  In  the  absence  of  de- 
tailed data  on  transactions  of  this  sort,  however,  we  must  continue  to  count  ma- 
turing bond  issues  as  European  payments  in  our  balance  sheet.  On  this  basis,  the 
net  foreign  investments  of  American  capital  since  the  armistice  have  been  com- 
paratively small,  entirely  inadequate  to  finance  our  one-sided  balance  of  trade. 

i«MThe  Future  of  Our  Foreign  Trade,"  p.  39. 

"See  MTbe  Future  of  Our  Foreign  Trade,"  The  Review  of  Economic  Statistic*, 
April,  1990,  p.  39.  The  same  figures  are  given  in  the  Chase  Economic  Bulletin,  Oc- 
tober 5,  1990,  p.  99. 
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of  which  was  advanced  in  the  first  half  of  the  year.  The  trade  balance 
of  the  second  half  of  the  year  was  but  $1,568,000,000.  In  1920, 
Europe's  unfunded  debt  to  us  has  undoubtedly  increased  marked! j; 
and  of  late  months  the  total  since  the  armistice  has  been  most  fre- 
quently estimated  at  from  three  to  four  billion  dollars.  I  shall  not  at- 
tempt to  read  the  details  of  the  accompanying  balance  sheet.  It  shows 
that  between  January  1,  1919,  and  November  1,  1920,  the  United 
States  piled  up  a  surplus  of  credits  not  otherwise  accounted  for  of 
$2,852,000,000.  This  figure  of  $2,852,000,000  is  put  forth  merely  as 
preliminary,  subject  to  revision  in  my  analysis  of  the  balance  of  pay- 
ments for  the  calendar  year  1920,  which  will  appear  in  a  forthcoming 
issue  of  The  Review  of  Economic  Statistics.  It  is  not  improbable  that 
further  investigation  will  show  that  floating  credits  outstanding  on  No- 
vember 1,  1920,  were  somewhat  less  than  the  figure  indicated  by  the 
table,  and  probably  did  not  exceed  $2,500,000,000. 

The  Balance  of  International  Payments  of  the  United  States, 

January  1,  1919,  to  November  1,  199012 

(Units  of  91,000,000) 

Credit         Dibit 
1.    Exports  of  Merchandise  and  Silver $15,098 

3.  Exports  of  Gold 653 

8.    Foreign  Loans  matured  and  paid  off 1,086 

4.  Freight  Payments  payable  to  United  States  and  Sale  of  Ships      1,011 

5.  Interest  Payments  on  Government  Credits  to  Allied  Govern- 

ments           177 

6.  Interest  Payments  on  Private  American  Capital  Abroad 311 

1.  Imports  of  Merchandise  and  Silver 8,T65 

2.  Imports  of  Gold 388 

8.    Gold  held  by  Bank  of  England  for  Federal  Reserve  Banks  none 

4.  New  issues  of  Foreign  Government,  Provincial  and  Municipal 

Loans 771 

5.  Foreign  Corporate  Bond  Issues 196 

6.  American  Securities  Returned  900 

7.  American  Purchases  of  European  Internal  Securities lis 

8.  Other  Foreign   Private  Investment 500 

9.  Net  sum  of  U.  S.  Government  Cash  Advances  under  Credits 

Established  in  Favor  of  Foreign  Governments S,1S1 

10.  U.   S.   Government   Purchases   of   European   Currencies   to 

Cover  Expenditures  in  Europe 551 

11.  Relief 84 

12.  Interest  Payments  on  Foreign  Capital  in  the  United  States  100 

13.  Freight  Payments  Payable  on  Imports  Carried  in  Foreign 

Vessels   890 

14.  Credits  Granted  by  U.  S.  Grain  Corporation 90 

15.  Immigrants'  Remittances 900 

16.  Tourists'  Expenditures 150 

TOTALS    $18336      fl&4M 

15,484 

NET  CREDIT  BALANCE 9  9&» 

i*  For  sources  of  data  and  methods  of  computation,  see  The  Beviem  of  J 
Statistics,  July,  1919  and  April,  1990. 
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The  estimate  of  short-time  credits  here  given  differs  considerably 
from  that  of  Dr.  B.  M.  Anderson,  Jr.,  in  the  Chase  Bank  Bulletin  of 
last  October.    Dr.  Anderson  finds  the  total  of  European  unfunded  in- 
debtedness to  us  on  September  15,  1920,  to  be  $3,500,000,000.    Allow- 
ing for  our  increased  export  balances  since  that  date,  his  total  on  No- 
vember 1  would  be  not  less  than  $4,000,000,000,  or  over  a  billion  dol- 
lars more  than  that  here  stated.    This  difference  is  due  mainly  to  the 
fact  that  my  balance  is  based  upon  our  relations  with  the  world  as  a 
whole,  whereas  Dr.  Anderson's  is  based  solely  upon  our  relations  with 
Europe,  his  view  being  that  war  conditions  and  the  poverty  of  the  war- 
ring nations  have  forced  them  to  pile  up  an  unfunded  debt  not  merely 
in  the  United  States  but  throughout  the  world,  and  that  therefore  they 
have  no  credits  elsewhere  in  the  world  with  which  to  offset  their  debits 
to  us.    From  this  he  concludes  that  in  seeking  to  find  our  balance  of 
floating  credits  it  is  not  permissible  to  subtract  from  Europe's  debt  to 
us  our  own  debit  balances  with  non-European  countries. 

This  conclusion  is,  I  believe,  erroneous.  Before  considering  it  di- 
rectly, it  is  interesting  to  note  that  if  in  strict  conformity  with  Dr. 
Anderson's  view  that  for  war-impoverished  nations  there  are  no  tri- 
angular offsets  in  international  trade,  we  should  remove  from  his  bal- 
ance sheet  the  trade  balances  of  the  European  nations  not  engaged  in 
the  war,  his  figure  would  be  reduced  to  $8,788,000,000,  or  by  about  a 
billion  dollars.  Our  large  exports  to  Europe  since  the  armistice  have 
been  greatly  swollen  by  the  purchases  of  the  European  neutrals;  with 
the  belligerents  our  excess  of  exports  has  been  smaller  than  in  the  war 
period,  and  has  steadily  diminished.18 

The  interesting  question  suggested  by  Dr.  Anderson's  article,  how- 
ever, is  that  of  our  relations  with  the  European  belligerents.  It  is 
easy  to  paint  too  black  a  picture.  As  was  predicted  in  the  earlier 
studies  referred  to  at  the  beginning  of  this  article,  European  recovery 

is  E.g.,  Our  huge  trade  balance  in  1919,  the  largest  in  our  history  and  $900,000,000 
larger  than  in  1918,  was  due  to  an  increase  in  our  excess  of  exports  to  Europe,  and 
Dr.  Anderson's  large  figure  is  largely  ascribable  to  that  fact  But  our  balance  with 
our  former  allies  was  almost  exactly  the  same  as  in  1918.  (Excess  of  exports  to 
Great  Britain,  France,  Belgium,  and  Italy:  in  1918  13,406,000,000;  in  1919,  $3,498,- 
000,000;  in  1990  (nine  months),  $1,837,000,000.)  The  increase  of  our  European  bal- 
ance was  caused  mainly  by  a  remarkable  expansion  of  exports  to  six  neutrals — Den- 
mark, Norway,  Sweden,  Spain,  Switzerland,  and  Netherlands.  Our  exports  to  them 
increased  five-fold  over  1918,  and  the  excess  of  exports  increased  $568,000,000.  From 
January  1,  1919,  to  October  1,  1990,  our  excess  of  exports  to  these  countries  was 
$990,000,000.  These  heavy  exports  represented  in  part  the  payment  of  our  previous 
adverse  balances,  in  part  the  superior  buying  power  of  nations  not  so  much  affected 
by  the  war  as  the  belligerents,  and  in  part,  perhaps,  purchases  for  the  account  of 
neighboring  nations,  as  Germany,  where  exchange  on  New  York  has  been  less 
favorable. 
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has  been  very  slow  indeed.14  But  that  should  not  blind  us  to  the  fact 
that  in  1920  the  statistics  of  European  foreign  trade  have  shown  a 
distinct  improvement.  Space  forbids  a  detailed  statement  of  the  fig- 
ures, but  in  the  past  year  the  export  trade  of  France,  Belgium,  and 
Italy  has  increased  much  faster  than  their  imports;  and  German  ex- 
ports have  exceeded  imports.16  In  addition  Germany  has  paid  some 
twenty  billion  gold  marks  in  kind  to  the  Allies;  and  the  other  nationi 

i*  It  Is  unnecessary  to  summarise  again  the  darker  aspects  of  the  European  situ- 
ation. See  previous  page.  As  to  the  failure  to  provide  adequate  revenue  to  com 
current  expenditure,  to  which  reference  is  there  made,  it  should  be  said  that  the 
experience  of  all  nations  that  have  endured  a  regime  of  inconvertible  paper  provides 
evidence  that  depreciating  paper  money  by  its  very  nature,  once  the  movement  is 
well  under  way,  involves  almost  inevitably  a  series  of  budgetary  deficits — a  situation 
in  which  current  expenditure  outruns  current  revenue,  no  matter  how  frequently  ft 
is  attempted  to  raise  the  latter  to  the  current  level  of  values.  For  taxation  is  by 
its  nature  relatively  fixed,  whereas  with  paper  money  steadily  depreciating  expendi- 
tures will  be  rising  almost  from  day  to  day.  To  some  extent  Europe's  budgetary 
difficulties  have  turned  on  this  principle.  With  lower  prices,  once  the  initial  de- 
pression induced  thereby  is  past,  the  problem  will  become  less  difficult  to  handle, 

is  For  recent  statistics  of  European  trade  see  Federal  Reserve  Bulletins,  section  on 
Wholesale  Prices  Abroad;  reports  of  International  Financial  Congress,  Brussels, 
September,  1090;  Industrial  Research  Section  of  Belgian  Ministry  of  Economic 
Affairs,  etc  The  improvement  shown  by  the  foreign  official  statistics  is  confirmed 
by  the  report  recently  published  by  the  United  States  Department  of  Commerce, 
based  on  a  circular  inquiry  to  American  consuls  in  Europe:  see  New  York  Tim*, 
December  96,  1990. 

The  recovery  of  French  trade  is  especially  worthy  of  note.  Exports  have  increased 
markedly  in  both  quantity  and  value.  In  1918  the  excess  of  exports,  representing 
interest  payments  on  French  capital  abroad,  tourists'  expenditures  and  the  like,  was 
18  per  cent  of  the  imports  and  10  per  cent  of  the  total  trade.  In  1919  the  excess  of 
imports  over  exports  was  71  per  cent  of  the  imports,  or  41  per  cent  of  the  total 
trade.  In  the  first  nine  months  of  1920  the  excess  of  imports  fell  to  41  per  cent 
of  the  imports,  and  26  per  cent  of  total  trade.  The  improvement  has  been  pro- 
gressive, and  by  August  and  September,  the  latest  months  for  which  data  are  avail* 
able,  the  excess  of  imports  had  fallen  below  the  prewar  figure;  being  but  IS  per 
cent  of  total  imports  or  9  per  cent  of  total  trade.  Average  monthly  exports  in  1990 
increased  815,000,000  francs,  or  119  per  cent  over  1919  (first  nine  months),  while 
monthly  imports  have  increased  but  150,000,000  francs,  or  6  per  cent  The  monthly 
averages  for  August  and  September  are  indeed  remarkable.  Compared  with  the 
1919  average,  they  show  an  increase  of  1,550,000,000  francs  in  exports,  or  914  per 
cent,  while  imports  have  increased  only  232,000,000  francs,  or  9  per  cent  Virtually 
the  whole  increase  in  imports  has  been  in  raw  materials,  while  the  expansion  In  a- 
ports  has  been  mainly  in  manufactures. 

Foreign  Trade  of  France  (1,000,000  francs) 
Monthly  average  Imports 

1913  709 

1919  9489 

1990  (nine  months)  9633 

1990  (Aug.  &  Sept.)  9714 

See  Federal  Reserve  Bulletin,  November,  1990,  p.  1905. 
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named  have  made  notable  progress  in  building  up  the  invaded  territo- 
ries. At  the  same  time,  our  exports  to  Europe  in  1920  (first  nine 
months)  fell  $560,000,000,  and  our  own  imports  therefrom  increased 
$688,000,000,  so  that  we  have  had  the  smallest  balance  with  Europe 
since  1916  ($2,306,000,000).  In  other  words,  European  foreign  trade 
this  past  year  would  seem  to  have  displayed  a  distinctly  wholesome 
and  hopeful  trend. 

The  crux  of  the  difference  between  Dr.  Anderson's  view  and  my  own, 
however,  is  to  be  found  in  the  analysis  of  the  British  trade  revival  since 
the  armistice.16  There  can  be  no  doubt  that  taking  into  account  the 
remarkable  revival  of  British  exports,  and  also  British  foreign  invest- 

i«  Great  Britain  is  the  only  European  belligerent  which  has  relaxed  its  gold  em- 
bargo. Of  our  total  import  of  gold  since  January  1,  1919  (to  November  10,  1990) 
amounting  to  $410,000,000,  9209,000,000,  or  over  one-half,  has  come  directly  from 
Great  Britain  (and  probably  $40,219,000  more  gold  imports  from  Hongkong  have 
been  on  British  account).  Approximately  $131,000,000  of  this  represents  receipts 
from  the  Reichsbank  for  foodstuffs  sold  by  the  United  States  to  the  German  gov- 
ernment, and  a  great  part  of  the  remainder  has  represented  merely  an  exchange 
operation,  the  result  of  our  ability  to  outbid  others  in  the  London  auction  rooms 
owing  to  the  greater  depreciation  of  sterling  here  than  elsewhere,  particularly  since 
last  winter;  so  that  the  actual  outflow  from  the  Bank  of  England  has  after  all 
been  small  Yet  such  an  outflow  has  occurred  and  is  one  of  the  most  significant  in- 
dications yet  apparent  that  the  British  trade  situation  is  steadily  returning  to  nor- 
mal. Equally  convincing  have  been  the  trade  figures  of  the  past  year.  Distinct  im- 
provement was  noticeable  in  1919;  but  during  1990  (first  ten  months),  while  im- 
ports have  increased  £881,000,000,  or  95  per  cent,  this  has  been  more  than  offset  by 
a  remarkable  increase  of  exports,  amounting  to  £578,000,000,  or  78  per  cent  more 
than  in  1919.  Part  of  this  remarkable  increase  in  exports  has  of  course  been  the 
result  of  the  high  prices  of  the  first  half  of  the  year,  but  the  same  is  true  of  the 
imports.  Exports  have,  moreover,  shown  a  notable  increase  in  quantity,  also.  Ex- 
cluding coal  and  coke,  the  exports  increased  no  less  than  46  per  cent  over  the  1919 
period,  and  including  coal  and  coke  (which  have  declined  markedly  this  year)  the 
increase  has  been  S3  per  cent  It  is  interesting  to  recall  that  in  the  same  period 
our  own  quantity  exports  decreased  14  per  cent.  Great  Britain  also  has  normally 
a  large  excess  of  imports,  representing  interest  on  her  foreign  investments  (esti- 
mated by  Sir  George  Paish  to  have  been  about  $18,500,000,000  in  1913)  and  the  earn- 
ings of  her  merchant  marine.  Subtracting  reexports  from  both  sides  of  the  balance, 
the  excess  of  imports  in  1911-13  averaged  £134,000,000,  which  was  99  per  cent  of 
the  yearly  average  imports,  and  12  per  cent  of  the  average  total  trade.  In  1919  the 
excess  of  imports  was  £669,000,000,  which  was  46  per  cent  of  total  imports,  and  31 
per  cent  of  total  trade.  In  the  first  nine  months  of  1990,  the  excess  of  imports  was 
£814,000,000,  which  was  94  per  cent  of  the  total  imports  and  19  per  cent  of  the  total 
trade.  Taking  the  figures  for  the  last  four  months  available  (July  through  October) 
the  excess  of  imports  has  actually  fallen  below  the  prewar  proportions,  being  only 
18  per  cent  of  total  imports  and  7  per  cent  of  total  trade.  Here  is  proof  that 
British  trade,  though  still  falling  short  of  the  prewar  volume  figures  in  both  ex- 
ports and  imports,  has  regained  the  normal  relation  of  exports  to  imports,  and 
indeed  even  surpassed  it  in  recent  months. 
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ments  (still  estimated  by  Edgar  Crammond  at  $15,000,000,000)  and 
her  shipping  earnings,  Great  Britain  on  the  balance  of  long  and  short- 
time  indebtedness  is  still  the  world's  creditor.  As  Dr.  Anderson  has 
pointed  out,  however,  and  as  was  stated  in  my  own  article  of  last 
spring,17  England  has  used  her  improved  position  in  foreign  trade  to 
assume  a  considerable  share  of  the  indebtedness  of  the  Continent  to  us, 
rather  than  to  pay  off  her  own  indebtedness  here.  This  is  indicated 
by  the  fact  that  New  York  banks  and  dealers  have  sold  to  London  in 
large  part  their  holdings  of  francs,  marks,  and  other  currencies;  and 
for  this  reason  sterling  has  probably  ruled  somewhat  lower  than  its  own 
merits  would  warrant  and  the  other  European  exchanges  somewhat 
higher.18 

But  to  conclude  the  analysis  of  these  sterling  operations  at  this  point 
is,  I  believe,  to  overlook  their  most  significant  aspect.  These  opera- 
tions represent  not  a  new  element  in  our  international  relations,  but 
the  revival  of  a  very  old  one.  They  indicate  that  in  spite  of  the  war 
Great  Britain  has  already  recovered  her  traditional  position  as  the 
world's  money  market ;  and  Britain's  recovery  of  her  traditional  func- 
tion in  international  trade  is  the  very  best  evidence  that  triangular 
offsets  are  today  operating  upon  our  awn  international  balance.  The 
fact  that  London  is  assuming  the  burden  of  other  countries,  the  fact 
that  New  York  bankers  are  converting  their  holdings  of  other  exchanges 
into  sterling  credits,  the  fact  that  we  have  had,  meanwhile,  an  adverse 
balance  with  non-European  countries  and  a  favorable  balance  with 
Europe — all  this  is  strikingly  reminiscent  of  prewar  conditions  and  pre- 
war practice.  Then,  as  now,  we  had  an  adverse  trade  balance  with 
non-European  countries,  while  we  had  an  excess  of  exports  to  Europe. 
These  individual  balances  had  no  significance,  however,  for  thai,  as  now, 
we  converted  our  exports,  no  matter  to  what  country  sent,  into  ster- 
ling, and  with  London  credits  paid  off  our  adverse  balances  to  other 
parts  of  the  world. 

The  natural  assumption  is  that  we  are  today  continuing  this  prac- 
tice, that  we  are  to  a  large  extent  cancelling  our  debit  balances  with 

it  "The  Future  of  Our  Foreign  Trade,"  Review  of  Economic  Statistic*,  April 
1920,  p.  41. 

is  One  may  easily  exaggerate,  however,  the  effects  of  the  British  assumption  of 
other  countries*  burdens  upon  the  rate  of  sterling  exchange  in  this  market  Ow 
direct  trade  relations  with  Great  Britain  have  been  markedly  one-sided,  and  lair 
constituted  the  major  portion  of  our  huge  balance  of  trade  in  the  lost  six  years.  Is 
the  last  two  years  of  the  war  our  trade  balance  with  Great  Britain  olooe  *fe>«td 
an  excess  of  exports  amounting  to  $3,641 ,000, 000,  or  M  per  cent  of  our  evooA  4* 
exports  with  the  world  as  a  whole*  and  since  January  t,  1910,  otir  txemm  of  exports 
to  Great  Britain  has  been  $2,937,000,000,  which  is  olao  31  per  cent  of  «w  total 
balance  of  trade. 
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non-European  countries  by  means  of  London  credits.  If  this  is  not 
the  case,  one  is  faced  with  the  necessity  of  explaining  how  these  debit 
balances  have  been  disposed  of.  Are  we  to  assume  that  non-European 
countries  are  today  carrying  the  United  States  with  short-time  credits, 
as  we  have  been  carrying  Europe?  The  fact  that  since  the  armistice 
the  dollar  has  gone  to  a  premium  throughout  the  world  would  certainly 
not  bear  out  such  an  assumption. 

It  is  probable  that  the  practice  of  converting  other  currencies  into 
sterling  has  been  intensified  since  the  outbreak  of  the  war  by  the  ab- 
normal dislocations  and  disparities  in  exchange  rates  occasioned  by  the 
war,  which  have  greatly  increased  the  scope  and  volume  of  arbitrage 
transactions.10    In  large  part  these  dealings  have  turned  upon  the  fact 
that  sterling  has  stood  higher  in  New  York  than  most  other  currencies. 
The  records  of  the  Division  of  Foreign  Exchange  of  the  Federal  Re- 
serve Board  are  illuminating  in  this  regard.    They  show  that  countries 
in  which  sterling  was  depreciated  sold  their  sterling  balances  for  dol- 
lars to  New  York,  where  sterling  during  the  period  of  the  pegging  oper- 
ations was  at  only  2  per  cent  discount,  and  with  the  dollar  proceeds 
either  bought  gold  for  export  or  converted  dollars  into  their  national 
currencies.     After  our  gold  embargo  went  into  effect  these  sales  of 
sterling  to  New  York  diminished  somewhat,  the  inability  to  purchase 
gold  for  export  reducing  the  profitableness  of  the  arbitrage,  but  even 
under  these  circumstances  the  volume  of  sterling  sales  in  New  York  by 
foreign  countries  was  very  considerable,  and  was  an  important  factor  in 
the  depression  of  the  dollar  in  certain  neutral  countries.     After  the 
lifting  of  the  embargo  in  June,  1919,  it  is  probable  that  these  sales  of 
sterling  by  neutral  countries  increased,  and  constituted  an  important 
factor  in  the  marked  fall  of  the  sterling  rate  which  set  in  at  that  time, 
as  well  as  in  the  heavy  outflow  of  our  gold  during  the  last  half  of  1919. 
On  the  other  hand,  countries  whose  exchanges  were  depreciated  here 
more  than  the  sterling  rate  would  find  a  profit  in  buying  sterling  bills 
in  this  market  and  in  effecting  their  payments  through  the  sterling 
medium.     The  records  of  the  Division  of  Foreign  Exchange  referred 
to  indicate  that  such  countries  bought  more  sterling  from  New  York 

"  On  the  arbitrage  transactions,  see  Annual  Report  of  the  Federal  Reserve  Board, 
1918,  pp.  51-56;  1919,  pp.  47-48.  Before  the  beginning  of  the  war  arbitrage  opera- 
tions were  practically  confined  to  the  three  principal  commercial  countries  of  Europe. 
Since  the  war  American  dealers  have  had  arbitrage  operations  with  practically  every 
commercial  country  In  the  world.  The  total  arbitrage  transactions  of  American 
dealers  from  February  30,  1918,  to  June  95,  1919,  were: 
Foreign  Exchanges  purchased  from  other  countries  by  the  U.  S.  $1,606,710,000 

Foreign  Exchanges  sold  to  other  countries  by  the  U.  S 1,996,454,000; 

of  this  total  of  $5,903,164,000,  91,831,357,000,  or  63  per  cent  was  in  sterling  bills. 
Ibid.,  1919,  p.  48. 
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-nusirferable,  and  was  an  important  factor  in 
frjtlar  in  certain  neutral  countries.  After  the 
me.  1919,  it  is  probable  that  these  sales  of 
increased,  and  constituted  an  important 
:he  sterling  rate  which  set  in  at  that  time, 
be*vy  CTt&w  of  oar  gold  during  the  last  half  of  1919. 
i«e>i**il  e*itm  tries  whose  exchanges  were  depreciated  here 
i»  ±  rj^m  r**e  would  find  a  profit  in  buying  sterling  bills 
iwte  a:  ^  effecting  their  payments  through  the  sterling 
*  Ifc  «rrc#  *f  tbe  Division  of  Foreign  Exchange  referred 
a-i  oTxn'ries  bought  more  sterling  from  Xe*  York 

**■*!».  i  ■  ■    -  ii      fee  Ainul  Report  of  tbe  Federal  Reserve  Board, 
L  C-*l    Before  the  beginning  of  the  war  arbitrage  opera- 
M  ^ae  tkiee  principal  commercial  countries  of  ^"°P^ 
laad  arbitrage  operations  with  pwrticaifrwy 
The  total  arbitrage  transactioiis  of  Aa*f*a« 
•  J— e  *5,  1919,  were:  fl«*fl*«» 

other  countries  by  the  U.  &  y££*4<** 

itries  by  the  U.  S *  J^W  *** 

L  fUHMCTgOOO,  or  63  per  cent  was 


**1 


^>\SN 


86  American  Economic  Association 

than  they  sold  to  it.  Though  these  records  do  not  extend  beyond  Jane 
25,  1919,  when  the  operations  of  the  Division  ceased,  there  is  no  ap- 
parent reason  why  this  practice  should  not  have  continued.  Among  the 
countries  indicated  by  the  records  as  making  net  purchases  of  sterling 
in  New  York  are  France  and  Italy.  It  is  interesting  to  note  the  para- 
doxical fact,  therefore,  that,  so  far  as  these  arbitrage  transactions  are 
concerned,  the  effect  of  the  French  and  Italian  operations  would  be  to 
raise  the  sterling  rate  in  New  York,  while  the  operations  of  the  neutrals 
would  be  to  depress  it. 

IV.  The  $100,000,000  Foreign  Trade  Financing  Corporation 
It  is  unnecessary  to  carry  further  this  brief  survey  of  European  con- 
ditions. What  it  indicates  is  that  the  foreign  trade  and  the  capacity 
to  produce,  not  merely  of  England  but  of  other  important  countries. 
have  distinctly  improved  during  the  past  year.  Though  affording  a 
brighter  prospect  for  the  future,  this  improvement  does  not,  of  course, 
alter  the  fact  that  our  bankers  and  exporters  are  today  burdened  with 
the  necessity  of  financing  our  trade  balance,  that  they  are  now  carrying 
some  $2,852,000,000  of  short-time  export  credits,  and  that  this  burden 
is  growing  heavier  from  month  to  month.  That  this  method  of  export- 
financing  is  an  unsound  and  temporary  makeshift,  which  cannot  be  car- 
ried much  farther,  is  generally  recognized.  Our  most  pressing  prob- 
lem today  is  to  relieve  the  banks  of  this  burden  and  provide  a  sound 
and  permanent  basis  for  a  large  and  beneficial  foreign  trade. 

I  am  in  hearty  accord  with  the  decision  of  the  government  to  with- 
draw from  export  financing.  I  see  no  valid  grounds  for  the  recent  sug- 
gestions to  revamp  governmental  war-time  agencies  to  serve  in  times  of 
peace.  Such  action  could  be  of  but  temporary  effect,  and  our  situa- 
tion demands  a  permanent  trade  financing  mechanism.  Moreover,  the 
revival  of  governmental  agencies  would  be  in  danger  of  prolonging  the 
transition  to  more  normal  conditions.  We  must  not  forget  that  since 
the  government  ceased  its  credit  advances  to  the  Allies  in  June,  1919, 
and  removed  the  various  war-time  restrictions  upon  foreign  commerce, 
there  has  in  fact  been  a  very  sensible  trend  toward  a  more  normal  trade 
balance.  Down  to  last  September  the  gap  between  exports  and  im- 
ports was  being  steadily  cut  down.  That  this  process  did  not  involve 
a  positive  decline  in  value  of  exports,  we  have  seen  to  be  due  entirely 
to  the  continued  rise  of  prices  down  to  last  May.  The  quantity  figures 
show  a  distinct  decline.  If  our  export  balance  can  not  be  financed  in 
any  other  way  than  by  extensions  of  short-time  credit,  whether  these 
be  made  by  the  government  or  by  banks,  it  is  better  that  this  decline 
of  our  exports  should  continue.  There  is  little  to  be  gained  and  modi 
to  be  lost  by  indefinite  continuance  of  a  policy  of  paying  for  our  ex- 
ports out  of  our  own  pockets. 
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A  method  of  trade  financing  which  offers  a  satisfactory  permanent 
basis  for  the  continuance  of  a  large  and  beneficial  foreign  trade  is  that 
provided  by  the  Edge  Act.  And  the  most  significant  event  relating  to 
foreign  trade  since  the  armistice  is  the  recent  decision  to  establish  a 
$100,000,000  foreign  trade  financing  corporation  under  that  act. 
There  is  not  space  to  outline  in  detail  the  machinery  provided  by  the 
Edge  Act.  In  effect,  the  plan  is  to  finance  exports  by  the  sale  to 
American  investors  of  the  debentures  (up  to  a  maximum  of  $1,000,- 
000,000)  of  the  trade  financing  corporation,  which  debentures  shall  be 
secured  by  the  rehypothecation  of  foreign  securities  delivered  as  col- 
lateral to  the  corporation  by  the  foreign  importers  of  our  products. 
This  plan  has  two  advantages.  It  provides  a  means  of  supplanting 
short-time  credits  by  long-time  credits.  In  other  words,  it  provides  a 
method  of  accomplishing  what  we  have  seen,  in  the  earlier  portions  of 
this  paper,  to  be  the  only  sound  and  effective  basis  for  a  permanently 
large  and  beneficial  outflow  of  exports  and  the  only  means  whereby  the 
overturn  of  our  trade  balance  can  be  postponed  beyond  a  brief  period 
— an  outflow  of  American  investments.  In  the  second  place,  it  removes 
the  chief  obstacle  which  in  the  past  has  largely  prevented  such  an 
outflow — the  hesitancy  of  the  American  investor,  born  of  lack  of  famili- 
arity with  foreign  conditions.  Under  this  plan  Americans  will  be  asked 
to  invest  in  the  bonds  of  an  American  corporation,  with  which  they 
are  thoroughly  acquainted  and  which  has  the  active  participation  and 
support  of  our  leading  bankers  throughout  the  country. 

This  mechanism  is  not  unfamiliar  or  untried.  It  is  the  mechanism 
of  the  British,  Scotch,  Swiss,  and  other  European  investment  trusts, 
which  have  been  operated  successfully  since  the  third  quarter  of  the  last 
century.  It  is  very  similar  to  the  method  which  has  been  employed  in 
the  United  States  in  some  lines  of  domestic  trade.  American  electrical 
manufacturers,  for  example,  have  for  many  years  sold  equipment  to 
street  railway  companies  who  could  pay  for  it  only  with  their  corporate 
bonds  maturing  after  a  number  of  years.  The  manufacturers  have 
maintained  subsidiary  companies  which  have  taken  street  railway  bonds, 
and  deposited  them  with  a  trust  company  under  a  trust  agreement  to 
secure  an  issue  of  the  subsidiaries'  own  notes,  which  the  subsidiaries  have 
then  sold  to  corporations  and  individuals  for  permanent  investment. 
For  a  different  purpose,  it  has  been  employed,  in  one  instance,  in  our 
foreign  trade.  On  August  1,  1916,  the  American  Foreign  Securities 
Company,  incorporated  by  a  group  of  American  bankers,  made  a  three 
year  loan  of  $100,000,000  to  the  French  government,  secured  by  a  de- 
posit as  collateral  by  France  of  $120,000,000  of  securities.  These  se- 
curities the  company  rehypothecated  with  a  New  York  bank  under  a 
trust  agreement  to  secure  $94,500,000  of  the  Company's  own  three  year 
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5  per  cent  notes,  which  notes  the  Company  then  offered  to  the  public 
That  the  operation  was  profitable  is  indicated  by  the  fact  that  the  com- 
pany paid  dividends  throughout  the  three  year  period  averaging  more 
than  8  per  cent  upon  its  $10,000,000  of  capital  stock.10 

In  establishing  foreign  financing  corporations  under  the  Edge  Act 
we  should  bear  in  mind  two  fundamental  considerations.  The  first  is 
that  in  the  long  run  such  corporations  will  render  most  effective  ser- 
vice not  in  financing  our  trade  with  Europe  but  with  other  parts  of  the 
world.  It  is  true  that  the  European  trade  is  today  most  in  need  of  a 
sound  financing  mechanism.  The  present  unsatisfactory  state  of  our 
European  trade,  however,  is  but  temporary,  whereas  the  need  for  for- 
eign investment  to  support  foreign  trade  will  be  permanent  and  grow- 
ing. And  the  avenues  of  trade  expansion  will  not  be  European.  On 
the  future  trend  of  American  foreign  trade  the  tendencies  of  prewar 
trade  furnish  unmistakable  evidence.  From  1900  to  1914  the  propor- 
tion of  our  European  trade  to  total  trade  steadily  diminished,  the  de- 
cline being  most  marked  in  exports.  Our  trade  with  non-European 
countries  expanded,  the  most  marked  increase  being  in  trade  with 
Canada  and  other  North  American  countries.  In  the  early  years  of 
the  war  exports  to  Europe  expanded  enormously,  but  the  proportion 
fell  off  rapidly  and  in  1918,  before  the  war  was  over,  was  only  slightly 
larger  than  in  1914.  Since  the  war,  particularly  in  the  past  year,  this 
process  has  gone  farther.21  The  percentage  of  exports  to  Europe  has 
diminished  rapidly,  reaching  the  lowest  figure  in  our  history,  while  ex- 
ports to  North  America,  South  America,  and  Asia  have  greatly  ex- 
panded, and  reached  new  high  marks.  Similarly,  the  remarkable  in- 
crease in  our  imports  since  the  armistice  has  been  chiefly  from  non- 
European  countries. 

The  prewar  tendencies  in  character  of  trade  throw  further  light  on 
the  geographical  distribution.    The  broad  tendencies  were : 

1.  The  decline  of  exports  of  foodstuffs  and  the  growth  of  imports. 

2.  The  marked  increase,  absolutely  and  relatively,  of  exports  of 
manufactures,  and  the  more  moderate  decline  in  relative  importance  of 
imports  of  manufactures. 

9.  The  increasing  importance  of  raw  materials,  particularly  in  im- 
ports.82 

so  For  brief  accounts  of  foreign  investment  trusts  and  of  American  analogies  see 
the  Federal  Reeerve  Bulletin,  November,  1990,  pp.  1168-74;  and  "Foreign  Fuuadng 
Under  the  Edge  Act,"  Guaranty  Trust  Company  of  New  York,  1019. 

2i  Percentage  of  Exports  to  Europe,  1918—63  per  cent 
First  9  months  1990—54  per  cent 

22  In  other  words,  we  were  passing  from  the  "young  country"  agricttltnafrl  UU<* 
tive  stage  to  the  industrial  stage.    We  were  barely  self-feeding.    Iapottl  «f  «(«it 
foodstuffs  surpassed  exports  in  each  year  from  1909  to  191%  and  total : 
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The  change  from  the  agricultural-extractive  to  the  industrial  stage 
ill  our  foreign  trade  is  proceeding  steadily  and  rapidly.  It  means  three 
things.  It  means  that  an  outflow  of  foreign  investment  is  the  logical 
expectation*  That  is  shown  by  the  experience  of  the  other  leading  in- 
dustrial nations.  It  means  that  in  the  long  run  this  outflow  will  serve 
to  finance  the  expansion  of  our  trade  primarily  with  the  non-European 
world.  The  experience  of  other  industrial  nations  indicates  that  this 
outflow  will  go  mainly  to  the  relatively  young  and  undeveloped  coun- 
tries and  will  be  closely  allied  with  foreign  trade  expansion,  in  both  ex- 
ports and  imports.  And,  finally,  it  indicates  unmistakably  that  our 
capital,  whether  provided  by  corporations  under  the  Edge  Act  or  by 
any  other  process,  will  in  the  long  run  be  used  primarily  to  finance 
not  exports  of  agricultural  products  but  of  manufactures.  The  present 
emphasis  upon  financing  agricultural  exports  is  but  a  temporary 
phase,  due  to  the  sudden  drop  of  our  price  level,  which  has  hit  agri- 
cultural interests  hardest.28 

surpassed  food  exports  in  1914  and  1914.  Excluding  cotton,  exports  of  raw  ma- 
terials were  declining  in  importance,  and  imports  were  growing  rapidly,  to  feed 
our  expanding  industries.  The  war  caused  a  slighter  change  in  these  proportions 
than  appears  at  first  glance.  The  chief  change  was  the  abnormal  outflow  of  food 
products  to  Europe;  but  food  exports  at  no  stage  of  the  war  exceeded  in  volume 
the  figures  of  1899,  and  in  the  past  year  food  exports  have  markedly  declined.* 
Meantime  the  expansion  of  manufactures  has  continued.  The  percentage  of  manu- 
factures to  total  exports  was  in  1900,  40  per  cent;  in  1914,  47  per  cent;  and  in 
1940  (nine  months),  51  per  cent. 

*  Percentage  of  food  exports  to  total  exports! 
1914  17  per  cent 

1919  (9  mos.)  36    "       " 
1990  ?9    «    )  95    tt       " 

28  In  conclusion,  it  must  be  repeated  that  the  logical  ultimate  outcome  of  our 
altered  international  position  as  a  result  of  the  war  must  be  an  overturn  of  our 
trade  balance.  This  does  not  imply  a  reduction  of  exports.  Foreign  investment 
will  sustain  a  large  export  trade.  It  will  not,  however,  prevent  the  overturn  of  the 
trade  balance,  though  it  is  likely  to  postpone  it  for  a  time.  The  remarkable  growth 
of  imports,  in  quantity  as  well  as  value,  down  to  last  September,  indicates  that  the 
overturn  is  likely  to  come  quite  as  much  by  a  process  of  imports  growing  up  to 
exports  as  by  a  decline  of  exports.  The  growth  of  imports  is,  of  course,  desirable 
as  well  as  logical.  We  cannot  forget  that  foreign  trade  must  be  reciprocal,  and 
rests  ultimately  upon  the  payment  for  goods  with  goods.  A  tariff-raising  policy, 
therefore,  would  be  at  this  time  a  mistake. 

Though  we  shall  doubtless  succeed  in  maintaining  a  foreign  trade  substantially 
larger  than  in  prewar  years,  there  will  be,  of  course,  with  the  fall  of  prices,  some 
decline  In  the  value  figures.  That  decline  has  already  set  in  in  the  import  trade, 
becoming  marked  last  September.  It  was  due  primarily  to  the  fall  of  prices  in 
the  foreign  countries  supplying  the  bulk  of  our  imports  (particularly  in  sugar,  wool, 
coffee,  hides,  tea,  silk,  and  other  raw  materials),  coupled  with  the  depression  in  this 
market  induced  by  the  fall  of  the  domestic  price  level.  That  a  corresponding  drop 
has  not  occurred  in  exports  is  ascribable  mainly  to  the  fact  that  the  harvest  exports 
have  been  going  forward. 
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THE  FOREIGN  TRADE  BALANCE  OF  THE  UNITED  STATES- 
DISCUSSION 

B.  M.  Anderson,  Jh.— With  very  much  of  Professor  Williams'  admirable 
paper  I  am  in  accord.  The  time  limit  compels  me  to  confine  myself  chiefly 
to  the  points  on  which  I  dissent  The  chief  differences  between  Professor 
Williams'  figures  presented  in  his  paper  and  those  which  I  presented  in  the 
Chase  Economic  Bulletin  of  October  5,  to  which  he  has  referred,  grow  out 
of  differences  in  methods  and  assumptions  rather  than  differences  in  sources 
of  information.  He  and  I  have  checked  up  roughly,  and  find  ourselves  in 
general  agreement  regarding  the  main  items:  indeed,  I  have  borrowed  cer- 
tain of  my  figures  from  his  earlier  balance  sheet,  and  he  has  taken  one  or 
two  from  mine. 

The  chief  difference  in  assumptions  hinges  on  one  point:  he  affirms,  and 
I  deny,  that  our  balance  with  the  world  as  a  whole  is  the  same  as  our  bal- 
ance with  Europe.  His  assumption  is  that  Europe's  current  debts  to  us 
are  offset  by  our  current  debts  to  the  non-European  world — that  Asia  and 
South  America,  etc.,  have  been  sending  us  goods  to  pay  for  our  shipments 
to  Europe.  I  deny  this,  maintaining  that  Europe  is  in  debt  on  current 
items  to  the  rest  of  the  non-European  world  also  and  that,  by  and  kffiPj 
she  has  no  current  net  credits  in  the  outside  world  against  which  she  could 
draw.  Professor  Williams  maintains,  and  I  deny,  that  the  old  triangular 
arrangements  still  hold.  He  maintains  that  the  triangle  of  credit  still  con- 
tinues. I  maintain  that  the  breaking  of  the  triangle  in  the  shipment  of  goods 
has  also  broken  the  triangle  in  the  transfer  of  credits.  In  the  shipment  of 
goods,  the  triangle  has  been  broken  by  the  war.  The  non-European  world 
has  sent  an  excess  of  goods  to  us;  we  have  sent  an  excess  of  goods  to  Eu- 
rope; but  the  third  side  of  the  triangle,  the  shipment  of  an  excess  of  goods 
from  Europe  to  the  non-European  world  outside  of  America,  has  dropped 
out. 

Professor  Williams  states  that  there  is  no  difference  in  theory  between 
us  on  this  point,  but  that  the  question  is  one  of  fact  merely  and  that  the 
burden  of  proof  is  upon  me. 

I  do  not  know  why  he  should  say  this.  I  think  that  the  facts  are  so  no- 
torious that  I  may  ask  the  court  to  take  "judicial  notice"  of  them.  Europe 
has  been  at  war.  The  war  has  consumed  the  energies  of  European  neutrals 
and  belligerents  alike.  All  of  them  have  bought  on  credit  all  they  could 
from  the  outside  world,  and  have  sold  very  little  to  the  outside  world,  f°r 
six  years. 

Professor  Williams  calls  attention  to  the  great  excess  of  goods  which  has 
come  to  us  from  the. non-European  world  since  the  first  of  January,  1919, 
and  asks  how  we  have  paid  for  it  unless  by  drawing  on  our  European  credits. 
I  think  this  question  can  be  answered  very  simply.  We  have  paid  for  it 
with  gold,  with  silver,  and  with  Federal  Reserve  notes  chiefly,  though  we 
have  also  piled  up  some  debts  in  the  non-European  world,  represented  hi 
part  by  bank  balances  which  outside  countries  hold  in  our  banks.  Our  ex- 
cess shipments  of  gold  and  silver  alone  fill  most  of  the  gap,  as  the  follow- 
ing table  reveals: 
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U.  S.  Teadb  Balance  with  Couhtbiks  Outbids  op  Europe — Fiom  J  ah.  1,  1919 

Gold  and  Solve*  Shipments  Included 

(000,000  omitted) 


Exports 

Imports 

Balance 

Commodities 
1919 
1990  (11  mos.) 

9,784 
3,499 

8,154 
3,853 

—490 
—494 

— 

- 

.  i 

Total 

Gold 
1919 
1990  (To  19/90) 

6,163 

399 
391 

7,007 

79 
97 

—844  Unfavor- 
able 

957 
994 

Total 

Silver 
1919 
1990  (To  19/90) 

650 

919 
106 

169 

89 

86 

481  Favor- 
able 

193 

90 

Total 

818 

175 

143  Favor- 
able 

Grand  Total 

7,131 

7,351 

—990  Unfavor- 
able 
Balance 

Of  the  $844,000,000  adverse  commodity  balance  of  trade  with  the  non- 
European  world  from  January  1,  1919,  to  December  1,  1920,  only  $220,- 
000,000  remain  when  our  balance  on  gold  and  silver  shipments  is  deducted. 
This  $220,000,000  is  reduced  further  by  not  less  than  $103,000,000  by 
shipments  of  Federal  Reserve  notes  from  the  United  States  to  Cuba  be- 
tween January  1,  1920,  and  October  20,  1920,  as  indicated  in  the  Federal 
Reserve  Bulletin  of  November,  1920,  page  1164.  (My  information  is  that 
this  article  was  written  about  October  20).  More  recent  information  from 
banking  circles  in  New  York  would  indicate  that  still  further  large  ship- 
ments of  Federal  Reserve  notes  have  gone  to  Cuba  since  the  Federal  Reserve 
Bulletin  article  was  written,  while  a  good  deal  went  in  1919.  Some  millions 
of  Federal  Reserve  notes  also  have  gone  to  some  other  countries.  Federal 
Reserve  notes  circulate  more  or  less  as  currency  in  some  of  the  northern  por- 
tions of  South  America,  in  Santo  Domingo  and  Hayti,  and  in  some  other 
places.  It  appears,  also,  that  the  amount  of  American  currency  held  in  the 
Argentine  and  in  Brazil  has  increased  by  possibly  a  million  dollars  in  the 
period  that  we  are  discussing. 

Closer  analysis  still  will  show  that,  when  we  leave  Cuba  out  of  account, 
we  have  more  than  paid  for  our  excess  of  imports  to  the  non-European  world 
with  actual  gold  and  silver.  Our  adverse  balance  with  Cuba  for  the  twenty- 
three  months  ending  December  1  was  $382,000,000.  This,  deducted  from 
the  $844,000,000  adverse  balance  with  the  non-European  world  as  a  whole, 
reduces  our  adverse  balance  with  the  rest  of  the  world  to  $462,000,000.  Our 
favorable  gold  and  silver  balance  with  these  countries,  however,  was  $624,- 
000,000,  so  that  we  have  sent  to  the  non-European  world,  excluding  Cuba, 
$122,000,000  more  in  gold  and  silver  during  this  period  than  we  needed  to 
send  them  to  pay  for  our  balance  in  goods  for  the  same  period.     (Our  gold 
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and  silver  dealings  with  Cuba  daring  this  period  were  negligible.)  Leav- 
ing out  Cuba,  therefore,  there  is  no  balance  to  account  for.  I  do  not  know 
what  basis  Professor  Williams  could  find  for  maintaining  that  Cuba  has  bees 
paying  Europe's  debts  to  us  by  shipments  of  sugar  here.  Cuba  was  not  in- 
debted to  Europe  for  goods  during  this  period,  and  I  have  found  no  reason 
to  believe  that  Cuba  has  extended  any  appreciable  amount  of  credit  to 
Europe  to  be  used  in  making  payments  here. 

Close  contact  for  the  past  two  years  with  the  actual  trading  in  foreign 
exchange,  moreover,  makes  me  question  very  many  of  Professor  Williams' 
contentions.  We  have  not  paid  for  goods  in  South  America  with  sterling  on 
a  large  scale;  probably  three  fourths  of  our  dealings  with  South  An^y^n 
countries  in  the  period  under  discussion  has  been  in  terms  of  dollars  rather 
than  of  sterling. 

We  have  not  bought  rupees  in  London  on  a  great  scale  for  paying  rupee 
obligations  in  India.  It  has  been  hard  to  get  rupees  in  London;  occasion- 
ally one  could  get  "Council  Bills"  there,  but,  in  general,  it  haa  been  far 
easier  to  buy  rupees  in  New  York  than  it  has  in  London.  Two  or  three 
institutions  in  New  York  have  been  selling  rupees  on  a  much  larger  scale 
than  London  has.  We  have  even  been  able  to  force  the  use  of  dollars  on 
Australia  and  South  Africa  in  increasing  measure,  particularly  in  the  last 
six  months.  Since  the  drastic  decline  in  rupees,  there  has  been  an  in- 
creased use  of  sterling  for  payments  in  India,  but  the* magnitudes  have 
not  been  very  great  Our  dealings  with  Europe,  outside  of  Great  Britain, 
have  been  very  largely  on  the  dollar  basis,  and  with  Britain  herself  the 
use  of  dollars  has  greatly  increased.  Our  dealings  with  Egypt  have  been 
in  large  measure  on  the  dollar  basis;  and  with  Asia,  excluding  India  and 
Japan,  there  has  been  little  sterling  used,  and  a  very  large  amount  of  dol- 
lars has  been  used,  for  the  past  four  years.  There  has  been  little  use  of 
sterling  in  payments  to  Japan:  the  yen  has  been  the  chief  basis  for  transac- 
tions there.  On  the  whole,  non-European  countries  have  been  sellers  of 
sterling  to  us,  rather  than  buyers  of  sterling  from  us.  The  New  York 
exchange  market  has  been  a  better  market  in  which  to  sell  sterling  than  the 
market  in  Buenos  Ayres  or  in  several  other  non-European  centers  jrhere  1 
have  been  able  to  feel  the  currents  of  exchange  trading. 

These  are,  in  part,  impressions,  rather  than  statements  which  I  make 
with  full  knowledge  of  the  market.  I  have,  however,  checked  them  by 
talking  with  several  men  who  deal  in  foreign  exchange.  There  is  not  unani- 
mity about  all  these  points.  Different  banks  have  partially  different  ex- 
periences.   But  I  think  these  statements  are  approximately  correct. 

There  has,  then,  not  been  a  restoration  of  normal  credit  relations,  and 
London  is  not  occupying  its  normal  position  as  the  intermediary  in  world 
commerce.  There  has,  rather,  been  the  effort  on  the  part  of  London  to  re- 
sume its  normal  place  under  abnormal  conditions,  with  the  result  of  a  ter- 
rible expansion  of  the  discounts  and  advances  of  British  banks  (amounting 
to  41  per  cent  from  June  30,  1919,  to  June  30,  1920),  and  an  increasing}? 
difficult  position  for  London.  I  think,  on  the  whole,  that,  if  all  these  car- 
rent  items  could  be  checked  up,  Europe's  current  debt  to  us  would  be  te* 
creased  rather  than  diminished  by  taking  into  account  (1)  Europe/* , 
tions  with  the  non-European  world  and  (2)  our  relations  with,  tfc*: 
European  world.  I  am  told  that  banks  in  the  Far  East  hare.  1 
balances  of  $200,000,000  net  from  London  to  the  Unittf  f~ 
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armistice,  increasing,  of  course,  the  pressure  on  sterling  in  the  process. 
Gold  has  at  times  gone  out  of  the  United  States  on  British  account. 

In  general,  there  is  no  reason  for  supposing  that  any  non-European  coun- 
try, except  the  United  States,  has  been  in  the  position  to  extend  larger  cred- 
its to  Europe  in  proportion  to  its  trade  relations  than  have  the  United  States. 
It  is  highly  probable  that  Europe  has  drawn  on  us  to  pay  her  debts  to  the 
non-European  world  to  a  greater  extent  that  she  has  drawn  on  the  non- 
European  world  to  pay  her  debts  to  us. 

Professor  Williams  shifts  the  issue  when  he  says  that  I  ought  to  try  to 
work  out  our  relations  with  the  European  belligerents  alone.  This  might 
be  interesting  for  some  purposes,  but  it  would  not  reveal  our  balance  with 
Europe,  which  is  what  my  figures  are  designed  to  do. 

I  took  account  of  the  credits  which  neutrals  had  with  us  on  January  1, 
1919.  1  knew  that  Scandinavian  countries  and  some  other  neutrals  had 
large  balances  in  New  York  banks.  1  credited  all  of  that  to  Europe.  All 
Europe  has  been  tied  together  financially.  Spain's  investments  in  marks  are 
very  heavy.  This  is  true  also  of  Holland,  the  Scandinavian  countries,  Bel- 
gium, Britain,  and  France.  Belgium  and  France  are  so  closely  tied  to- 
gether financially  that  Belgium  francs  and  French  francs  move  up  and  down 
together,  despite  the  fact  that  Belgium's  position,  both  financially  and  in- 
dustrially, is  much  better  than  that  of  France.  All  the  European  exchanges, 
except  Swiss  exchange,  are  at  a  heavy  discount  in  this  country.  Denmark 
and  Holland  have  been  buying  goods  here  to  ship  to  Germany,  and  the 
financing  of  imports  by  the  Continental  neutrals  has  been  largely  through 
London  in  much  the  same  way  that  the  financing  of  our  exports  to  the  Con- 
tinental belligerents  has  been.  Sterling,  despite  its  decline  in  New  York, 
has  gained  greatly,  relatively  to  the  European  neutral  exchanges,  in  the  past 
18  months. 

I  regard  Professor  Williams'  first  point,  then,  as  invalid,  and  his  second 
point  as  irrelevant. 

The  first  published  statement,  so  far  as  I  know,  regarding  the  peculiar 
position  of  London  and  of  sterling  exchange  was  contained  in  Commerce 
Monthly  (a  journal  with  which  I  was  at  the  time  associated)  of  January, 
1920  (issued  December  25,  1919),  page- 19.  The  statement  follows:  "The 
severe  decline  of  sterling  exchange  probably  reflects  not  simply  the  adverse 
trade  position  of  the  United  Kingdom  itself,  but,  in  addition,  the  pressure 
of  the  burden,  which  London  is  carrying,  of  a  good  portion  of  the  entire 
floating  indebtedness  of  the  other  European  countries  to  the  United  States. 
Our  exports  to  the  several  countries  of  Europe  in  good  part  have  been  made 
either  against  sterling  bills  or  against  other  currencies  which  have  been  con- 
verted, by  sale,  into  sterling.  While  this  is  the  natural  consequence  of  Lon- 
don's position  as  the  most  important  market  for  international  exchange,  it 
has  accentuated  the  fall  of  sterling  in  our  markets." 

Professor  Williams  agrees  with  this  view,  but  suggests  that  I  may  have 
exaggerated  in  my  article  in  the  Chase  Economic  Bulletin  the  extent  of  it, 
because  much  of  our  huge  trade  balance  is  directly  with  England.  This  is, 
however,  a  point  which  I  had  myself  made.  Part  of  London's  burden  grows 
out  of  the  fact  that  she  has  been  buying  from  us  for  cash,  but  selling  to  the 
Continent  on  time.  Professor  Williams  thinks  that  the  extent  to  which  she 
has  bought  from  us  to  sell  to  the  Continent  cannot  be  as  great  as  I  would 
hold  because  British  figures  for  reexports  are  not  exceedingly  large.     I 
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should  maintain  that  the  figures  for  reexports  do  not  tell  the  story.  Britain 
has  bought  raw  materials  from  as  for  cash,  which  she  has  worked  up  and 
sent  to  the  Continent.  These  do  not  appear  as  reexports.  Moreover,  she 
has  been  able  to  send  British  products  of  various  kinds  to  the  Continent  be- 
cause of  her  ability  to  get  similar  products  or  substitutes  from  us. 

I  am  not  impressed  by  the  figures  which  Professor  Williams  refers  to, 
designed  to  show  that  our  exports  represent  merely  increase  in  prices  and 
not  in  physical  quantities.  Statistics  have  been  offered  reducing  exports  to 
a  common  physical  unit,  the  pound  avoirdupois,  which  indicate  this.  Such 
figures  fail  to  take  account,  however,  of  the  great  change  in  the  character 
of  our  exports.  We  have  sent  out  an  increasing  proportion  of  finished  and 
even  highly  finished  products  and  a  greatly  reduced  proportion  of  bulky 
products  of  low  value  and  great  weight.  This  was  especially  true  daring 
the  war,  when  shipping  space  had  to  be  economised  and  only  the  most  highly 
concentrated  forms  of  products  could  find  ship-room. 

Two  pounds  of  alcohol  are  evaporated  in  making  a  pound  of  smokeless 
powder.  In  economic  essence  the  alcohol  is  exported  in  the  smokeless  pow- 
der— but  it  doesn't  get  into  the  statistics  of  pounds  of  goods  exported.  We 
need  a  subtler  physical  unit  than  the  pound  avoirdupois  before  such  a  com- 
putation is  of  value.  If  it  could  be  handled,  a  unit  based  on  a  day's  labor 
would  be  better.  The  significant  thing  is  the  drain  which  the  export  bal- 
ance has  made  on  our  labor  and  resources.  Many  items  have  not  got  into 
the  export  figures.  Thus  exports  had  to  be  rushed  out  at  high  speed  during 
the  war — an  extra  economic  service,  not  easily  subjected  to  statistical  meas- 
urement, but  one  which  involved  much  labor  and  much  friction  and  waste. 
The  figures  for  trinitrotoluol  exported — themselves  very  incomplete  be- 
cause so  much  of  this  went  in  Government  vessels — do  not  include  our  losses 
through  explosions  at  the  Tennessee  Copper  Company's  plant  and  elsewhere. 
The  ships  we  built  are  not  included  nor  our  war  activities  in  general. 

The  same  criticism  applies  to  figures  based  on  a  selected  set  of  exports 
taken  at  1913  prices,  and  taken  as  representative  of  exports  in  general 
Such  figures  have  been  offered  as  showing  that  the  physical  exports  have 
increased  only  moderately.  These  figures  again,  however,  make  no  allow- 
ance for  the  changed  character  of  our  exports.  The  elements  that  enter  into 
them  are  all  elements  which  were  important  enough  to  be  separately  listed 
in  the  figures 'of  1913  and  many  of  the  most  important  wartime  exports  are 
not  entered  at  all.  Moreover,  no  change  is  made  in  the  weighting  of  these 
elements  as  the  years  go  on.    The  1913  weights  are  continued. 

There  is  not  time  for  full  discussion  of  the  Quantity  Theory  or  for  the 
'  strange  view  that  high  prices  are  adequately  explained  by  the  volume  of  de- 
posits and  money  in  circulation  and  have  no  reference  to  the  export  and 
import  situation.  I  do  not  see  how  anybody  can  find  confirmation  of  the 
Quantity  Theory  in  the  events  of  the  last  eleven  months.  Prices  have 
dropped  something  like  40  per  cent  on  Bradstreet's  Index  Number  from  the 
first  of  February,  1920,  to  the  first  of  January,  1921,  despite  the  fact  that 
the  volume  of  money  in  circulation  and  the  volume  of  deposits  subject  to 
check  have  increased  in  that  period.  On  the  other  hand,  while  the  whole 
of  this  price  change  is  not  to  be  explained  simply  by  reference  to  the  ex- 
port and  import  situation,  it  is  very  clear  that  that  has  been  an  enormous 
factor.  During  the  latter  part  of  1919  and  through  September  of  1920  there 
came  a  great  increase  in  our  imtv*-*-  *•*«**  non-European  countries  of  raw 
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materials.  Our  export  balance,  which  had  been  $625,000,000  in  June,  1919, 
dropped  to  about  one  tenth  that,  namely,  $65,000,000  in  August  of  1920. 
The  imports  of  raw  materials  broke  the  prices  of  raw  materials  in  many  cases 
far  below  prewar  figures.  The  collapse  had  gone  so  far  by  October,  1920, 
that  such  imports  were  drastically  checked.  Meanwhile,  exports  of  farm 
products,  notably  meats,  were  much  reduced,  and  their  prices  broke  heavily. 
The  collapse  in  these  markets  cut  under  the  buying  power  of  large  elements 
of  the  population,  and  the  whole  price  fabric  crumbled. 

Professor  Williams  and  I  are  agreed  that,  whether  the  exact  amount  of 
Europe's  unfunded  debt  to  private  creditors  in  this  country  is  in  the  neigh- 
borhood of  $3,000,000,000  or  in  the  neighborhood  of  $4,000,000,000,  it  is,  in 
any  case,  too  large.  We  are  agreed  that  investors'  money,  rather  than  bank 
money  or  the  working  capital  of  business  enterprises,  must  be  called  upon 
to  finance  future  export  balances.  We  both  agree,  I  take  it,  that  the  bal- 
ance of  trade  must  be  greatly  reduced  in  the  near  future  whether  it  dis- 
appears or  not. 

I  am  not  sure  that  we  are  in  full  agreement  as  to  the  motives  which  should 
govern  our  efforts  to  get  investors'  money  for  continuing  an  export  balance 
with  Europe.  In  my  view,  the  critical  problem  is  Europe's  need  and  not 
our  own  need  for  markets.  By  proper  readjustment  in  our  industries  and 
our  prices  we  can  consume  at  home  as  much  as  we  produce.  But  we  must 
rehabilitate  Europe.  This  means  that  we  must  find  money — investors' 
money — to  get  over  to  Europe  the  goods  that  she  really  needs.  But  merely 
finding  money  is  not  enough.  Europe  has  had  many  billions  from  us  since 
the  armistice,  and  they  have  done  her  very  little  good.  She  has  taken  an 
appalling  proportion  of  finished  manufactures  ready  for  consumption  which 
she  ought  to  have  produced  herself.  She  has  taken  an  appallingly  small 
proportion  of  her  exports  from  us  in  the  form  of  raw  materials  which  she 
could  work  up.  We  should  accompany  the  money  by  control  over  Europe's 
buying  in  such  a  way  as  to  get  her  the  things  that  will  really  help  her. 

Raleigh  S.  Ripe. — Professor  Williams'  paper  is  a  very  interesting  and 
suggestive  study  of  the  trade  balance  of  the  United  States  since  the  armi- 
stice. Professor  Williams  reaches  the  conclusion  that  the  trade  balance  has 
been  unsoundly  financed  to  the  extent  that  there  are  outstanding  short-term 
unfunded  banking  credits  to  an  amount  approximately  of  $3,000,000,000. 
While  Mr.  Anderson  is  in  practical  agreement  with  Professor  Williams  in 
regard  to  the  amount  of  unfunded  credit  outstanding,  I  wish  to  state  at  the 
outset  that  I  am  not  in  agreement  with  the  position  taken. 

Since  the  armistice  the  banks  of  the  country,  while  desirous  of  serving  the 
needs  of  the  business  community,  have  not  encouraged  their  clients  in  indis- 
criminate extension  of  credit  to  European  buyers.  Many  instances  might 
be  cited  during  the  last  18  months  where  exporters  have  been  discouraged 
against  taking  in  payment  of  goods  short-time  Treasury  bills  of  various 
European  governments.  The  banks  have  been  guided  by  the  principle  that 
the  credit  of  any  foreign  government  would  be  materially  impaired  by  in- 
discriminate issuance  of  Treasury  bills.  The  banks  have,  of  course,  fol- 
lowed their  normal  procedure  of  issuing  90  to  120  day  acceptances  and 
short-term  credits  of  this  character,  to  be  covered,  of  course,  by  payments 
at  the  time  of  maturity.  While  there  are  instances  of  unusual  extension  of 
credit  on  the  part  of  our  business  men  to  foreign  purchasers,  I  do  not  be- 
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lieve  as  a  matter  of  principle  that  they  have  been  overzealous  in  audi  ex- 
tensions of  credit. 

Oar  statistical  information  is  not  sufficiently  complete  to  enable  an  ap- 
proximation of  all  the  invisible  items  that  enter  into  the  payment  of  the 
balance  of  trade  of  our  country.  It  is  quite  generally  known  that  the  Ameri- 
can public  has  been  a  heavy  purchaser  of  foreign  exchange  because  of  the 
speculative  opportunities  for  profits.  Further,  Americans  have  been  heavy 
purchasers  of  internal  bonds  of  many  European  countries.  A  considerable 
amount  of  foreign  securities  has  been  transferred  to  the  American  market 
In  this  instance,  reference  is  made  to  Japanese  sterling  bonds,  Argentine 
sterling  bonds,  etc.  In  addition,  the  investment  of  American  capital  in  pri- 
vate channels  in  many  countries  must  be  taken  into  account.  All  of  these 
are  invisible  items  in  our  balance  of  payments  which  it  is  very  difficult  to 
measure  statistically,  and  frankly  I  do  not  believe  that  anyone  knows  defi- 
nitely enough  the  status  of  these  invisible  items  to  charge  that  our  credit 
structure  has  been  made  top-heavy  on  account  of  unfunded  short-term  credits. 

In  estimating  our  balance  of  payments,  I  prefer  not  to  limit  my  figures  to 
the  period  beginning  with  the  armistice  because  of  the  difficulty  of  knowing 
to  what  extent  export  shipments  following  the  armistice  were  paid  for  by 
credits  extended  by  the  United  States  Government  before  the  date  of  the 
armistice.  A  much  safer  policy  in  handling  the  figures  is  to  go  back  to 
July  1,  1914,  and  bring  the  total  figures  up  to  October  30,  1920.  Our  ex- 
port figures  show  that  the  total  excess  of  merchandise  exported  over  mer- 
chandise imported  was  $17,675,000,000,  to  which  should  be  added  the  net 
exportation  of  silver  of  $458,000,000,  bringing  the  total  to  $18,133,000,000. 
The  excess  of  imports  of  gold  over  exports  amounted  to  $779,000,000.  Sub- 
tracting this  figure  from  the  total  of  export  movements  shows  a  balance 
of  trade  of  $17,354,000,000  in  favor  of  the  United  States  for  the  period 
from  July  1,  1914,  to  October  30,  1920. 

In  turning  to  the  credit  operations  with  which  this  huge  export  balance 
was  paid,  the  following  figures  are  indicative  of  the  situation.  The  United 
States  Government  extended  credits  to  allied  and  associated  governments  to 
a  total  of  $9,580,000,000.  There  is  outstanding  in  the  American  market  ap- 
proximately $2,500,000,000  of  loans  and  stocks  which  have  been  offered  to 
the  public  and  have  been  purchased  by  private  investors.  It  is  generally 
understood  that  there  have  been  important  sales  by  foreigners  of  American 
securities  which  they  formerly  held.  Various  estimates  have  been  made  of 
the  volume  of  such  transactions  and  in  this  matter  there  are,  of  course,  many 
invisible  items  and  our  statistical  information  is  not  complete  enough  to 
enable  us  to  determine  this  figure  with  exactitude.  It  is  generally  recognised 
that  during  the  year  1920,  with  a  further  fall  in  exchange  rates,  the  sale 
of  foreign  held  securities  on  the  New  York  Stock  Exchange  has  been  more 
pronounced.  Realizing  the  imperfections  to  be  attached  to  an  estimate  of 
the  amount  of  American  securities  purchased  from  foreign  holders,  I  sug- 
gest that  a  reasonable  figure  should  be  about  $3,000,000,000. 

We  now  come  to  the  discussion  of  the  second  group  of  invisible  Hems, 
which  include  the  purchase  of  internal  bonds  of  foreign  countries,  the  pur- 
chase of  other  classes  of  foreign  securities,  the  private  investment  of  Ameri- 
can capital  abroad  in  branch  factories,  in  development  work,  etc.  The 
writer's  opinion  is  that  $1,000,000,000  would  be  a  fairly  conservative  esti- 
mate for  this  type  of  investment.    His  belief  is  further  strengthened  by  ftt 
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estimates  that  have  been  made  by  Mr.  Cates  of  Canada,  Mr.  Fields,  former- 
ly editor  of  the  Montreal  Financial  Times,  and  himself,  which,  taken  as  a 
-whole,  show  that  the  so-called  invisible  investment  of  American  capital  in 
Canada  since  the  outbreak  of  the  war,  including  the  purchase  of  internal 
bonds  and  the  investment  of  private  capital,  has  approximated  $500,000,000. 
Having  in  mind  the  heavy  investment  of  American  capital  of  this  same  char- 
acter in  sugar  developments  in  Cuba,  developments  in  Central  America,  the 
packing,  mining,  and  petroleum  industries  in  South  America,  the  rubber  in- 
dustry in  the  Near  East,  as  well  as  the  investment  of  private  capital  in 
Europe  and  internal  bonds  of  the  European  countries,  it  seems  that  the 
additional  $500,000,000  would  not  be  far  from  the  truth.    This  brings  the 
total  of  credit  operations  to  a  total  of  $16,018,000,000.     The  balance  of 
$1,274,000,000  is  covered  in  part  by  purchases  of  foreign  exchange  cur- 
rencies and  short-term  banking  credits. 

This  in  itself  is  not  a  figure  about  which  we  need  to  be  disturbed  at  all, 
and  does  not  indicate  that  our  foreign  trade  since  the  armistice  has  been 
unsoundly  financed  by  the  large  extensions  of  credit  on  the  part  of  bank- 
ing institutions.  This  evidence  points  to  the  conclusion  that,  in  so  far  as 
foreign  trade  financing  is  concerned  at  least,  the  banks  as  a  whole  have  been 
conducted  sanely  and  soundly  during  a  critical  period,  and  instead  of  over- 
extending  their  credit  in  foreign  transactions  have  been  ultra-conservative 
in  this  respect.  As  a  general  proposition  our  banking  structure  has  passed 
through  a  very  critical  period  and  remains  in  unusually  sound  condition. 

It  is  well  to  pass  from  this  review  of  the  statistical  information  to  a  brief 
discussion  of  financing  our  export  movement.  There  has  been  developed  in 
recent  months,  with  the  drop  in  commodity  prices  and  the  slowing  up  of  busi- 
ness, a  much  keener  interest  on  the  part  of  the  public  at  large  of  the  neces- 
sity of  financing  our  exports.  This  is  liable  to  lead  to  the  discussion  of 
hasty  and  unsound  methods  of  financing.  The  recent  discussion  of  the  re- 
vival of  the  War  Finance  Corporation  is  a  case  in  point.  In  theory,  as  well 
as  in  practice,  I  am  opposed  to  the  revival  of  such  an  institution  and  think 
it  highly  desirable  to  keep  the  government  out  of  the  financing  of  our  trade 
movement  as  much  as  possible.  There  is  only  one  excuse  for  government 
participation  in  such  financing  and  that  is  from  the  standpoint  of  insurance. 
There  are  certain  sections  in  Europe  of  which  it  is  impossible  today  to  de- 
termine their  credit  position  so  that  private  investors  may  invest  their  funds 
in  the  securities  of  these  countries,  and  yet  these  countries  have  great  need 
for  American  railway  equipment,  for  machinery  and  other  articles  to  revive 
and  restore  their  economic  life.  For  example,  Roumania  needs,  above  all, 
transportation  facilities  so  that  the  agricultural  production  may  be  mobil- 
ized for  shipment  and  its  rich  oil  resources  developed.  It  would  be  a  great 
help  to  all  that  part  of  Europe  east  of  the  Rhine  to  be  able  to  buy  the 
needed  things  in  America  to  restore  its  economic  production.  The  British 
have  pointed  the  way  in  the  formation  of  the  British  Trade  Corporation, 
which  acts  as  a  sort  of  insurance  fund  against  risk,  so  that  the  cost  of  in- 
surance is  transferred  to  the  government.  The  French  Government  has  re- 
cently taken  a  little  different  step  in  guaranteeing  certain  credits  extended 
by  private  capital.  The  necessity  of  restoring  that  part  of  Europe  east  of 
the  Rhine  to  a  normal  economic  production  is  of  such  importance  to  western 
industrial  Europe  and  the  United  States  that  we  cannot  expect  a  normal 
resumption  of  business  and  recovery  from  the  present  depression  until  this 
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part  of  Europe  is  restored.  Consequently,  the  question  of  insurance  of  the 
risk  is  of  such  vital  importance  to  the  whole  economic  life  of  the  people  of 
the  United  States  that  there  might  he  some  reasonable  argument  in  favor  of 
allowing  the  government  to  participate  in  a  limited  way  in  the  insurance  of 
the  risk  involved  in  extending  credit  to  those  parts  of  the  world. 

The  disarrangement  of  foreign  exchange  and  the  depreciated  value  of  the 
paper  currencies  of  many  countries  of  Europe  have  resulted  in  a  revival  of 
barter  as  a  means  of  trade.  The  old  Indian  methods  of  trade  have  thus  been 
revived  in  trading  with  many  of  the  countries  east  of  the  Rhine.  Dr.  Vts- 
serung,  of  the  Bank  of  Netherlands,  has  made  a  rather  constructive  idea  to 
keep  in  touch  with  these  markets.  His  suggestion  is  the  formation  of  a 
large  barter  finance  corporation.  For  illustration,  if  such  a  corporation  was 
formed  in  the  United  States,  it  would  represent  in  its  membership  a  great 
number  of  American  producers.  American  goods  would  be  exchanged  for 
products  of  those  countries  and  these  products  in  turn  would  be  sold  in 
whatever  world  market  it  was  possible  to  find.  It  also  would  take  in  ex* 
change  for  products  valuable  concessions  and  thereby  lay  the  basis  for 
considerable  investment  of  private  capital.  We  realise  that  this  method 
suggested  by  Dr.  Visserung  has  many  practical  difficulties  if  carried  into 
definite  operation.  However,  it  is  of  particular  value  in  that  it  perma- 
nently establishes  some  connection  between  the  American  market  and  these 
various  countries. 

The  other  point  about  which  I  wish  to  speak  in  my  limited  period  of  time 
is  the  necessity  that  is  now  confronting  the  country  of  getting  American 
capital  interested  in  opportunities  in  foreign  countries.  Many  of  these 
countries  have  great  demand  for  capital  of  a  private  nature,  which  may 
properly  be  called  enterprise  capital.  It  is- that  type  of  capital  that  can  go 
in  and  develop  the  resources  of  a  country,  assuming  the  risk  of  developing 
and  receiving  in  turn  profits.  Such  opportunities  do  not  warrant  an  appeal 
to  the  loan  investment  market,  but  would  offer  sufficient  inducement  to 
American  enterprise  capital.  The  investment  of  enterprise  capital  in  for- 
eign countries  implies  the  exportation  of  men  to  act  as  managers  of  such 
enterprises.  No  greater  service  can  be  performed  today  for  this  representa- 
tive body  of  university  teachers  of  economics  than  to  impress  on  our  young 
men  the  necessity  of  devoting  a  part  or  all  of  their  time  to  service  in  for- 
eign enterprises  which  are  financed  by  American  capital. 


AN  INTRODUCTORY  SURVEY  OF  THE  BITUMINOUS  COAL 

INDUSTRY 

By  C.  E.  Lesher 
Editor  Coal  Age 

Picture,  if  you  will,  an  industry,  the  foundation  of  modern  industrial 
progress  touching  the  daily  life  of  nearly  every  individual  in  the  coun- 
try, simple  almost  as  agriculture  in  its  basic  elements,  as  unorganized 
as  the  retail  grocery  business,  limited  on  the  one  hand  by  almost  in- 
elastic market,  on  the  other  by  transportation,  over  neither  of  which 
has  it  control,  and  you  have  before  you  the  bituminous  coal  business  as 
it  is  today  and  as  it  has  been  for  the  past  thirty  years. 

Bituminous  coal  is  power,  and  power  is  the  essential  of  modern  in- 
dustry. We  are  no  longer  an  agricultural  nation,  we  are  the  largest 
workshop  in  the  world.  Manufactured  goods  now  exceed  raw  materials 
and  food  products  in  our  exports;  the  majority  of  our  people  live  in 
the  cities.  The  fallacy  that  we  can  distinguish  between  essential  and 
nonessential  users  of  coal  has  been  exploded.  All  use  of  coal  is  essen- 
tial, not  necessarily  because  the  product  made  in  every  plant  is  essential, 
but  because  the  continuous  and  uninterrupted  operation  of  every  plant 
is  necessary.  Whole  communities  are  often  dependent  for  their  exist- 
ence and  livelihood  on  single  industries  within  their  borders,  and  the 
operation  of  those  industries  is  dependent  on  power,  that  is,  on  coal. 

Coal  is  the  first  essential  of  all  our  progress.  Coal  is  required  to 
mine  the  raw  materials  of  industry,  coal,  iron  ore,  all  other  minerals. 
Coal  is  required  to  thresh  our  wheat,  to  mine  and  prepare  the  fertilizers 
for  the  fields.  Coal  is  required  in  large  quantities  to  transport  the  raw 
materials  to  factory,  the  food  to  the  people,  and  to  move  commodities 
to  market  here  and  abroad.  On  an  ample  and  cheap  supply  of  bitumi- 
nous coal  has  been  built  the  vast  industrial  machine  we  call  the  United 
States. 

Coal  is  not  the  last  thing  required,  it  is  the  first,  yet  coal  is  treated 
in  our  national  thinking  as  are  such  commonplace  things  as  sand  and 
gravel,  slag,  refuse,  and  waste  products.  Nowhere  is  this  better  shown 
than  in  the  treatment  of  coal  as  traffic  by  the  railroads.  A  low  grade, 
nonperishable  commodity,  coal  is  given  deferred  movement.  So  in- 
grained in  practice  is  the  deferrment  of  coal  by  the  railroads  that  dur- 
ing the  war  orders  issued  for  prior  movement  of  coal  were  treated  light- 
ly and  results  were  accomplished  only  after  the  idea  that  the  orders 
from  above  were  for  a  purpose  and  that  coal  was  a  war  necessity  had 
soaked  down  the  line  to  the  lowliest  switchman.  Although  none  would 
deny  the  importance  of  transportation  to  coal,  yet  today  no  other 
commodity  is  forced  to  accept  the  rationing  of  cars.     Whenever  the 
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man  can  claim  no  responsibility.  Conditions  absolutely  outside  his 
control  have  given  to  coal  a  remarkably  steady  market  at  good  prices, 
the  four  years  considered  as  a  whole.  It  is,  however,  not  hard  to  specu- 
late as  to  what  would  have  been  the  position  of  the  bituminous  coal  in- 
dustry if  in  1914  the  war  had  not  affected  conditions  so  fundamentally. 

In  a  "Statement  of  Facts"  issued  Dec.  1,  1914,  or  six  years  ago, 
the  operators  of  Illinois  and  Indiana  set  forth  for  the  President  of  the 
United  States  and  the  public  the  condition  of  their  industry.  Declar- 
ing that  the  normal  state  of  their  industry  for  some  years  had  been 
such  as  to  "endanger  lives  of  the  miners,  waste  the  coal  reserves,  and 
deprive  the  operators  of  any  hope  of  profit ;  that,  subject  to  inter-state 
laws  governing  combinations  respecting  prices  and  distribution  and  to 
state  laws  governing  the  mining,  fastened  between  combinations  of  buy- 
ers on  the  one  side  and  labor  unions  on  the  other,  they,  the  operators, 
found  themselves  unable  to  prevent  waste  or  to  enjoy  sufficient  profit, 
if  at  times  they  could  make  any  profit,  to  properly  equip  their  proper- 
tics  for  the  protection  of  their  miners.  Asking  that  special  attention 
be  given  the  needs  of  the  coal  industry  in  the  appointment  of  the  then 
newly  authorized  Federal  Trade  Commission,  these  operators  said, 
"There  is  no  desire  now  or  hereafter  to  establish  a  coal  monopoly. 
Much  less  is  there  a  desire  to  extort  unreasonable  profits,"  They  in- 
vited "appropriate  and  definite  governmental  control"  to  the  extent 
"at  least  of  permitting  all  of  their  activities  to  be  known  to  the  pub- 
lic." "Coal  operators  would  not  object  to,  but,  on  the  contrary,  would 
invite  such  publicity  and  supervision/* 

How  desperate  these  operators  considered  their  condition  in  1914  is 
evidenced  by  these  published  statements.  Had  not  the  conditions  sur- 
rounding their  markets  been  violently  changed  by  the  war,  they  would 
have  indeed  been  in  desperate  straits  by  this  time.  Now,  the  funda- 
mental conditions  have  not  changed  from  prewar  times.  Coal  oper- 
ators are  no  more  permitted  now  to  combine  in  setting  prices  or  in 
controlling  distribution  than  they  were  six  years  ago.  They  are  today 
confronted  by  the  same  labor  unions  and  the  same  combinations  of  large 
steam  coa]  buyers.  They  are  today  picking  up  the  threads  of  the  story 
where  they  left  off  six  years  ago. 

Consumption  of  coal  in  the  United  States  is  inelastic.  No  more  coal 
is  consumed  than  is  needed  to  perform  the  work  at  hand  or  to  give  the 
necessary  heat.  No  considerations  of  price  will  induce  a  manufacturer 
to  bum  more  coal  than  is  required  to  produce  the  goods  for  which  he 
has  a  market.  As  householders  we  consume  no  more  coal  than  we  need 
to  keep  warm :  no  matter  how  low  the  price  and  no  matter  how  high  the 
price*  we  require  a  certain  minimum.  As  differing  from  consumption, 
however,  is  demand.    Although  a  consumer  will  in  a  iriven  period  burn 


I 


Introductory  Survey  of  the  Bituminous  Coal  Industry  58 

»6  more  than  is  required,  he  may  for  different  reasons  buy  more  or  less 
than  he  burns,  adding  to  or  taking  from  storage  to  make  up  the  dif- 
ference. No  one  in  the  industry  can  increase  or  decrease  this  demand. 
The  consumer  is  the  arbiter  of  the  destiny  of  the  coal  producer,  and  is 
fast  becoming  an  important  factor  in  the  production  of  coal.  It  is 
roughly  estimated  that  80  per  cent  of  the  coal  produced  comes  from 
mines  owned  by  and  operated  for  the  consumer.  In  fact,  because  of 
this  and  the  inability  of  the  coal  men  to  organize  for  selling,  the  con- 
sumer today  holds  the  balance  of  power.  In  view  of  the  history  of  coal 
prices  this  past  season,  it  may  sound  strange  to  say  that  the  consumer 
holds  the  balance  of  power.  The  high  prices  of  this  year  were  made 
by  the  consumer,  and  had  he  exercised  his  power  there  would  have 
been  no  such  prices.  It  was  not  combination  among  the  coal  producers 
or  shippers  that  caused  ten  dollar  coal  this  year,  nor  was  it  lack  of 
mines  and  miners  to  produce  all  the  coal  for  which  there  was  demand. 
We  are  all  familiar  with  the  theory  of  the  law  of  supply  and  demand — 
that  as  demand  increases  and  prices  rise  production  will  be  called  forth 
by  the  higher  prices  to  meet  this  demand,  and  when  output  meets  de- 
mand prices  will  fall.  This  would  inevitably  have  happened  in  coal 
but  for  the  fact  that  the  link  between  producer  and  consumer,  the  rail- 
road, failed  to  meet  the  demand  placed  on  it.  High  prices  could  not 
affect  the  rate  of  production  after  the  railroads  had  reached  the  limit 
of  power  to  carry  the  coal. 

Coal  at  the  mine  this  summer  was  no  more  worth  the  ten  dollars  it 
too  frequently  brought  than  it  is  today.  What  buyers  were  paying  for 
was  coal  plus  transportation.  The  placfe  value  of  coal  this  past  season 
has  been  magnificent,  from  the  standpoint  of  the  seller  who  was  in  po- 
sition to  deliver.  It  was  coal  in  a  car  that  was  worth  money,  not  coal 
in  the  mine.  Today  producers  of  coal  are  competing  with  each  other 
at  the  buyer's  door;  last  summer  they  were  competing  for  cars  at  the 
mines. 

You  will  hear  something  later  on  about  the  irregularity  of  operation 
in  the  bituminous  coal  industry.  There  is  a  form  of  irregularity  of 
operation  of  coal  mines  that  is  not  social  in  the  sense  that  it  is  due  to 
general  economic  conditions,  to  seasons,  or  to  car  supply.  It  is  the 
variation  in  operation  between  adjacent  plants  due  to  differences  in  the 
ability  of  the  owner  to  sell  his  product.  When  the  coal  market  is  easy, 
when  buyers  must  be  approached  with  offers,  then  the  coal  that  is  off 
grade  is  moved  with  difficulty  and  the  mine  from  which  it  comes  and 
iHe  labor  that  produces  it  are  idle  much  of  the  time.  The  average  run- 
ning tiire  that  shows  in  our  statistics  is  not  the  figure  for  each  property. 

One  of  the  commonest  causes  for  variations  in  the  rate  of  production 
from  mines  in  the  same  field  in  periods  of  slack  demand  for  coal  is  the 
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adopted  policy  of  the  railroads  to  buy  their  fuel  in  part  with  assigned 
cars.  When  not  abused  by  the  railroad,  the  practice  of  contracting  to 
supply  the  output  of  a  mine  to  the  railroad  with  an  assured  supply  of 
cars,  no  matter  how  short  the  field  may  later  be,  is  a  business  venture. 
The  railroad  gets  a  low  price  because  giving  a  steady  and  fairly  con- 
tiguous market;  the  operator  takes  a  small  but  certain  gain  in  prefer- 
ence to  gambling  on  the  chance  of  higher  prices  in  the  open  market  dur- 
ing the  life  of  his  contract.  But  the  result  is  that  under  this  system 
we  have  some  mines  always  at  work  and  others  idle. 

The  bituminous  coal  operators  are  not  unanimous  in  condemning  the 
assigned  car  practice,  but  the  majority  are  opposed;  and  through  the 
National  Coal  Association  they  have  instituted  suits  to  abolish  it,  under 
the  provisions  of  the  Transportation  Act.  For  obvious  reasons,  the 
miners  union  is  also  opposed  to  the  use  of  assigned  cars  and  the  idle- 
ness of  some  mines  while  others  are  working  full  time.  Private  cars, 
those  owned  by  the  coal-mine  operator  or  the  consumer,  are  always  as- 
signed; they  can  be  used  only  at  the  mines  to  which  they  belong.  It 
has  become  quite  a  common  practice  for  concerns  to  purchase  open- 
top  equipment  as  a  protection  for  their  business.  One  large  company  in 
the  East  has  built  up  a  remarkable  business  to  tidewater  owing  to  its 
ability  to  guarantee  delivery  of  coal,  because  of  the  cars  it  owns.  The 
steel  companies  are  large  owners  of  private  cars. 

A  new  question  has  arisen  in  respect  to  these  cars.  On  certain  rail- 
roads the  trackage,  terminals,  and  motive  power  are  not  sufficient  to  give 
100  per  cent  service  to  all  the  mines  if  all  mines  have  orders  for  all  their 
coal  and  the  railroad  has  sufficient  cars  for  all  the  business  offered. 
On  these  roads  are  large  interests  owning  both  mines  and  cars,  and 
these  interests  have  so  far  been  given  service  in  preference  to  the  mines 
depending  on  railroad  owned  cars.  We  have  here  a  condition  not  of 
car  shortage,  but  of  transportation  shortage. 

The  tendency  is  toward  greater  use  of  machinery  in  mining.  For 
four  years  the  urge  has  been  for  machines  to  gain  larger  tonnages ;  now 
it  will  be  as  in  the  years  before  the  war  to  make  for  lower  costs.  More 
than  half  the  bituminous  coal  mined  is  undercut  by  machines,  and  to- 
day equipment  manufacturers  are  developing  loading  machines  that 
promise  to  still  further  increase  the  output  per  man  per  day.  A  ma- 
chine has  been  successfully  developed  that  cuts  the  coal  from  the  face, 
picks  it  down,  and  loads  it  into  mine  cars  in  one  continuous  operation. 

No  survey  of  the  bituminous  coal  industry  could  be  complete  without 
reference  to  labor.  The  cost  of  labor  and  the  labor  cost  are  both 
items  of  importance  to  the  coal  producer  and  to  the  consumer  as  well 
The  cost  of  mine  labor,  that  is,  the  wages  paid,  are  the  highest  todsj 
they  ever  have  been.    They  are  too  high  to  be  permanent.     Common 
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labor,  the  day-wage  man,  gets  $7.50  per  day  compared  with  $2.85  in 
1916.  One  reason  this  wage  is  so  high  is  that  the  days  worked  are  less 
than  full  time;  the  other  reason  is  that  the  miner  is  so  well  organized 
that  he  has  been  able  to  secure  his  share  of  the  profits  of  the  coal  busi- 
ness in  the  past  few  years.  As  the  period  of  large  profits  is  over  for  a 
time  at  least,  if  not  for  all  time  should  Senator  Calder  have  his  way, 
the  wage  of  the  mine  worker  must  come  down.  The  country  must  have 
coal  as  cheap  as  possible,  and  labor  cost  represents  about  three  quarters 
of  the  total  expense  of  getting  the  coal  and  loading  it  on  the  railroad 
cars.    For  every  dollar  of  mine  cost  the  wages  take  nearly  75  cents. 

The  coal  mine  workers  are  among  those  best  organized  of  all  classes 
of  workmen.  When  the  call  for  the  strike  of  last  year  was  issued,  seven 
out  of  every  ten  men  in  the  soft  coal  mines  of  the  United  States  re- 
sponded. 

The  great  markets  for  bituminous  coal  are  the  railroads,  manufac- 
turing industries,  steamship  bunkers,  and  coke  and  gas  plants.  The 
greatest  density  of  industry,  rail  traffic,  and  steamship  demand  is  in 
the  eastern  part  of  the  United  States.  The  mines  serving  that  terri- 
tory therefore  have  the  steadiest  demand  for  their  product.  As  we 
go  westward,  the  use  of  soft  coal  for  heating  increases  and  we  find  the 
demand  more  seasonal  and  the  market  less  steady.  Considered  broadly, 
therefore,  the  mines  in  the  East  have  the  best  running  time,  those  in 
the  Middle  West  rank  next,  and  in  the  West  the  finding  of  a  market 
in  the  summer  time  is  a  serious  problem. 

A  new  element  has  been  introduced  into  the  market  problem  of  the 
bituminous  coal  industry  in  the  foreign  demand.  This  demand  can 
only  be  satisfied,  from  the  very  nature  of  things,  by  the  mines  in  the 
East  that  already  have  the  best  potential  demand  for  their  product. 
For  this  reason  the  production  of  coal  in  the  Appalachian  region  this 
past  year  has  been  of  utmost  interest  to  all  who  have  been  watching 
the  shortage.  The  West  and  Middle  West  were  recognized  as  being 
fully  able  to  take  care  of  themselves,  but  would  the  East  be  able  to 
meet  the  demand  at  home  and  at  the  same  time  fill  a  large  foreign  de- 
mand? It  has  been  done,  but  only  by  concentrated  effort  on  the  part 
of  the  railroads  and  the  coal  men.  A  condition  of  shortage  may  always 
be  expected  to  develop  first  in  the  East  and  to  disappear  there  last. 

Much  has  been  said  about  the  coal  contract.  In  the  days  before  the 
war  it  was  the  coal  operator  who  was  complaining  that  the  contract  he 
had  with  the  consumer  was  not  worth  the  paper  it  was  written  on,  be- 
cause the  buyer  could  and  did  suspend  shipments  on  it  at  his  pleasure 
and  did  not  hesitate  to  refuse  contract  coal  when  he  could  get  coal  in 
the  open  market  at  lower  prices.  That  is  happening  today.  But,  in 
the  meantime,  the  shipper  has  altogether  too  often  taken  advantage  of 
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the  vulnerability  of  the  coal  contract  to  sell  his  coal  in  the  open  market 
at  high  prices  instead  of  meeting  his  obligations. 

Shippers  of  coal  contend  that  so  long  as  they  can  not  be  sure  of 
cars  in  which  to  load  their  coal,  they  cannot  make  hard  and  fast  con- 
tracts to  deliver.  The  car  supply  clause  in  coal  contracts  is  the  joker 
no  one  has  been  able  to  completely  eliminate  as  yet.  With  the  ex- 
perience of  the  past  four  years  behind  him,  no  vender  of  coal  would  be 
warranted  in  giving  an  absolute  guarantee  of  delivery  without  charg- 
ing well  for  it ;  and  the  market  will  not  stand  such  an  addition  to  price 
on  the  part  of  any  one  or  of  a  few  shippers.  A  more  or  less  complete 
change  in  the  methods  of  marketing  coal  must  be  had  before  the  ideal 
of  binding  contracts  in  coal  are  realized. 


THE  IRREGULAR  OPERATION  OF  THE  BITUMINOUS  COAL 

INDUSTRY 

By  F.  G.  Teyon* 
United  States  Geological  Survey 

Fact  of  Irbegulab.  Operation 

The  bituminous  coal  mines  of  the  United  States  have  a  developed  ca- 
pacity and  a  present  labor  force  far  in  excess  of  that  required  to  sup- 
ply the  demand.1  In  consequence  the  capital  and  labor  engaged  in  the 
industry  are  idle  a  large  part  of  the  time.  During  the  last  thirty  years 
the  mines  have  been  idle  an  average  of  93  working  days  in  every  calen- 
dar year.*  Even  in  1918,  the  year  of  maximum  production,  they  lost 
59  days,  or  SO  per  cent  of  the  full  working  time.8  The  condition  is 
apparently  not  improving  for  in  1919  it  is  estimated  that  the  mines 
were  idle  111  days,  and  the  record  for  1920  will  also  be  unsatisfactory. 
This  condition  is  no  fault  of  the  operator,  who  is  aware  of  its  results 
but  is  powerless  to  prevent  it.  The  causes  are  rather  the  seasonal  na- 
ture of  the  demand,  irregularities  in  the  supply  of  cars  and  of  labor, 
and  no  less  important,  the  nature  of  the  resource  and  the  competitive 
conditions  surrounding  the  industry.  Strikes,  in  ordinary  years,  have 
been  only  a  minor  cause  of  lost  time.4 

The  loss  of  time  is  least  in  the  fields  of  the  Appalachians  and  of  the 
Southern  Rocky  Mountains,  and  most  acute  in  the  Mississippi  Valley.8 
The  regions  in  which  the  losses  are  greatest  have  shown  a  tendency  to 
become  union  territory. 

The  effects  of  irregular  operation  are  injurious  to  all  concerned  in 
producing,  transporting,  or  consuming  coal.  To  the  miner  it  means 
loss  of  earning  power;  it  begets  in  him  irregular  habits,  and  it  is  a 
contributing  cause  to  the  absenteeism  and  the  large  labor  turnover 
complained  of  by  the  operator.  To  the  mine  owner  it  means  high  costs 
per  ton,6  administrative  difficulties,  and  mechanical  troubles  in  the  mine 

•  Published  by  permission  of  the  Director,  United  States  Geological  Survey. 

*  Except  where  otherwise  specified  the  statements  in  this  paper  refer  to  the  bitu- 
minous coal  industry  alone.  The  conditions  in  anthracite  mining  are  entirely  differ- 
ent. 

t  For  a  statistical  analysis  of  irregularities  in  operation  of  coal  mines,  see  George 
Otis  Smith  and  F.  G.  Tryon,  Fluctuations  in  Coal  Production,— TkeW  Extent  and 
Comes;  Mining  and  Metallurgy,  Number  159,  Section  8,  pp.  9-98,  March,  1990. 

*  Idem,  p.  10. 
*Idem,  p.  96. 

^  Idem,  pp.  19-90. 

•  U.  S.  Fuel  Administration,  Report  of  Engineer*  Committee,  p.  61,  1919.  Also 
Smith  and  Tryon,  op.  rit.,  pp.  91-99. 
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Mm  Capacity  Inflated  Fa*  Beyond  Even  Maximum 
Week's  Output 
We  have  thus  noted  not  only  that  there  are  years  when  production 
is  below  that  of  the  maximum  year,  seasons  in  the  year  when  it  is  below 
that  of  the  maximum  season,  and  weeks  in  the  maximum  month  when  it 
is  below  that  of  the  maximum  week,  but  even  that  there  are  days  with- 
in the  maximum  week  when  it  is  below  that  of  the  maximum  day.   In 
fact,  there  has  probably  never  been  a  day  in  recent  years  when  all  the 
mines  and  all  the  miners  were  working  at  once,  although  this  perfect 
adjustment  of  operation  to  capacity  was  nearly  reached  on  the  Mon- 
day of  the  last  week  before  the  strike  of  November,  1919.    The  best 
working  time  ever  attained  in  a  six-day  week  was  86.8  per  cent  of  full 
time  (48  hours),  in  July,  1918.14    Early  in  December,  1920,  when  pro- 
duction was  very  heavy,  the  mines  averaged  less  than  75  per  cent  of 
full  time.    The  estimated  present  capacity  of  the  mines  and  working 
force  is  at  least  16,000,000  tons  a  week,  yet  the  maximum  ever  pro- 
duced in  a  single  week  was  18,146,000  tons.18     In  other  words,  our 
mine  capacity  and  labor  force  are  not  only  greater  than  the  average 
need  but  they  are  much  greater  than  the  maximum  'need.    To  borrow  a 
phrase  from  power  engineering,  our  mine  plant  not  only  has  a  bad 
load  factor,  but  it  is  much  larger  than  is  needed  to  meet  the  peak  wa. 
So  great  an  economic  waste  challenges  attention.     Before  consider- 
ing, however,  the  measures  which  have  been  proposed  to  prevent  it, 
the  causes  underlying  the  inflation  of  capacity  beyond  even  maximum 
requirements  must  be  understood. 

The  area  underlain  by  coal  in  the  United  States  is  enormous  (w 
000  square  miles),16  and  a  great  part  of  the  coal-bearing  land  east  of 
the  Rockies  had  been  taken  up  in  small  tracts  for  farming  or  for  other 
purposes  before  its  value  for  coal  was  known.  In  the  east  it  is  becom- 
ing somewhat  difficult  to  find  a  block  of  unoccupied  coal  land  big  enough 
to  support  a  large  new  mine  and  with  access  to  transportation,  but 
until  recently  there  was  room  for  all  comers.  To  suppress  compel" 
tion  by  buying  up  the  reserves  has  therefore  been  impossible.  In  ' aC*' 
the  wide  dissemination  of  ownership  in  itself  has  tended  to  stimulate  de- 
velopment, for  each  possessor  of  coal-bearing  land  wishes  to  realize  on 
his  holding.  The  coal  beds  are  generally  thick,  lie  nearly  flat,  and  are 
but  little  faulted.  They  are  readily  accessible  from  slopes,  drifts,  or 
shallow  shafts.    Under  such  conditions,  although  a  large  modern  mine 

1*  U.  S.  Geological  Survey,  Weekly  Coal  Report  No.  64,  P-  *»  July  97,  1918. 

is  Week  ended  October  95,  1919.  U.  S.  Geological  Survey,  Weekly  Coal  RefOft 
No.  ltl,  p.  1,  November  8,  1919. 

i«M.  R.  Campbell,  The  Coal  Reserves  of  the  United  State*,  in  The  Cool  Roeom** 
of  the  World,  vol.  9,  p.  588,  1918. 
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may  involve  an  investment  of  capital  running  into  millions,  it  has  been 
possible  to  open  up  a  small  mine  at  low  initial  expense.    The  capital  re- 
quired can  often  be  raised  locally,  partly  because  of  the  "jingle  fal- 
lacy," which  has  deceived  so  many  investors  in  mining  enterprises — the 
fallacy  of  thinking  that  6  per  cent  on  a  mining  stock  is  the  same  as  6 
per  cent  on  a  mortgage  and  neglecting  to  write  off  the  depletion.    The 
nature  of  the  resource  has  thus  encouraged  overdevelopment.     In  ad- 
dition, transportation — no  less  important — has  been  guaranteed  a  new 
enterprise.     The  factor  limiting  output  in  a  time  of  high  prices  has 
usually  been  car  supply ;  at  such  a  time  anybody  with  cars  to  load  can 
sell  coal.     No  matter  how  overburdened  the  railroad  serving  the  coal 
field  may  be,  it  is  obliged  by  law  to  put  in  a  siding  and  supply  cars  for 
the  new  operation.17    The  opening  of  the  new  mine  does,  indeed,  dilute 
the  car  supply  of  the  entire  region,  but  the  operator  can  count  on  his 
pro  rata  share  of  the  cars  available. 

The  factors  necessary  to  new  development — coal  lands,  capital,  and 
transportation — have   therefore  been   easy   to  bring   together.      The 
necessary  incentive  has  been  supplied  by  the  periodic  recurrence  of 
high  prices.     Coal  is  a  necessary  of  life  for  which  substitution  on  a 
significant  scale  is  impossible.18    The  demand  for  it  is  therefore  highly 
inelastic.    Moreover,  when  a  scarcity  exists  the  bidding  for  emergency 
supplies  is  concentrated  on  the  limited  margin  of  "free  coal,"  that  is, 
coal  not  under  contract.    No  one  knows  just  how  much  of  the  output 
is  under  contract  and  how  much  available  for  spot  purchase,  but  nor- 
mally, over  the  country  as  a  whole,  the  proportion  of  spot  coal  is  per- 
haps 25  per  cent.19    The  moment  production  is  interfered  with,  how- 
ever, the  margin  of  spot  coal  shrinks.    At  the  same  time  the  number  of 
persons  who  want  to  buy  spot  coal  increases,  for  many  who  thought 
themselves  protected  by  contracts  find  their  contract  deliveries  curtailed 
and  have  to  enter  the  spot  market. .  The  interaction  of  these  two  prin- 
ciples— the  inelasticity  of  demand  and  the  contraction  of  the  spot  ton- 
nage in  times  of  scarcity — bring  it  about  that  even  a  slight  maladjust- 
ment between  supply  and  requirements  may  produce  a  spectacular  rise 
in  the  spot  price,  such  for  example  as  took  place  in  the  summer  of 
1980.*°    These  higher  prices  in  times  of  active  demand  were  apparently 

17  34  Statutes  at  Large,  584. 

is  F.  G.  Tryon,  The  Fuel  Oil  "Menace,"  Notet  on  the  Substitution  of  Oil  for  Coal 
during  Yean  1919-1920:  Black  Diamond,  vol.  65,  p.  506,  November  20,  1920. 

»C.  E.  Lesher,  Prices  of  Coal  and  Coke,  War  Industries  Board  Price  Bulletin 
No.  85,  History  of  Prices  During  the  War,  p.  21,  1919.  Also  United  States  Bitu- 
minous Coal  Commission,  Majority  and  Minority  Reports  to  the  President,  p.  25, 
1920.  •"   ;t^i^i 

so  National  Coal  Association,  The  1920  Soft  Coal  Shortage,  Letter  of  George  Otis 
8mith  to  Senator  Walter  E.  Edge,  dated  December  IS,  1920,  p.  6,  Washington,  D.  C, 
1921. 
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the  prime  incentive  to  the  new  development  which  has  kept  mine  capacity 
so  far  in  excess  of  possible  requirements.  Although  in  comparison  with 
the  war  years  prices  before  1916  seem  modest  indeed,  the  spot  price 
would  rise  almost  every  year  to  attractive  levels  during  the  limited 
period  of  brisk  demand,11  and  occasionally,  as  after  the  anthracite  strike 
of  1902,  even  contract  prices  would  rise  well  above  the  cost  of  produe 
tion. 

The  inflation  of  mine  capacity  in  times  of  high  prices  has  beei 
strikingly  demonstrated  in  the  last  five  years.  Since  1915,  when  th 
spot  price  began  to  rise  sharply  in  response  to  the  war-time  demand 
there  has  been  an  extraordinary  increase  in  capacity.  In  1915  th 
annual  capacity  of  the  soft  coal  mines  was  about  675,000,000  tons. 
Today  it  is  certainly  800,000,000  tons,  and  there  is  evidence  pointin 
to  a  figure  of  900,000,000  tons.  The  increase  in  five  years  has  the* 
fore  been  between  125,000,000  and  225,000,000  tons,  or  between  1 
and  88  per  cent.  The  increase  has  been  particularly  marked  during  u 
last  twelve  months.  It  is  not  due  alone  to  the  opening  of  new  wage 
mines  or  the  reopening  of  old  mines,  long  abandoned.  It  means  also 
number  of  large  new  workings  and  heavy  investments  in  new  develoj 
ment  work,  new  equipment,  and  new  mining  machines  at  properties  a 
ready  established.  A  significant  change  has  been  the  increase  in  tt 
number  and  output  of  steam-shovel  strip  pits.  The  aggregate  effe< 
of  these  influences  on  capacity  has  been  great,  and  the  bituminous  u 
dustry  was  probably  never  more  heavily  overdeveloped  than  it  is  t< 
day. 

The  lure  of  occasional  high  prices  was  what  enticed  new  companies  1 
enter  the  field.  When  they  were  once  in,  other  forces  compelled  add 
tional  development.  The  necessity  of  pushing  development  in  order  i 
be  able  to  meet  carrying  charges  on  extensive  investments  in  coal  lanc 
was  pointed  out  years  ago  by  Walker.18  Either  for  speculative  pu 
poses  or  to  anticipate  their  competitors,  many  companies  have  acquire 
coal  lands  far  in  excess  of  the  reserve  they  need  for  their  mines.  TI 
recurring  interest  on  these  investments  must  be  paid  in  cash,  and  ofte 
the  only  way  to  raise  the  cash  is  to  open  more  mines  and  sell  more  coa 
Every  new  mine  means  dilution  of  the  demand  and  of  the  car  supply  i 
times  of  shortage,  and  consequently  a  slight  decrease  in  the  workin 
time  at  the  mines  the  company  is  already  operating.    But  the  compan 

2i  Lesher,  op,  cit.,  p.  81. 

22  a  E.  Lesher,  The  Distribution  of  Coal  and  Coke,  U.  S.  Fuel  Administrate 
Report  of  the  Distribution  Division,  Part  I,  p.  19,  1919. 

23  Francis  Walker,  Cause  of  trusts  and  some  remedies  for  them,  in  Papers  an 
Discussions  of  the  Twenty-Second  Annual  Meeting  of  the  American  Economic  Ai 
sociation,  1909,  pp.  196-7. 
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knows  that  the  new  mine  will  be  allotted  its  share  of  the  available  cars 
and  that  most  of  the  dilution  will  be  passed  on  to  its  competitors.  Un- 
der these  conditions  the  tendency  to  new  development  proceeds  as  in- 
evitably as  the  physical  process  of  osmosis. 

These  factors  combine  to  inflate  mine  capacity.  At  this  point  an- 
other factor  enters  in  which  impels  the  owner  to  operate  his  property  as 
near  to  its  capacity  as  he  can,  even  when  the  price  is  low.  As  Walker 
further  pointed  out,  the  individual  operator  can  not  curtail  his  output 
without  increasing  his  costs,  and  when  the  margin  of  profit  is  small  he 
dare  not  increase  his  costs."  The  extra  amount  of  coal  produced  by 
him  has  "much  less  effect  in  depressing  the  market  price  than  in  di- 
minishing his  own  costs,"  and  he  is  therefore  compelled  to  continue  to 
sell  coal  on  the  narrowest  margin,  or  perhaps  at  a  loss. 

The  picture  is  not  complete  without  a  reference  to  the  evil  results  of 
overdevelopment  and  overproduction  when  the  price  is  deflated.  The 
abounding  prosperity  enjoyed  by  the  industry  during  the  war  years  and 
1920,  when  a  combination  of  circumstances  kept  prices  high,  are  likely 
to  make  us  forget  the  conditions  of  1914-15.  At  that  time  the  market 
was  depressed,  and  competition  forced  prices  often  below  the  cost  of 
production.  Rather  than  abandon  his  mine,  many  an  operator  sold  coal 
at  prices  barely  above  the  immediate  cost  in  labor  and  materials,  and 
below  cost  when  reasonably  computed.  Coal-mine  credit  was  poor  and 
many  companies  in  the  hands  of  receivers.  There  is  abundant  testi- 
mony that  most  of  the  time  before  the  war  the  industry  was  operating 
on  a  very  narrow  margin  of  profit.  It  is  such  competition  as  this  that 
makes  inevitable  the  wasteful  methods  of  mining  which  in  many  of  our 
fields  leave  half  the  coal  behind  in  the  ground  in  a  manner  that  renders 
its  ultimate  recovery  very  unlikely. 

Measuee8  Peopo8ed  To  Oveecome  Ieeegulae  Operation 
To  eliminate  the  waste  involved  in  irregular  operation  is  thus  an 
economic  problem  of  real  importance.  Obviously  the  magnitude  of  the 
loss  cannot  be  accurately  determined,  but  the  writer  hazards  the  opin- 
ion that  at  present  levels  of  wages  and  costs  it  constitutes  a  tax  on  the 
consumer  in  the  neighborhood  of  a  million  dollars  per  working  day. 
The  bituminous  operators  are  not  unmindful  of  their  responsibility  and 
may  take  heart  from  the  fact  that  the  anthracite  industry  has  success- 
fully combatted  the  evil.  In  the  nineties  and  the  first  decade  of  the 
twentieth  century,  working  time  in  the  anthracite  region  of  Pennsyl- 
vania was  even  less  satisfactory  than  in  the  bituminous  fields.  By  of- 
fering summer  discounts  in  prices,  by  constructing  storage  yards,  and 
by  other  devices  the  anthracite  operators  have  done  much  to  flatten 

uldttn,  pp.  995-6. 
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the  curve  of  demand  and  have  raised  their  working  time  to  a  point  far     l 
above  that  reached  by  the  bituminous  industry. 

Various  measures  designed  either  to  stabilize  the  demand  for  bitu- 
minous coal  or  to  regulate  competition  and  overdevelopment  have  been 
proposed,  and  will  be  discussed  in  turn.  The  writer  has  no  new  solu- 
tion to  offer  and  no  concern  with  any  of  the  measures  advanced  by 
others  beyond  a  statement  of  their  merits  and  defects. 

The  80-hour  week.  One  of  the  arguments  advanced  by  the  United 
Mine  Workers  in  favor  of  the  6-hour  day  and  the  5-day  week  has  been 
that  this  arrangement  would  limit  the  amount  of  coal  that  could  be  pro- 
duced in  the  season  of  brisk  demand,  and  so  force  greater  activity  in 
the  slack  season.15  Although  this  might  be  the  immediate  result,  it  is 
hard  to  see  how  the  plan  would  in  any  way  change  the  demand.  Its 
first  effect  would  be  to  cause  high  prices  at  the  mines  for  coal  for  winter 
delivery.  It  would  encourage  new  development  and  so  would  tend  to 
make  worse  the  very  condition  it  is  supposed  to  improve. 

More  cars.  To  the  operator  marketing  his  coal  in  times  of 
prices,  nothing  is  more  disappointing  than  the  "car  shortage"  that  is 
likely  to  prevail  at  such  times.  Dissatisfaction  with  existing  transpor- 
tation facilities  takes  two  forms:  (1)  complaints  of  unequal  distribution 
of  the  car  supply,  due  to  the  practice  of  assigning  cars,  the  use  of  pri- 
vate cars,  etc. ;  and  (2)  complaints  of  general  inadequacy  of  the  trans- 
portation system,  either  through  lack  of  sufficient  cars,  sufficient  motive 
power,  yard  and  track  facilities,  or  any  other  cause  which  prevents  can 
from  being  placed  and  removed  as  fast  as  the  mines  are  able  to  load 
them.  With  the  first  of  these  complaints  we  need  not  concern  ourselves 
here.  The  disagreement  over  assigned  cars  is  essentially  a  dispute  be- 
tween the  operators  and  the  railroads.  It  has  no  great  influence  on  the 
working  time  of  the  industry  as  a  whole,  except  indirectly  as  it  may 
cause  dissatisfaction  among  the  workers  in  certain  mines  and  thereby 
may  breed  strikes. 

With  regard  to  the  second  complaint,  it  is  clear  that  at  present  the 
peak  demand  for  cars  is  far  in  excess  of  the  supply.  Whenever  the 
market  is  active,  transportation  tends  to  become  the  limiting  factor  in 
coal-mine  operation,  which  is  simply  another  way  of  saying  that  the 
mines  are  developed  to  a  capacity  far  in  excess  of  the  car  and  track 
capacity.  The  adequacy  of  the  present  railroad  equipment  available 
for  handling  coal  is  discussed  in  Mr.  Gutheim's  paper.  No  doubt  we 
need  more  cars.    The  point  will  bear  emphasis,  however,  that  merely  in- 

**  Increased  Price  of  Coal,  Hearings  before  a  Subcommittee  of  the  Committee  on 
Interstate  Commerce,  U.  S.  Senate  66th  Congress,  1st  Session,  pursuant  to  b.  Res. 
136,  Part  I,  p.  995,  1919.  Also  United  States  Bituminous  Coal  Commission,  Ma- 
jority and  Minority  Reports  to  the  President,  pp.  45-7,  88-4,  1920. 
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creasing  the  transportation  facilities  will  not  improve  the  working  time 
at  the  mines  oyer  an  extended  period.  More  transportation  will  have 
no  effect  on  the  seasonal  character  of  the  demand  for  coal.  In  fact,  un- 
limited transportation  would  tend  to  emphasize  the  inequality  between 
spring  and  fall  demand.  Car  shortage  in  time  of  active  buying  has  been 
the  sole  influence  depressing  the  peak  of  seasonal  demand,  the  only 
thing  that  has  kept  us  all  from  ordering  our  coal  the  week  before  we 
wanted  to  burn  it.  While  car  shortages  have  been  of  frequent  occur- 
rence, it  is  a  curious  fact  that  only  in  a  few  instances  have  they  cur- 
tailed the  consumption  of  coal.  In  the  winter  of  1917-18  consumers 
actually  went  without  coal,  the  cause  being  unmistakably  the  failure 
of  the  railroads  to  provide  cars  for  loading  coal  at  the  mines,  or  still 
more,  to  deliver  coal  already  on  wheels.  But  for  the  most  part  the 
effect  of  car  shortages  has  been  to  limit  the  quantity  of  coal  which 
could  be  produced  in  the  fall  and  winter,  thereby  putting  up  the  price 
and  inducing  many  consumers  to  lay  in  a  reserve  supply  in  the  spring 
and  summer. 

Furthermore,  it  is  no  less  important  to  utilize  the  railroad  plant 
steadily  throughout  the  year  than  to  provide  regular  employment  for 
the  mine  plant.  The  investment  in  open-top  cars  alone  is  at  least  of  the 
same  order  of  magnitude  as  the  investment  in  coal  mining,  and  the 
share  of  the  entire  capital  invested  in  the  railroads  of  the  country  that 
is  applied  to  hauling  coal  is  probably  much  greater.  To  ask  the  rail- 
roads to  spend  money  enough  to  give  the  mines  a  100-per  cent  car  sup- 
ply in  times  of  peak  demand  is  to  ask  them  to  do  the  very  thing  the 
operators  themselves  are  trying  to  avoid.26 

The  statement  that  a  great  increase  in  the  number  of  cars  and  in 
transportation  facilities  will  be  of  no  benefit  to  the  industry  applies 
only  to  the  industry  as  a  whole;  it  may  not  apply  in  a  particular  lo- 
cality. New  cars  under  private  operation  of  the  railroads  will,  of 
course,  mean  new  cars  on  particular  lines,  not  on  the  railroad  system 
considered  as  a  whole.  New  cars  on  the  Chesapeake  &  Ohio  Railroad 
may  largely  benefit  the  operators  along  that  road,  making  it  possible 
for  them  to  participate  in  larger  degree  in  supplying  the  country's  de- 
mand for  coal,  but  what  the  Chesapeake  &  Ohio  operators  gain  other 
operators  on  other  railroads  lose.  Let  no  one  suppose  that  by  indis- 
criminately increasing  the  number  of  cars  and  the  carrying  capacity 
of  the  railroads,  the  problem  of  irregular  operation  in  the  coal  industry 
will  be  solved. 

Dovetailing  work  tcith  other  seasonal  industries.     It  is  frequently 
urged  that  mine  workers  may  find  employment  in  other  occupations 
during  periods  of  idleness,  and  in  fact,  there  is  a  slight  seasonal  migra- 
te Smith  and  Tiyon,  op.  cit.,  p.  99. 
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tion  of  men  to  and  from  the  mines.  The  evidence  submitted  to  the 
Bituminous  Coal  Commission  on  this  point,  however,  failed  to  indicate 
that  the  opportunities  for  such  transfer  of  labor  from  mine  to  farm  or 
factory  are  extensive.  The  most  promising  field  for  the  practice  would 
appear  to  be  the  Middle  West,  where  many  of  the  mines  are  near  farm- 
ing regions.  If  the  mines  were  closed  during  the  entire  summer,  the 
miners  might  indeed  seek  other  employment,  but  instead  they  continue 
to  work  two  or  three  days  a  week.  Mining  on  an  extensive  scale,  al 
least,  is  of  necessity  a  continuous  operation.  Unless  roof  and  botton 
are  unusually  stable  any  long  interruption  to  operation  invites  dis 
aster.  Furthermore,  in  the  Appalachian  region,  where  the  greater  par 
of  the  coal  is  produced,  most  of  the  mining  towns  are  far  from  othe 
industries.  The  typical  mining  settlement  of  West  Virginia  is  m  J 
narrow  mountain  valley,  where  space  for  even  gardening  around  tn 
houses  of  the  employees  is  scanty.  The  proposal  is  suggestive  enoug 
to  deserve  careful  study,  but  it  appears  to  offer  no  adequate  solutio 
for  intermittency  of  employment  at  the  mines. 

Storage  of  coal.  It  has  been  frequently  pointed  out  that  as  long  a 
consumption  is  seasonal,  and  in  a  climate  like  that  of  North  Amenc 
it  must  always  be  seasonal,  the  only  way  to  insure  steady  working  tin 
at  the  mine  is  to  provide  adequate  storage  facilities  at  some  point  be 
tween  the  coal  in  the  ground  and  the  furnace  of  the  consumer. 

The  extension  of  the  practice  of  storage  turns  upon  a  technical  prot 
lern,  the  feasibility  of  storing  coal  on  a  large  scale  without  spontaneou 
combustion  and  undue  losses  through  escape  of  volatile  matter  o 
physical  degradation.  The  coals  of  the  Appalachian  region  can  ge* 
erally  be  stored  more  easily  than  those  of  the  Mississippi  Valley.  -A 
to  the  feasibility  of  stocking  the  former  there  can  be  no  doubt,  for  the, 
are  stored  by  the  Northwestern  Coal  Dock  operators  in  enormous  qu*& 
tities  under  trying  conditions.  There  is  a  widespread  belief  that  tn 
coals  of  the  Mississippi  Valley — Illinois,  Indiana,  Western  Kentuckj 
and  the  fields  from  Iowa  to  Texas — will  not  endure  storage.  Careft 
investigation  by  the  engineers  who  have  devoted  most  attention  to  th1 
subject,  however,  indicates  that  with  due  precautions  these  coals  als 
may  be  stored.*7  Of  course  the  precautions  necessary  cost  money,  &** 
to  be  economically  practicable,  must  be  offset  by  beneficial  results. 

The  most  convincing  demonstration  of  the  practicability  of  storifl] 
western  coal  in  large  quantities  is  seen  in  the  fact  that  on  the  day  o 
the  armistice  consumers  had  on  hand  63,000,000  tons  of  soft  coal,  &1 
amount  sufficient  for  six  weeks  and  three  days*  supply.    Millions  of  ton 

2T  H.  H.  Stock,  Storage  of  Bituminous  Coat:  Mining  and  MttaUnrgy,  Number  1A 
Section  3,  p,  29,  March,  1930, 
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of  this  coal  were  mined  in  the  Middle  West.28  In  fact,  by  order  of  the 
Fuel  Administration  Appalachian  coal  had  been  zoned  out  of  most  of  the 
Mississippi  Valley  except  for  small  quantities  moving  under  permit.  Al- 
though the  purchasers  of  this  western  coal  reported  many  fires,  only  a 
small  part  of  it  burned  up  or  blew  away,  and  the  carry-over  into  1919 
was  so  heavy  as  to  depress  the  market  for  months  thereafter.  Western 
coal  has  been  stored  in  quantities  sufficient  to  stabilize  the  demand. 
What  was  done  during  the  war  can  be  done  again,  if  only  the  necessary 
incentive  is  provided. 

Storage  at  the  mine.  It  is  frequently  urged  by  those  who  are  un- 
familiar with  mining  conditions  in  America  that  stocks  of  coal  should 
be  maintained  at  the  mouth  of  the  mine.  This  is,  indeed,  the  prevail- 
ing practice  in  parts  of  Belgium  and  other  countries  on  the  Continent, 
but  under  the  conditions  that  exist  in  the  United  States  the  practice 
would  be  of  value  only  in  evening  up  the  small  irregularities  in  opera- 
tion during  a  given  week.  It  would  have  no  influence  on  the  seasonal 
movement  of  coal  from  mine  to  consumer,  and  would  therefore  leave  un- 
touched one  of  the  most  glaring  ill  effects  of  the  present  system — the 
unequal  load  upon  the  railroads.  Neither  would  it  furnish  a  reserve 
for  the  protection  of  the  consumer  against  a  breakdown  in  transporta- 
tion, and  experience  during  the  war  has  shown  that  actual  suffering  and 
the  closing  down  of  plants  are  due  more  to  delays  in  the  delivery  of 
loaded  coal  than  to  diminution  in  the  rate  of  output  at  the  mines.  So 
many  consumers  depend  upon  the  mobile  reserve  of  coal  in  transit  that 
any  interruption  to  normal  movement  on  the  railroads  means  a  scarcity 
of  coal.  In  addition  to  these  facts  the  extra  cost  of  putting  the  coal 
in  storage  and  reclaiming  it  militates  against  storage  at  the  mine.  As 
someone  has  aptly  put  it,  the  cheapest  place  to  store  coal  at  the  mine 
is  underground  in  the  bed. 

Storage  en  route.  Accumulations  of  coal  may  sometimes  be  kept  ad- 
vantageously at  points  along  the  way  from  mine  to  place  of  use.  Ex- 
amples of  this  practice  are  seen  in  the  great  storage  yards  that  were 
constructed  years  ago  by  the  producers  of  anthracite.  These  yards  are 
used  as  reservoirs  to  receive  the  excess  production  in  summer  and  to 
furnish,  on  the  approach  of  winter,  the  additional  tonnage  called  for 
by  the  heavier  demand  at  that  season.  It  is  noteworthy  that  they  were 
established  near  points  of  greatest  consumption,  close  to  New  York 
City  and  to  the  piers  from  which  shipments  were  made  by  water  to  New 
England.  Only  one  yard,  and  that  of  small  capacity,  was  located  in 
the  anthracite  region  itself.    To  this  type  of  storage  belongs  also  the 

*•  F.  O.  Tryon,  Consumers  Stocks  of  Bituminous  Coal,  March  1  and  June  1,  1920, 
Report  of  Inquiry  by  U.  S.  Geological  Survey  in  cooperation  with  U.  S.  Bituminous 
Coal  Commission  and  Council  of  National  Defense,  p.  4,  11,  14,  17,  Washington,  1990. 
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great  system  of  docks  at  the  head  of  Lakes  Superior  and  Michigan,  de- 
signed to  accommodate  both  anthracite  and  bituminous  coal,  which  con- 
stitutes probably  the  greatest  storage  plant  for  coal  in  the  world.  The 
docks  are  necessary  because  navigation  on  the  Lakes  must  be  com- 
pleted between  April  15  and  December  10,  and  they  exercise  a  beneficial 
influence  on  working  time  in  the  fields  of  the  northern  and  middle  Ap- 
palachians, which  supply  the  Lake  trade.  To  whatever  extent  similar 
storage  facilities  can  be  constructed  elsewhere,  the  working  time  in 
other  districts  will  be  equalized.  Experience  suggests,  however,  that 
such  intermediate  storage  is  feasible  only  at  some  natural  breaking 
point.  To  halt  the  loaded  train  halfway  to  its  destination,  store  the 
coal,  and  later  reload  and  transport  it  the  remainder  of  the  journey 
would  be  so  expensive  that  the  stored  coal  could  not  compete  with  that 
sent  by  through-shipment.  The  real  objection  to  intermediate  storage 
as  a  solution  of  the  problem  of  irregular  operation  is  that  it  does  not 
guarantee  a  steady  supply  to  the  consumer,  because  the  last  link  in  the 
chain  of  transportation  may  fail  at  the  critical  moment.  Thus,  storage 
yards  for  bituminous  coal  in  the  vicinity  of  New  York  would  have 
availed  little  to  supply  New  England  during  recent  periods  of  shortage, 
for  the  congestion  in  traffic  through  the  gateways  over  the  Hudson  has 
on  many  occasions  been  the  limiting  factor  in  supplying  New  England. 
Not  the  least  of  the  benefits  of  storage  is  the  security  it  confers  upon 
the  consumer,  and  that  security  is  not  his  until  the  coal  is  actually  in 
his  bin. 

Storage  at  point  of  consumption.  The  true  remedy  for  the  seasonal 
fluctuation  in  the  demand  for  coal  is  therefore  storage  at  the  place  of 
use,  which  will  insure  the  consumer  against  the  menace  of  interruption 
to  his  line  of  communication  with  the  mine.  The  magnitude  of  the  task 
of  storing  enough  coal  to  equalize  the  demand  is  not  so  great  as  might 
at  first  be  supposed.  We  already  habitually  accumulate  a  considerable 
stock  against  winter  requirements.  If  in  addition  to  the  present  nor- 
mal stock,  80,000,000  tons  can  be  put  in  storage  between  March  1  and 
August  1,  the  task  is  done.  It  is  urged  that  the  expense  of  construct- 
ing new  storage  facilities  would  be  prohibitive.  The  experience  of  the 
war  indicates  that  the  additional  facilities  required  can  somehow  be 
found,  for  on  the  day  the  armistice  was  signed  the  total  quantity  of 
bituminous  coal  in  commercial  storage  was  at  least  63,000,000  tons, 
and  it  is  improbable  that  the  normal  stocks  on  November  11  exceed 
40,000,000  tons."  Where  the  extra  88,000,000  tons  was  accommo- 
dated is  something  of  a  mystery  to  the  coal  fraternity.  Clearly  much 
of  it  was  in  emergency  stock  piles  inadequately  protected  and  incon- 
veniently placed.  The  fact  that  it  was  accommodated  somehow  indi- 
cates, however,  that  the  task  of  storing  enough  coal  to  equalize  the  de- 
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mand  is  by  no  means  an  impossible  one.  What  was  accomplished  once 
by  the  consumer  can  be  accomplished  again,  provided  only  that  stor- 
age is  made  attractive  to  him. 

Summer  discount  in  prices.  To  interest  the  consumer  some  induce- 
ment in  dollars  and  cents  must  be  offered  which  will  counterbalance  the 
cost  of  storage.  The  most  successful  inducement  in  actual  practice 
has  been  the  summer  discount  in  the  price  of  anthracite,  which  was  in- 
troduced by  the  railroad  companies  in  the  anthracite  region  in  the  year 
1900.  The  maximum  discount  offered  amounted  to  50  cents  a  ton  in 
the  month  of  April,  and  was  progressively  reduced  as  the  season  ad- 
vanced. It  was  some  years  after  the  summer  discount  was  first  offered 
before  the  working  time  in  the  anthracite  region  showed  marked  im- 
provement, but  since  about  1910  the  number  of  days  lost  per  year  has 
notably  decreased,  and  the  summer  discount  has  no  doubt  contributed 
to  that  improvement.29  Some  of  the  leading  producers  in  Oklahoma 
and  Arkansas  have  followed  the  same  practice  for  years  with  beneficial 
results.80  Summer  discounts  on  gas  and  domestic  coals  were  also  made 
by  the  Rhenish  Westphalian  Coal  Syndicate,  of  Germany.81  It  should 
be  noted,  however,  that  summer  differentials  in  mine  prices  are  prac- 
ticable only  where  competition  is  limited.  If  applied  generally  to  sales 
of  steam  coal  in  the  United  States,  the  practice  would  involve  the  use 
of  methods  which  would  probably  be  construed  to  violate  the  anti-trust 
laws. 

Sliding  wage  scale.  One  means  of  making  possible  seasonal  differences 
in  mine  prices  is  a  sliding  wage  scale  that  varies  with  the  season.83  The 
sliding  scale  that  was  introduced  into  the  anthracite  region  in  1902  by 
direction  of  the  Anthracite  Coal  Commission  was  not  designed  primarily 
to  assist  summer  discounts  in  price,  but  it  did  in  fact  facilitate  them.88 
Under  this  scale  the  wage  rate  was  increased  1  per  cent  for  every  in- 
crease of  5  cents  a  ton  in  the  price  of  anthracite  at  New  York  harbor, 
and  decreased  as  the  New  York  price  declined,  except  that  at  no  timg 
was  the  wage  rate  to  fall  below  a  prescribed  minimum.     The  sliding 

2»  Smith  and  Tryon,  op.  ciL,  p.  38. 

so  Communication  from  J.  G.  Puterbaugh,  President,  McAlester  Fuel  Company, 
McAlester,  Okla. 

si  E.  Gmner  et  G.  Bousquet,  Atlas  GtnSrale  des  HouilUres,  Part  II,  pp.  138-9. 
Summer  discounts  in  price  appear  not  to  have  been  introduced  until  1906,  although 
the  syndicate  was  organized  in  1893.  Two  prices  were  announced,  one  for  summer 
and  one  for  winter,  the  differential  amounting  to  about  10  per  cent  of  the  winter  price. 

m  Report  of  Coal  Stabilization  Committee  of  American  Institute  of  Mining  and 
Metallurgical  Engineers,  Section  3  (d) :  Mining  and  Metallurgy,  No.  186,  p.  11,  De- 
cember, 1930. 

"Anthracite  Coal  Strike  Commission,  Report  to  the  President  on  the  Anthracite 
Coal  Strike,  Mag-October,  1902,  pp.  71-2,  1903. 
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seasonal  rates  should  be  drawn  only  in  the  broadest  terms,  and  that 
large  discretionary  powers  should  be  vested  in  the  Interstate  Com- 
merce Commission.    If  the  application  of  the  principle  were  made  suffi- 
ciently elastic  many  of  the  objections  raised  by  operators  in  particular 
fields  could  be  avoided.    The  differentials  proposed  were  probably  suf- 
ficient to  offer  a  real  inducement  to  store  coal.    They  were  at  least  much 
in  excess  of  the  normal  seasonal  swing  in  spot  prices  in  most  districts. 
Of   the  remedial  measures  proposed  the  principle  of  seasonal  rates 
appears  to  offer  the  greatest  promise  of  affecting  the  seasonal  demand 
for  coal.    Its  chief  advantage  lies  in  the  fact  that  it  can  be  applied  by 
statute  without  any  fundamental  change  in  the  regime  of  competition 
to  which  the  bituminous  industry  is  at  present  committed. 

A  counter-proposal  offered  by  the  operators  as  a  substitute  for  sea- 
sonal rates  was  a  drawback  or  rebate  on  the  freight  charges  paid  on 
coal  actually  put  in  storage.86 

Deflating  Mine  Capacity 
It  will  be  noted  that  most  of  the  foregoing  devices  are  designed  to 
overcome  the  seasonal  demand.  If  successful,  their  net  effect  would  be 
to  distribute  the  total  annual  output  in  twelve  equal  monthly  install- 
ments. This  result,  desirable  as  it  is  from  many  points  of  view,  would 
not  of  itself  remove  the  present  discrepancy  between  annual  capacity 
and  annual  requirements.  If  an  even  distribution  of  demand  could  be 
effected  at  once  it  would  increase  the  number  of  days  worked  in  April 
only  to  decrease  them  in  November,  and  the  total  number  of  days 
worked  in  the  year  would  remain  the  same.  We  should  still  have  an 
excess  mine  capacity  of  250,000,000  tons  and  an  excess  labor  force  of 
175,000  men. 

The  annual  working  time  can  be  raised  only  by  deflating  the 
swollen  mine  capacity — the  overdevelopment  and  overmanning  of 
the  mines.  To  what  extent  the  evening  up  of  demand  would  contribute 
to  this  deflation  is  problematical.  It  ought  to  minimize  fluctuations  in 
mine  price  and  therefore  to  remove  the  periodic  high  spot  prices,  which 
have  heretofore  been  one  of  the  chief  incentives  to  overdevelopment. 
Among  its  results  should  be  fewer  new  mines  and  slower  development  of 
old  mines.  Its  effect  could  at  best  be  but  gradual  and  negative,  and  a 
single  return  of  a  period  of  scarcity  with  its  orgy  of  high  prices,  such 
as  we  experienced  in  1920,  would  undo  the  work  of  years. 

The  truth  is  that  the  remedies  so  far  proposed  do  not  touch  the 

fundamental  fact  of  unlimited  competition.    They  provide  no  positive 

way  to  check  the  growth  of  mine  capacity.    So  long  as  there  is  no  limit 

to  the  opening  of  new  mines,  our  enormous  reserves  and  our  guarantee 

it  Cool  Ag$,  Vol.  17,  No.  91,  p.  1038,  May  90,  1990. 
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that  a  new  property  shall  get  its  share  of  the  available  transportation 
constitute  a  standing  invitation  to  new  enterprises,  an  invitation  that 
needs  only  a  tempting  rise  in  the  price  of  coal  to  find  ready  acceptance. 
There  will  remain  also  the  pressure  to  open  new  mines  in  order  to  meet 
payments  on  investments  in  coal  lands  and  the  pressure  to  increase  oat- 
put  in  order  to  lower  unit  costs. 

The  necessity  of  some  check  on  new  development  is  shown  by  both 
of  the  two  notable  experiments  in  the  stabilization  of  coal  mining  af- 
forded by  the  history  of  the  industry.  The  anthracite  operators  oi 
Pennsylvania,  by  means  of  summer  discount  and  storage,  did  succeed 
in  eliminating  seasonal  fluctuations  in  production.  At  the  same  time, 
however,  the  small  underground  reserves  of  anthracite  had  set  a  natural 
limit  beyond  which  development  could  not  well  proceed.  The  retardation 
of  development  enabled  production — now  equalized  throughout  the  year 
— to  overtake  mine  capacity.  In  1918  the  anthracite  region  averaged 
298  working  days,  or  almost  theoretically  full  time.  Even  in  1919,  a 
decidedly  abnormal  year,  the  working  time  was  266  days.aT 

In  like  manner  the  essential  object  of  the  German  coal  syndicate  of 
Essen  was  to  limit  competition  in  overdevelopment  and  overproduction. 
The  conditions  leading  to  the  formation  of  the  syndicate — rapid  de- 
velopment, overproduction,  irregular  demand,  and  sharp  fluctuations  in 
price — remind  one  strongly  of  the  conditions  in  many  coal  Adds  of  the 
United  States  today. 

How  far  the  industry  itself  can  go  in  checking  overdevelopment,  in 
view  of  our  present  anti-trust  laws,  is  a  question.    During  the  crowded 
four  years  from  1916  to  1920  forces  have  been  at  work  which  tend  to 
a  unification  of  policy  and  of  interest.     We  hear  of  consolidations  of 
strong  companies  within  the  same  field;  of  acquisition  by  prosperous 
concerns  in  one  field  of  properties  in  rival  fields ;  of  heavy  investments 
in  captive  mines  by  industrial  consumers  and  railroads.    We  have  seen 
an  increase  in  the  number  of  operators'  associations  and  in  the  work 
done  by  them,  which  culminated  in  the  formation  of  the  National  Coal 
Association  in  1917.    The  experience  which  the  operators  obtained  dur- 
ing the  war  compelled  them  to  get  together  and  to  adopt,  for  the  time 
being  at  least,  a  national  viewpoint.     Not  the  least  potent  influence 
toward  unification  has  been  the  prosperity  attained  during  the  war, 
which  lifted  the  industry  from  a  condition  of  near-insolvency  and  set  it 
on  its  feet.    This  prosperity  alone  has  provided  a  larger  working  capi- 
tal and  made  possible  the  purchase  of  machines,  improvements  in  mining 
practice,  and  a  general  improvement  in  technical  efficiency. 

But  while  these  forces  have  been  tending  toward  unified  operation  a 
set  of  opposing  forces  has  been  at  work  in  the  other  direction.    The 
st  U.  S.  Geological  Survey,  Weekly  Coal  Report  No.  169,  p.  7,  October  9,  Uffli 
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high  prices  and  attractive  profits  and  the  magnitude  of  the  war-time 
demand  have  resulted  in  an  extraordinary  enlargement  of  mine  capacity. 
It  is  a  question  which  of  the  opposing  forces  has  made  the  greater 
headway.  One  fact  is  fairly  clear.  The  tendency  to  combine  has  not 
gone  far  enough  to  squeeze  out  the  water.  The  discrepancy  between 
capacity  and  demand  is  probably  greater  now  than  it  was  in  August, 
1914, 

Were  the  coal  operators  the  only  ones  affected  by  the  overdevelop- 
ment the  public  might  with  reason  refuse  to  accept  any  responsibility 
in  the  matter,  but  after  all  it  is  the  coal-consuming  public  that  must 
pay  for  the  whole  expensive  business.     We  must  see  our  underground 
reserves  depleted  most  wastefully,  not  because  the  operator  is  unaware 
of  the  loss,  but  because  to  him  it  is  not  waste  but  a  response  to  the 
dictates  of  competition.     We  must  pay  the  labor  and  capital  engaged 
in  coal  mining,  not  only  for  the  215  days  during  which  they  work  but 
for  the  98  days  during  which  they  are  idle.     We  must  pay  the  rail- 
roads of  the  Middle  West  charges  and  depreciation  on  the  coal  cars 
that  lie  idle  in  summer.     We  hear  talk  of  the  social  cost  of  universal 
military  training.     The  number  of  men-days  of  enforced  idleness  in 
bituminous  mining  in  the  United  States  is  equivalent  to  the  loss  of  time 
involved  in  giving  three  months'  military  training  to  the  year's  class  of 
all  the  young  men  in  the  country — truly  a  large  price  to  pay  for  the 
blessings  of  competition  in  a  single  industry. 

In  thus  outlining  some  of  the  evils  of  unlimited  competition,  the  writer 
has  ignored  but  not  forgotten  the  problems  which  would  be  raised  by 
the  alternative.  Combination  in  any  form  would  probably  necessitate 
fundamental  readjustments  of  the  public's  relation  to  the  coal  business 
and  would  involve  precedents  of  far-reaching  significance,  applicable  to 
other  industries.  The  discussion  of  what  those  readjustments  should 
be,  if  any,  is  left  to  other  and  wiser  students  of  the  coal  industry. 


COST,  PRICES,  AND  PROFITS  OF  THE  BITUMINOUS  C0A1 

INDUSTRY 

By  David  L.  Wing 
Washington,  D.  C. 

I.  Costs 

Prewar  statistics. — Mr.  Lesher  has  already  referred  you  to  the  dc 
pressed  condition  in  the  bituminous  coal  industry  during  the  years  in 
mediately  preceding  the  war,  which  led  to  the  request  on  the  part  c 
many  operators  for  an  investigation  of  the  industry  by  the  Feden 
Trade  Commission  in  an  effort  to  find  remedies-  The  Rainey  Resolutio 
directing  such  investigation  wag  passed  by  Congress  in  August,  1911 
As  soon  as  the  Commission  began  its  work,  it  encountered  the  greatei 
difficulty  in  getting  at  the  facts,  due  to  the  backward  state  of  cost  a 
counting  in  the  industry.  In  fact,  at  conferences  held  with  operate] 
at  Chicago  and  Cleveland,  in  the  fall  of  1916,  the  Commission  wi 
urged  by  them  to  use  its  compulsory  powers  to  establish,  through 
cost  reporting  system,  a  uniformity  of  cost  accounting  which,  throu| 
its  educational  value,  would  promote  stabilization  in  the  industry.  Tl 
Commission  at  that  time  felt  itself  unable  to  undertake  such  a  ate; 
About  a  year  later,  during  the  war  emergency  and  after  the  passaj 
of  the  Lever  Act,  and  after  the  fixing  of  maximum  prices  for  bitummoi 
coal,  and  the  establishment  of  the  Fuel  Administration  to  control  tl 
coal  industry,  the  Commission,  at  the  request  of  Dr.  Garfield,  did  use  i 
compulsory  powers  to  install  a  monthly  cost  reporting  system- 

Brief  sketch  of  Federal  Trade  Commission's  cost  work.  Costs  whit 
were  obtained  directly  from  the  operators'  books  by  the  Commission 
own  agents  covered  operators  producing  some  75,000,000  tons  aj 
nually.  Costs  also  were  obtained  through  the  monthly  cost  reportin 
system,  and  through  data  filed  for  1916  and  1917  by  operators  in  suj 
port  of  claims  for  revision  of  prices.  The  reasons  for  the  installatio 
of  this  system  of  cost  reporting  was  to  secure  information  on  wmc 
governmental  regulation  of  prices  could  be  based.  There  were  man, 
difficulties  encountered  in  installing  the  system.  The  burden  place 
on  operators  was  especially  heavy  at  the  start.  There  was  necesssril 
much  delay  in  reporting;  also  there  were  difficulties  met  in  the  compi'fl 
tion  and  revision  of  the  returns,  after  they  had  been  collected,  Ther 
has  been  criticism  that  changes  of  the  cost  forms  were  made  from  tim 
to  time  by  the  Commission.  The  reason  for  such  changes  was  that  ex 
perience  showed  them  to  be  highly  desirable  if  the  information  collects 
was  to  meet  the  primary  aim — to  secure  information  needed  for  gov 
ernmental  regulation.  There  was  also  a  secondary  aim,  which  was  t< 
help  the  operator  by  furnishing  him  information  that  he  needed  con 
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cerning  conditions  in  the  industry.  For  example,  the  wage  increase, 
which  Dr.  Garfield  was  called  to  determine  in  November,  1917,  showed 
the  need  for  an  absolutely  clear  distinction  between  labor  and  supply 
costs.  While  the  1917  form  called  for  this  distinction,  many  operators 
reported  these  two  costs  in  combined  form,  and  the  1918  form  was 
altered  to  make  the  distinction  much  more  clear.  The  value  of  this 
alteration  in  form  was  clearly  evident  when  the  information  thus  made 
available  through  the  1918  form  was  used  by  Dr.  Garfield  in  the  set- 
tlement of  the  November,  1919,  strike.  The  1919  form  (never  used) 
and  the  1920  form  (used  for  the  reports  from  Jan.- June,  1920)  were 
designed,  not  with  the  primary  idea  of  governmental  regulation,  but 
of  gathering  and  making  public  useful  information,  and  at  the  same 
time  placing  as  little  a  burden  as  possible  on  the  reporting  operator. 

Extent  of  bituminous  cost  work.  About  95  per  cent  of  the  soft  coal 
tonnage  mined  from  August,  1917,  to  December,  1918,  was  covered  in 
Federal  Trade  Commission  cost  work.  The  chief  divisions  of  cost 
(labor,  supplies,  general  expense,  making  up  total  f.o.b.  mine  cost) 
together  with  sales  realization,  have  been  published  in  a  series  of  six 
reports — No.  1  and  Nos.  8-7  (No.  2  covered  anthracite).  In  addi- 
tion to  showing  detailed  costs  for  1918,  for  about  95  per  cent  of  the 
tonnage,  average  costs  are  shown  on  a  representative  quantity  of  ton- 
nage in  a  number  of  fields,  for  1916,  1917,  and  1918.  Some  800  oper- 
ators producing  about  125,000,000  tons  annually  in  28  districts  are 
included  in  these  statistics.  In  the  1920  cost  work,  figures  were  ob- 
tained for  a  much  smaller  proportion  of  the  total  output.  The  1918 
statistics  cover  the  costs  of  2483  operators  throughout  the  year.  The 
January,  1920,  bulletin  covered  returns  from  1589  operators.  When 
the  bulletins  were  discontinued  with  the  June  number,  the  number  of 
operators  was  555. 

Nature  of  the  Federal  Trade  Commission  costs.  Information  col- 
lected shows  minor  subdivisions  of  labor  and  supplies  costs — grouped 
by  nature  of  the  mining  operations  such  as  mining,  transportation, 
drainage,  etc.,  and  the  chief  subdivisions  of  general  expense  (or  over- 
head) costs.  Cost  information  published  is  in  the  nature  of  summaries 
showing  labor  cost,  supplies  cost,  and  general  expense  cost,  the  total 
of  these  three  being  the  f.o.b.  mine  cost. 

There  are  other  factors  than  those  enumerated  above  which  are  mat- 
ters to  be  taken  into  consideration  in  price  determination,  but  which 
are  not  definitely  ascertainable  from  the  monthly  cost  reports.  They 
are  largely  matters  either  of  study  of  the  investment  or  of  expert  and 
professional  judgment.  The  Federal  Trade  Commission  has  not  yet 
undertaken,  on  an  adequate  scale,  a  study  of  the  investment. 

The  costs  shown  by  the  Federal  Trade  Commission  are  not  intended 
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to  include  any  of  the  following  items :  reserves  for  uninsurable  hazards, 
such  as  mine  fires,  floods,  cave-ins,  squeezes,  strikes,  or  other  similar 
causes  contributing  to  destruction  of  property  and  idleness  at  the 
mines ;  extra  cost  development  work  done  during  the  war  and  involving 
an  increased  risk  in  the  recovery  of  the  capital  under  a  normal  regime 
of  prices  of  coal;  selling  expense,  where  a  selling  organization,  other 
than  the  mine  office  force,  is  maintained  in  order  to  market  the  product; 
interest  on  the  investment,  including  borrowed  capital ;  allowances  for 
income  and  excess  profits  taxes;  profit  on  investment. 

Some  cost  generalizations.  It  should  be  always  kept  in  mind  that 
each  field  has  its  own  particular  conditions,  and  that  generalizations 
should  be  of  a  most  guarded  nature.  It  is  possible,  however,  to  point 
out  a  few  general  relationships  which  have  been  found  to  exist  in  the 
cost  figures. 

As  a  rule  the  labor  cost  forms  from  70  to  80  per  cent  of  the  total 
f.o.b.  mine  cost,  the  supplies  cost  and  general  expense  costs  being  about 
equal  to  each  other.  Despite  the  increases  in  cost  from  1916  to  1918, 
these  relationships  seem  to  have  been  fairly  constant.  It  is  this  rela- 
tive steadiness  of  the  three  principal  cost  factors  that  is  of  great  im- 
portance in  throwing  light  on  prewar  conditions. 

From  the  Federal  Trade  Commission,  Quarterly  Report  No.  2, 1980, 
I  quote  the  following  figures,  comparing  costs  for  the  first  six  months 
of  1920  with  those  of  the  same  operators  in  1918. 

Table  1 


No.  of  Oper- 
ators 

1920 

1918 

General  Competi- 
tive Region 

Production 
Jan.-June 

f.o.b.  mine 
cost  per 
net  ton 

Average 

6  months 

Production 

f.o.b.  mine 
cost  per 
net  too 

Central  Competitive  In- 
terstate (a) 

131 

tons 
14,355,638 

$ 

2.20 

tons 
17,285,504 

* 

1.88 

Eastern  Adjacent    (b).. 

122 

9,361,185 

239 

10,760,443            L90 

Western  Adjacent  (c)... 

28 

2,513£22 

234 

2,830,655 

2.01 

South'rn  Appalachian  (d) 

51 

4,904,907 

2.70 

5,017,686            9M 

Southw'st'rn  Int'rstate(c) 

71 

2,603,594 

8.19 

3,208,933 

2.61 

Rocky  Mountain  (f).... 

57 

10,798,592 

237 

11,574,717            fjf 

United   States    

460 

44,537,138 

2.45 

50,677,938    I       2.01 

(a)  Includes  all  of  Illinois,  Indiana,  Ohio,  and  the  Southwest  District  of  Penn- 
sylvania. 

(b)  Includes  all  of  Maryland,  West  Virginia,  Virginia,  and  the  Central  District 
of  Pennsylvania. 

(c)  Includes  all  of  Michigan,  Iowa,  and  District  No.  1  of  Kentucky. 

(d)  Includes  all  of  Alabama,  Tennessee,  and  Districts  Nos.  2, 3,  and  4  of  Kcstndkr* 

(e)  Includes  all  of  Missouri,  Kansas,  Arkansas,  Oklahoma  and  Texas. 

(f)  Includes  all  of  Colorado,  New  Mexico,  North  Dakota,  Montana,  Wjvtf, 
Utah,  and  Washington. 
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II.  Prices 

The  nature  of  bituminous  coal  prices.  Coal  prices  are  of  two  kinds 
— those  which  apply  to  coal  sold  under  contract,  and  those  which  cover 
"spot"  or  market  sales. 

This  fundamental  difference  must  be  kept  in  mind  in  all  price  dis- 
cussions on  bituminous  coal.  Coal  contracts  usually  cover  shipments 
over  several  months— often  a  year.  As  a  rule,  in  mines  east  of  the 
Mississippi  River  the  contracts  terminate  on  March  81,  the  end  of  the 
so-called  "coal  year."  Usually,  but  not  always,  "spot"  prices  are  some- 
what higher  than  contract  prices  for  the  product  of  the  same  mines, 
also  the  "spot"  prices  are  subject  to  much  greater  fluctuations.  The 
extreme  fluctuation  of  "spot"  prices  may  be  judged  from  the  following 
figures,  compiled  from  Mr.  Lesher's  report  on  Prices  of  Coal  and  Coke 
1918-1918.  The  statistics  are  for  the  Pittsburgh  field  and  the  com- 
bined Somerset  and  Cambria  fields  in  Pennsylvania,  and  for  the  com- 
bined New  River  and  Pocahontas  fields  in  West  Virginia.  They  show 
low  and  high  monthly  prices  and  average. 

Table  9 


1915              |              1916 

1917 

Jao.-Dec.         0         J  an. -Dec. 

Jan.-August 

Low 

High 

Avg. 

1  Low 

High 

Avg. 

Low 

High 

Avg. 

Pittsburgh 

$  .98 

"$1718; 

,$1.04 

1  $1.27 

$4.92 

$2.07 

$8.25 

$5.21 

$4.72 

Somerset  &  Cambria.  .  .  . 

$1.28 

2.08 

1.81 

|  *  1.88 

:  6.18 

2.81 

8.64 

6.48 

4.25 

New  River  A  Pocahontas  . 

$1.12 

1.29 

1.22 

1    1.24 

5.80 

2.18 

8.48 

6.84 

4.66 

The  extreme  range  of  these  prices  in  1916  and  1917  down  to  August 
1917,  when  governmental  price  fixing  took  place  August  21, 1917,  is  in 
sharp  contrast  to  the  1915  ranges  for  the  same  fields. 

It  is  usually  estimated  that  the  proportion  of  the  total  bituminous 
coal  output  which  is  sold  under  contract  is  from  70  to  80  per  cent  of 
the  production.  There  are  few  published  figures  to  rely  on — and  of 
course  the  proportion  would  vary  widely  from  field  to  field — especially 
where  a  considerable  part  of  the  output  goes  into  domestic  use.  It  is 
highest  where  the  output  is  almost  wholly  put  to  industrial  use.  The 
following  statistics,  taken  from  the  Federal  Trade  Commission  Cost 
Report  No.  1 — Pennsylvania  Bituminous,  show  the  result  of  an  investi- 
gation made  into  the  conditions  in  May,  1917,  of  420  operators  in  seven 
counties  of  Central  Pennsylvania.  The  statistics  cover  the  sales  realiza- 
tions on  4,755,699  tons.    This  was  disposed  of  as  follows : — 

Contract  sales    81  per  cent $2.43  avg.  price  per  ton 

"Spot"  sales 19  per  cent 4.14  avg.  price  per  ton 
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The  operators  are  frequently  charged,  in  times  of  scarcity  of  coal  at 
points  of  consumption,  with  neglecting  their  contract  obligations,  in 
order  to  have  more  coal  to  sell  at  the  extreme  "spot"  prices.    There  is 
considerable  evidence  that,  at  times,  some  of  the  less  responsible  oper- 
ators have  done  this.    However,  such  practices  are  not  at  all  confined  to 
the  coal  industry.    Furthermore,  the  figures  of  actual  sales  realization, 
whenever  gathered  on  a  large  scale,  indicate  that  most  of  the  operators 
are  reasonably  careful  in  carrying  out  their  contracts.     The  public, 
however,  seeing  the  extreme  "spot"  coal  prices  and  not  realizing  how 
great  a  proportion  of  the  output,  at  all  times,  moves  under  contract 
prices,  is  likely  to  misjudge  the  operator,  and  is  prone  to  charge  him 
with  profiteering  on  the  coal  he  has  obtained  through  violation  of  con- 
tracts. 

The  Fuel  Administration  price  ping.  The  Fuel  Administration  in 
its  price  fixing  had  to  keep  in  mind  two  objects:  that  production  must 
be  stimulated  to  the  highest  point  allowed  by  the  available  transporta- 
tion facilities  for  handling  the  output ;  and  that  the  price  must-be  no1 
unduly  burdensome  in  view  of  this  requirement  to  promote  production 
The  fundamental  data  on  which  the  Engineer's  Committee  had  to  won 
was  the  cost  information  gathered  by  the  Federal  Trade  Commission 
This  was  studied  by  them  and  such  adjustments  made  as  they,  in  t™ 
light  of  their  years  of  practical  experience,  judged  were  necessary 
They  had  often  to  change  the  areas  of  the  districts  over  which  a  UW" 
form  price  was  established.  Their  idea  was,  as  far  as  possible,  to  gr00! 
together  mines  which  had  a  substantial  similarity  of  operating  condi- 
tions, especially  such  as  affected  costs.  All  the  costs  for  a  district  wen 
then  plotted  on  a  curve;  and,  when  the  final  districting  was  complete 
it  would  be  found  that  the  great  majority  of  the  costs — generally  a^oui 
80  per  cent— would  be  grouped  within  a  narrow  range,  the  upper  lim* 
of  which  was  taken  as  the  "bulk  line"  so-called.  To  this  bulk  line  wa* 
added  the  necessary  margin  which  was  to  provide  for  such  expense! 
and  contingences  as  were  not  covered  in  the  cost  figures,  but  shouk 
properly  be  considered  in  the  fixing  of  prices,  especially  prices  designee 
to  stimulate  production.  On  the  figures  thus  reached,  Dr.  Garfiek 
established  his  official  prices. 

The  effect  of  the  official  prices,  on  production  and  on  sales  reali** 
tion,  varied  greatly  from  field  to  field  and  from  time  to  time.  In  som* 
fields  effect  of  the  control  exercised  is  much  more  evident  than  in  other* 
In  the  Federal  Trade  Cost  Reports  this  subject,  besides  being  discusseC 
in  detail  in  connection  with  the  statistics  of  the  various  districts,  « 
summarized  in  the  concluding  chapter  of  Reports  Nob.  4-7  under  th< 
heads  of  "Effect  of  Governmental  Price  Regulations  on  Sales  Realize 
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t£ons"  and  "Effect  of  Margins  on  Production."    The  subject  involves 
-too  much  detailed  analysis  to  discuss  here. 

Course  of  the  market  after  regulation  was  lifted.  About  the  only 
information  on  the  prices  of  the  early  part  of  1919,  other  than  what 
can  be  arrived  at  for  "spot"  prices  quoted  in  the  coal  trade  journals,  is 
the  statistics  furnished  the  Frelinghuysen  Senate  Committee  by  the 
National  Coal  Association.  These  prices  collected  by  the  Association 
from  the  operators'  reports  to  it  were  reduced  to  run-of-mine  basis. 
Twelve  fields  were  covered.  The  prices,  together  with  the  last  Fuel 
Administration  price  in  effect  for  the  field  (prices  in  effect  Jan.  81, 
1919),  are  shown  in  the  following  table.  These  prices  are  practically 
"sales  realization." 

Table  8 


Field 


Fuel  Ad- 
ministra- 
tion 
Price  in 
Effect 
Jan. 31 


April 


May 


June 


July 


August 


Pittsburgh.  .  .  . 
Central  Pa.  .  .  . 
Northwest  Pa.  , 
Eastern  Ohio  .  .  . 
Southern  Ohio.  .  . 
Southern  111.  .  .  . 
Central  111.   .   .   . 

Indiana 

Harlam  Field  Ky. 
Hazard  Field  Ky. 
Smokeless  Fid.  W. 
Northern  W.  Va. 


Va. 


$2.86 
2.95 
2.95 
2.86 
2.60 
2.85 
2.86 
2.85 
2.65 
2.65 
2.61 
2.60 


$2.82 
2.81 
2.62 
2.23 
2.28 
2.88 
•2.16 
2.21 
264 
2.48 
2.79 
2.89 


$2.82 
2.66 
2.40 
1.90 
2.22 
2.44 
2.15 
2.16 
2.60 
2.66 
2.76 
2.84 


$2.85 
2.68 
2.56 
2.06  (a^ 


2.48 
2.16 
2.18 
2.55 
2.46 
2.74 
2.27 


06(a) 


$2.87 

$2.47 

2.74 

2.65 

2.81 

2.46 

1.89 

2.16 

2.15 

«___ 

2.46 

2.48 

2.17 

2.17 

2.16 



2.69 

8.07 

2.80 

.^___ 

2.94 

8.05, 

2.21 

2.46 

a.  Includes  sales  for  Lake  season. 

b.  Does  not  include  railroad  fuel  estimated  average  $9.00  per  ton. 

Of  the  above  12  fields  it  may  be  noted  that  in  the  case  of  three — the 
Harlam  field  in  Kentucky,  the  Southern  field  in  Illinois,  and  the  Smoke- 
less (New  River  and  Pocahontas)  field  in  West  Virginia — the  uncon- 
trolled prices  April-July  were  higher  than  the  government  prices  of 
January  81. 

The  following  figures  show  a^  comparison  between  the  Fuel  Adminis- 
tration prices  of  January  81  and  the  average.  It  will  be  noted  that  in 
but  one  field,  Smokeless  (W.  Va.),  was  there  an  increase  of  over  10  per 
cent;  in  the  case  of  four  fields,  the  Southern  (111.),  the  Harlam  (Ky.), 
the  Pittsburgh  (Pa.),  and  the  Hazard  (Ky.)  fields,  there  was  little  net 
change  (less  than  5  per  cent  advance  or  decrease).  In  the  case  of  three 
fields  there  was  a  decline  of  7  to  8  per  cent,  and  in  the  case  of  three 
fields  there  was  a  decline  of  over  10  per  cent. 

Inasmuch  as  costs,  because  of  the  falling  off  of  production,  were 
probably  as  high  or  higher  than  during  the  previous  year,  it  is  diffi- 
cult to  see  how  the  operators  can  be  considered  at  this  period  (early  in 
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Table  * 


Fuel  Adm. 

price 

Jan.  81, 

1930 


Average 

price 

Apr.-July 

1990 


Fbld 


Increase 

or 
decrease 


Smokeless  (New  River  &  Pocahontas,  W.  Va.) 

Southern  (I1L)  

Harlam  (Ky.)  

Pittsburg  (Pa.)  

Hasard  (Ky.) 

Indiana 

Central  (III)  

Northern  (W.  Va.) 

Central   (Pa.)    

Eastern  (Ohio)   

Southern  (Ohio)  

North  West  (Pa,).... 


90.51 
9.35 
9.55 
935 
9.55 
935 
935 
930 
9.95 
935 
9.85 
9.95 


$9.80 
9.49 
937 
934 
9.45 
9.18 
9.16 
930 
9.71 
9.09 
9.90 
9.45 


1  19% 
I  S 
I  1 
T>  1 
T>  4 
©      T 

E)  8 

T>  8 

D  8 

I>  14 

I>  IT 

D  17 


I — Increase. 
D— Decrease. 

1919)  as  having  asked  unreasonable  prices  for  their  product.  It  should 
be  pointed  out,  in  explanation  of  the  increase  in  price  for  the  Smoke- 
less field,  that  this  is  the  coal  most  in  demand  for  export. 

From  the  Federal  Trade  Commission  Quarterly  Report  already  cited, 
the  following  figures  of  sales  realization  are  taken,  showing  a  compari- 
son of  1918  with  the  first  six  months  of  1920. 

Table  5 


1990                                 i*ld 

Genual   Competi- 
tive Reoiok 

No.   of 
Oper- 
ators 

JaiL-June 
Production 

Sales  reali- 
sation per 
net  ton 

Average 

6  months 

Production 

Saks  reali- 
sation per 
net  ton 

Central  Competi- 
tive  Interstate.. 

181 

tons 
14,355,638 

$ 

9.68 

tons 
17,985,504 

$ 
936 

Eastern  Adjacent. 

199 

9,361,185 

3.19 

10,760,443 

9.63 

Western  Adjacent. 

98 

2,513,999 

9.84 

9,830,655 

934 

Southern  Appala- 
chian  

51 

4,904,907 

837 

5,017,686 

9.74 

Southwestern  In- 
terstate   

Tl 

9,603^94 

3.47 

S£08£S3 

3.00 

Rocky  Mountain  . . 

51 

10,798,599 

8.09 

11,574,717           9.60 

United  States 

460 

44,537,188 

8.00 

50,677,938    |        9156 

III.  Profits 

No  information  is  now  at  hand  to  show  to  what  extent  operator, 
middleman,  or  retailer  in  the  coal  industry  has,  as  a  class,  profited  bj 
exorbitant  prices.  Tonnage  actually  handled  must  be  considered  to 
determine  this,  since  transportation  difficulties  have  not  affected  all  to 
the  same  degree. 
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No  information  on  investment  of  sufficient  definiteness  and  accuracy 
to  be  of  scientific  value  is  yet  available.  Obviously  a  detailed  knowledge 
of  the  character  and  amount  of  the  investment — which  varies  widely 
from  field  to  field — is  necessary  to  arrive  at  profits.  Figures  for  the 
industry  as  a  whole,  such  as  appear  in  the  U.  S.  Bituminous  Coal  Com- 
mission Report,  which  lump  together  returns  from  1551  operators  all 
over  the  country  who  represented  about  one-third  of  the  coal  tonnage 
produced  in  1918,  are  not  definite  enough  for  practical  use  in  connec- 
tion with  costs  or  prices  of  different  fields. 

While  the  margin  between  the  sales  realization  and  the  f.o.b.  mine 
cost,  as  compiled  by  the  Federal  Trade  Commission,  furnishes  no  exact 
measure  of  profit,  and  is  likely  to  be  misleading  if  an  attempt  is  made 
to  use  it  for  comparison  between  fields — because  of  the  wide  difference 
in  mining  conditions,  investment,  and  relative  high  or  low  cost  of  oper- 
ation— yet  it  is  of  considerable  value  in  throwing  light  on  the  changed 
conditions  in  a  given  field  at  different  periods  of  time.  For  example, 
for  the  following  eight  important  fields  it  Vas  possible  to  get  costs  and 
sales  realizations  by  months  for  part  or  all  of  1916,  as  well  as  1917 
and  1918. 

The  margins  for  January-March,  1916;  April-October,  1916;  and 
November,  1916-March,  1917  (the  period  after  the  "spot"  market  be- 
gan to  rise  violently,  but  before  the  1916  contracts  expired) — throw 
much  light  on  the  prewar  situation  which  led  to  the  passage  of  the 
Rainey  Resolution  in  August,  1916.  The  1918  output  of  the  operators 
is  stated  to  show  that  the  figures  can  be  considered  representative. 

Table  6 


Dimicr 

Number 

of 
Operators 

1918 
Output 

Jan.-Mar., 
1916 

April-Oct, 
1916 

Nov.,  1916- 
Mar.,  1917 

I1L  District— *.... 

5 

1,500,000 

per  ton 

per  ton 
$0.05(a) 

per  ton 
10.44 

HL  District— 3... . 

7 

13,000,000 

— 

.08(b) 

.44 

Hi.  District— 4.... 

2 

9,260,000 

.06 

.01 

.89 

111.  District— 6.... 

13 

12,000,000 

— 

.12 

.68 

Ind.  Bituminous. . . 

83 

14,000,000 

— 

.07 

.62 

Mich.  State 

4 

1,200,000 

— 

.16(b) 

.91 

W.  Va.  Pocahontas 

99 

9,000,000 

32 

.34 

.67 

W.  Va.  New  River 

10 

9,500,000 

.13 

M 

.48 

W.  Va.  New  River 

27(c) 

6,000,000  (c) 

— 

.22(c) 

.48(c) 

(a)  May-Oct. 

(b)  July-Oct. 

(c)  Give*  for  purposes  of  comparison  with  the  figures  of  10  operators  in  the 
game  field. 
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The  effect  of  the  much  more  rapid  increase  of  price  over  the  increase 
in  cost  during  November,  1916-March,  1917,  is  clearly  evident  by  the 
increased  margins. 

Similar  figures  follow  for  14  important  .districts  (including  the  Poca- 
hontas and  New  River  fields  also  shown  in  the  preceding  table),  the 
comparison  in  this  case  being  of  yearly  margins  for  1916,  1917,  and 
1918,  and  of  the  percentage  which  such  margins  form  of  each  dollar 
of  sales  realizations. 


Table  7 

District 

No.  of 
opera- 
tors 

1918 
Outpat 

Actual  margin 
per  net  ton 

Proportion  of  each 

dollar  paid  by 

purchasers 

1916 

1917 

1918 

1916 

1917 

|  1918 

1 

1 

$ 

% 

% 

% 

Southwest  Pa 

17 

28,01.10,000 

.17 

1.12 

.60 

18 

42 

24 

Central  Pa 

88 

9,000,000 

.08 

.92 

.78 

6 

32 

25 

Maryland 

9 

1,000,000 

.88 

1.06 

.61 

28 

89 

18 

WestVa.  Pocahontas.   . 

22 

9,000,000 

.87 

1.16 

.89 

80 

49 

86 

Tog  River  .   . 

18 

1,600,000 

.28 

1.19 

.55 

17 

44 

20 

New  River  .   . 

10 

2,600,000 

.24 

.95 

.81 

19 

40 

29 

111.  No.  1 

10 

2,250,000 

.08 

.88 

.42 

2 

13 

IS 

4 

2 

2,250,000 

.10 

.81 

.40 

9 

19 

19 

Ohio        8 

6 

i!T  750,000 

.21 

.82 

.55 

15 

86 

21 

5&9 

6 

4,780,000 

.21 

1.18 

.86 

17 

46 

83 

8 

14 

7,600,000 

.21 

1.09 

.68 

28 

49 

28 

6 

12 

1,760,000 

.80 

1.20 

.78 

20 

42 

25 

Kentucky  No.  8 

16 

1,500,000 

.19 

1.11 

.66 

18 

89 

22 

Tennessee  No.  1 

Z™ 

1,800,000 

.01 

.74 

1    •** 

1 

28 

14 

The  low  margins  for  periods  prior  to  November,  1916-March,  1917, 
shown  in  Table  6  throw  considerable  light  on  the  condition  of  the  in- 
dustry during  most  of  1916.  The  yearly  margins  for  1916  shown  in 
Table  7  include  the  high  prices  of  November  and  December,  1916,  and 
do  not  as  accurately  reflect  conditions  prior  to  1916.  The  deduction, 
however,  to  be  made  from  both  tables  indicates  that  the  margin  at  that 
time  formed  but  a  relatively  small  part  of  the  price  paid  by  the  pur- 
chaser.  The  principal  component  of  the  f.o.b.  mine  cost,  as  has  becfi 
already  pointed  out,  is  the  labor  cost,  which  usually  forms  about  70 
to  80  per  cent.  This  labor  cost  is  principally  affected  by  changes  in 
the  wage  scale,  though  it  also  is  to  some  degree  affected  by  changes  in 
the  tonnage  produced.  And,  forming  as  it  does  the  predominant  item 
of  cost,  it  has,  in  normal  competitive  conditions,  a  very  direct  effect  on 
the  prices  asked,  and  hence  on  the  sales  realizations.  The  increase  made 
in  wages  for  a  number  of  years  prior  to  the  war  were  relatively  slight, 
so  that  their  effect  on  prices  was  not  marked.  As  a  result  the  sate 
realization  remained  fairly  constant  from  year  to  year.  This  may  be 
deducted  from  the  "average  value"  figures  compiled  from  Geological 
Survey  reports  for  four  important  eastern  fields. 
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Tabu  8 


Southwest  Pa. 

Central 

New  River 

Pocahontas 

average  value 

Pennsylvania 

West  Virginia  West   Virginia 

1911 

$1.01 

$1.01 

$  .95 

$  .99 

1919 

1.04 

1.05 

1.00 

.97 

1913 

1.13 

1.11 

1.08 

1.08 

1914 

1.06 

1.07 

1.10 

1.08 

1915 

1.08 

1.06 

1.06 

1.06 

1910 

1.28 

1.30 

1J?5 

1.19 

The  "average  values"  are  not  exactly  the  same  as  "sales  realizations," 
since  they  include  allowance  for  the  estimated  value  of  the  coal  used  for 
power-house  fuel  at  the  mines.  The  actual  "sales  realizations"  would 
be  found  to  have  been  a  few  cents  higher  than  the  "average  values" 
shown  above. 

It  is  evident  from  the  slight  changes  in  labor  cost  which  took. place 
from  1911-1915  inclusive  that  the  conditions  prior  to  November,  1916, 
had  existed  for  several  years.  And  while  the  picture  of  the  alleged 
conditions  in  the  industry  set  forth  in  the  Rainey  Resolution  may  have 
been  overdrawn  in  some  particulars,  the  evidence  is  overwhelming  as  to 
the  general  state  of  depression  and  demoralization  of  the  coal  industry 
at  that  time.    This  resolution  is  as  follows : — 

Rainey  Resolution  August,  1917 

(House  Resolution  852,  Sixty-fourth  Congress,  first  session.) 

Whereas  it  is  alleged  that  unfair  methods  of  competition  are  widely  prac- 
ticed in  the  bituminous  coal  mining  industry  of  the  United  States ;  and 

Whereas  it  is  alleged  that  in  consequence -thereof  the  industry  in  many 
districts  has  been  demoralized  financially  and  numerous  operating  companies 
have  been  forced  into  receiverships;  and 

Whereas  it  is  also  alleged  that  in  consequence  thereof  some  200,000,000 
tons  of  coal  are  permanently  lost  to  the  Nation  each  year  by  unwise  and  im- 
provident methods  of  mining;  and 

Whereas  it  is  further  alleged  that  in  consequence  thereof  some  500,000 
employees  at  the  mines  are  kept  idle  from  one  fourth  to  one  third  of  the 
working  time,  with  much  ensuing  hardship  and  loss  to  themselves  and  those 
dependent  upon  them ;  and 

Whereas  such  conditions,  if  existing  in  the  bituminous-coal  industry,  vi- 
tally touch  the  interests  and  welfare  of  the  public  as  a  whole:  Therefore, 
be  it 

Resolved,  that  the  Federal  Trade  Commission  be,  and  is  hereby,  directed 
to  begin  and  make  inquiry  immediately  into  the  conditions  in  the  production 
and  distribution  of  bituminous  coal  and  to  report  the  facts  to  Congress  with 
recommendations. 

m.  Conclusion 
To  be  of  practical  value  in  the  solution  of  the  coal  problems,  the  sta- 
tistics of  costs,  prices,  and  profits,  must  relate  to  small,  fairly  homo- 
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geneous  areas.    The  diversity  of  conditions  found  to  exist  between  dif- 
ferent fields  in  the  same  state  (not  to  mention  between  mines  in  the 
same  field)  is  such  as  to  militate  against  broad  generalizations.     In  * 
relatively  few  particulars  can  generalizations  covering  any  large  por- 
tion of  the  industry  have  even  any  theoretical  value — and  even  in  tboie 
caution  must  be  used  if  their  application  to  the  problems  of  a  particu- 
lar field  is  in  question.    In  view  of  the  present  trend  of  public  opinion 
in  calling  on  federal  and  state  government  for  legislative  and  executive 
action,  which  affects  the  public  utility  aspects  of  the  coal  industry, 
and  restricts  the  free  play  of  such  economic  factors  in  production  at 
the  relations  between  employer  and  employed  in  regard  to  ways  and 
conditions  of  employment,  and  in  distribution  such  as  control  over  the 
disposition  of  the  product  to  different  classes  of  purchasers,  and  the 
regulation  of  prices  which  may  be  changed,  it  is  evident,  that  for  the 
benefit  of  all  concerned — whether  operator,  laborer,  or  consumer — there 
should  be  the  fullest  possible  definite,  detailed,  impartial,  authoritative 
information  available  alike  to  all,  so  that  any  constructive  action  con- 
templated either  along  the  lines  of  legislative  enactment  or  voluntary  co- 
operation can  be  considered  in  the  light  of  a  full  knowledge  of  present 
conditions. 


SELLING  COAL 

By  George  H.  Cushing 

Managing  Director  of  the  American  Wholesale  Coal  Association 

An  eccentric  English  author  once  said  that  there  were  so  many 
opinions  as  to  how  to  use  punctuation  marks,  he  did  not  propose  to 
employ  any.  Instead  he  would  print  several  pages  of  them  at  the  end 
of  his  book  and  would  allow  the  reader  to  distribute  them  to  suit  his 
taste. 

This  paper  is  based  on  statistics.  However,  so  many  degrees  of  a 
simple  lie  can  be  told  by  figures — and  I  still  have  a  semblance  of  re- 
spect for  the  truth — I  propose  to  leave  them,  in  so  far  as  possible, 
out  of  the  text.  I  will  put  all  of  them  in  at  the  end  and  will  allow  the 
reader  to  rearrange  them  into  tables  according  to  his  liking. 

The  simple  facts  about  bituminous  coal  are : 

1.  Reports  were,  in  1918,  received  by  the  U.  S.  Geological  Survey 
from  11,038  mines. 

2.  Class  I  mines,  numbering  821  with  an  average  production  of 
about  342,000  tons  per  year,  produced  48.5  per  cent  of  the  coal  out- 
put of  1918. 

3.  Mines  numbering  929  comprised  Class  II  with  an  average  pro- 
duction  of  about  140,000  tons  per  year  and  produced  22.6  per  cent  of 
the  1918  coal. 

4.  Mines  to  the  number  of  1198  comprised  Class  III.  They  had  an 
average  production  of  about  72,500  tons  per  year  and  yielded  15  per 
cent  of  the  coal  in  1918. 

5.  Class  IV  consisted  of  2636  mines.  They  had  an  average  produc- 
tion of  about  25,000  tons  per  year  and  were  responsible  for  11.7  per 
cent  of  the  coal  of  1918. 

6.  Class  V  comprised  5545  mines.  They  had  an  average  annual  pro- 
duction of  2337  tons  and  gave  to  the  country  2.2  per  cent  of  the  1918 
coal. 

The  student  of  efficiency  and  the  amateur  economist  would  probably 
recommend  that  we  dispense  entirely  with  Class  V  mines ;  limit  sharply 
the  number  of  Class  IV  mines;  and  throw  all  of  their  manual  and 
mechanical  energy  into  converting  Class  II  and  III  mines  into  Class  I 
mines.  Before  following  their  advice,  we  might  do  well  to  consider: 
(1)  that  we  never  get  statesmen  without  first  having  babies;  (2)  that 
when  the  big  demand  for  coal  in  1917  ripened  into  the  titanic  struggle 
to  get  coal  in  1918,  it  was  the  small  mines  alone  which  gave  the  in- 
crease. That  is,  despite  the  fact  that  there  ware  821  Class  I  mines 
in  1918,  against  792  in  1917 — a  gain  of  29 — that  group  produced 
4,863,619  less  tons  in  1918  than  in  1917. 
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Indeed  Class  m,  IV,  and  V  mines— the  insignificantly  small  mines  of 
the  nation — gave  us  all  of  our  increased  production  in  1918,  after 
first  having  made  up  some  8,000,000  tons  loss  to  which  Class  I  and 
II  mines  would  have  subjected  the  country. 

Of  course  there  are  good  reasons  for  this  bad  showing  by  the  larger 
mines.  Not  the  least  important  is  the  fact  that  the  class  I  mines  were 
managed  by  the  best  thinkers  in  the  coal  trade.  Those  men  were  forced 
to  abandon  their  businesses  to  subordinates  while  they  attended  con- 
ferences, waded  through  investigations,  and  wasted  their  time  and  ener- 
gies on  equally  fruitless  efforts.  Their  duller  associates  had  nothing 
to  do  but  produce  coal  and  did  it. 

Also,  when  Class  HI,  IV,  and  V  mines  multiplied,  and  when  the  rail- 
roads had  to  serve  them  as  well  as  their  neighbors,  the  railroads  hav- 
ing only  a  limited  supply  of  cars  could  not  serve  all  to  100  per  cent, 
so  that  Class  I  and  II  mines  necessarily  fell  below. 

Finally,  Class  I  mines  quickly  ran  through  their  development  wort 
and,  lacking  men  to  extend  it,  had  to  lose  production  while  they  sub- 
tracted men  from  the  face  to  drive  the  entries  and  turn  the  rooms. 

Still  it  is  a  fact  that  the  larger  mines  lost  3,000,000  tons  while  thi 
smaller  mines  gained  more  than  30,000,000  tons,  leaving  the  countrj 
with  a  net  gain  of  about  £8,000,000.  It  is  not  wise,  therefore,  to  sel 
out  to  destroy  the  mines  which,  while  small  today,  give  promise  of  beinj 
graduated  into  a  higher  class  tomorrow,  and  which  also  serve  as  i 
factor  of  safety  for  the  country  when  there  is,  due  to  any  cause,  a  sua 
den  expansion  of  demand. 

The  Class  V  mines — commonly  called  the  "wagon  mines,,  or  "tn< 
snowbirds" — can  be  left  out  of  any  serious  economic  discussion  of  the 
future  of  the  bituminous  industry.  They  are  like  undertakers — we  em- 
ploy them  only  upon  dreaded  occasions ;  no  one  wants  to  use  them ;  anc 
still  they  are  quite  necessary.  This  leaves  us  with  only  the  mines  tf 
Classes  I  to  IV  which  may  properly  be  said  to  be  dependable.  The} 
represent  all  the  normal  and  natural  processes  of  nature  in  business,  it 
that  they  grow  from  little  to  big  and  from  young  to  old.  It  is  witr 
them  that,  in  the  long  pull,  the  industry  and  the  public  has  to  deal. 
All  told,  in  1918,  they  numbered  some  5584  and  produced  some  866,- 
000,000  tons  of  coal.  It  is  upon  these  mines  that  the  country  has  to 
depend  for  its  supply  of  coal  in  ordinary  times.  It  is  the  effort  to  sell 
their  produce  which  creates  the  merchandising  problem  of  the  coal  in- 
dustry, 

When  we  come  to  discuss  the  sale  of  coal— or  of  anything  else — wfi 
have  to  take  things  as  we  find  them.  We  are  not  allowed  to  make  them 
over*  even  for  the  purpose  of  discussion,  according  to  any  of  our  own 
theories.     In  the  matter  of  selling  coal — or  any1  *  ptopl* 
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have  been  led  to  believe  that  the  selling  is  not  done  properly  unless  it 
is  done  by  men  employed  on  salary,  big  or  otherwise,  under  the  imme- 
diate control  of  the  producer. 

There  must  be  both  sense  and  logic  behind  that  or  so  many  would 
not  say  and  believe  it.  Personally  I  cannot  see  any  reason  to  believe 
that  a  man  who  is  a  good  producer  must  for  that  reason  alone  be  also 
a  good  merchant.  My  experience  with  men  leads  me  to  think  exactly 
the  other  way.  Therefore  I  say:  Leave  production  to  the  producer 
and  selling  to  the  merchant,  or  every  man  to  his  trade.  But  the  public 
holds  that  if  a  man  gets  a  producer's  profit  he  will  want  no  merchant's 
profit;  and  thus  the  public  will  get  its  goods  cheaper.  And  I  bow  to 
the  public  and  say :  "Get  something  for  nothing  if  you  can,  for  that 
is  the  great  game  in  life." 

We,  here,  are  not  studying  popular  psychology,  but  general  eco- 
nomics. It  is  one  of  the  implied  rules  of  general  economics  that  for 
each  distinct  risk,  investment,  and  effort  there  should  be  a  comparable 
compensation.  If  we  follow  that  theory,  we  must  say  that,  since  the 
production  effort  is  one  and  the  wholesaling  effort  another,  they  con- 
stitute two  businesses.  Each,  therefore,  should  be  compensated  com- 
mensurately  even  though  both  are  housed  in  the  same  edifice  and  offi- 
cered by  the  same  men. 

So  long,  however,  as  the  American  people  hold  fast  to  their  belief 
that  the  selling  organization  is  virtuous  only  when  controlled  by  the 
producer,  we  must  try  to  let  our  minds  go  along  with  them  unless  we 
choose  to  make  them  unhappy.  It  is  for  us  to  study  the  exact  annual 
tonnage  which  a  producing  company  must  have  before  it  can  afford  to 
abandon  reliance  upon  outside  salesmen  and  sell  its  own  coal  by  its 
controlled  or  salaried  sales  force. 

To  answer  that  question  accurately,  we  must  first  understand  at 
least  this  much :  the  coal  produced  within  no  state  is  sold  wholly  in  that 
state.  Thus,  the  meanest  operator  in  the  meanest  coal  state  must  have 
enough  of  a  sales  organization  to  sell  his  coal  in  at  least  two  states. 
Some  of  our  poorest  coals  have  a  market  spread  over  at  least  five  states. 
Our  best  bituminous  coals  sell  in  some  eighteen  or  twenty  states.  It  is 
probably  true  that  on  the  average  the  market  for  coal  of  one  state  is 
in  seven  states.  The  task  of  the  producer  who  wants  to  sell  all  of  his 
own  coal  is  to  get  enough  tonnage  to  pay  the  expenses  of  a  sales  organi- 
zation large  enough  to  cover  seven  states. 

It  is  a  matter  of  common  knowledge  that  in  the  days  of  competition 
freed  from  government  control  the  selling  margin  ranged  close  to  7% 
cents  per  ton  of  mine-run  coal.  On  that  basis,  the  theory  of  the  coal 
trade  was  that  mines  which  had  only  50,000  tons  of  annual  production 
— those  in  Class  IV — were  wholly  dependent  upon  others  to  sell  their 
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coal.  The  man  with  a  million  tons  of  production  was  supposed  to  be 
independent  of  others.  In  between,  there  were  all  possible  variations  of 
modified  dependence  and  modified  independence.  This  leads  me  to  this 
conclusion:  the  importance  of  an  independent  selling  organisation  to 
a  producer  decreases  directly  in  proportion  to  the  producers9  increase 
in  tonnage,  but  under  all  conditions  increases  directly  in  proportion  to 
the  distance  between  the  mine  and  the  market. 

Financial  alliances  in  the  coal  fields  are  so  complex  that  it  has  bees 
impossible  for  me  to  get  the  exact  data  as  to  the  number  of  companies 
which  have  a  sufficient  tonnage  to  support  an  independent  selling  or* 
ganization.  I  venture  to  believe,  however,  that  there  are  not  to  ex- 
ceed seventy-five  companies  in  the  United  States  which  could,  if  they 
were  so  disposed,  stand  the  financial  strain  of  selling  all  of  their  own 
coal.  All  of  the  others  depend  in  whole  or  in  some  part  upon  inde- 
pendent selling  organizations. 

To  get  a  working  hypothesis,  I  have  assumed  arbitrarily  that  all 
of  the  mines  in  Class  I  dispose  of  their  own  coal  without  any  help  from 
outside  their  organization.    This  is  by  no  means  true. 

I  have  assumed  further  that  40  per  cent  of  the  mines  in  Class  II 
have  also  sold  their  own  coal.  This  leaves  60  per  cent  of  the  minei 
in  Class  II  and  also  of  the  mines  in  Classes  III,  IV,  and  V  as  wholly 
dependent  upon  the  wholesale  merchants.  This  means  that,  because  the 
others  cannot  afford  to  sell  their  own  coal,  the  wholesalers  are  obliged 
to  market  246,000,000  tons  of  coal  per  year,  or  42.46  per  cent  of  the 
total  production  in  1918. 

Knowing  what  I  do  about  the  mines  in  Classes  I  and  II,  I  believe  it 
is  safely  within  the  truth  to  say  that  from  55,000,000  to  60,000,000 
tons  more  of  their  production  is  handled  through  wholesalers.  This 
would  mean  that  the  wholesalers  annually  market  in  excess  of  800,000,- 
000  tons,  or  about  55  per  cent. 

This  estimate  is  made  tenable  by  the  fact  previously  stated  that  in 
times  of  harsh  competition  the  sales  margin  on  coal  averaged  close  to 
7.8  per  cent  per  ton  of  mine-run  coal.  On  any  such  income  per  ton, 
a  Class  I  mine,  with  an  annual  production  of  840,000  tons,  would 
have  a  sales  revenue  of  only  about  $19,500. 

The  same  thing  is  true  if  you  say  that  a  company  in  Class  I  is  of 
the  average  size  of  the  coal  companies  of  the  nation — has  one  and  one- 
quarter  mines.  Even  such  an  average  company  would  have  a  revenue 
from  sales  of  only  a  little  more  than  $24,000  per  year.  With  any  such 
meager  revenue,  a  company  could  not  maintain  salesmen  traveling  over 
seven  states,  endure  the  losses  due  to  bad  credits,  pay  the  demurrage 
and  reconsigning  charges,  and  make  the  customary  allowances  in  tbe 
settlement  of  claims.    So  little  money  will  not  travel  so  far. 
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This  leads  me  to  my  second  conclusion,  namely,  that  the  narrow 
selling  margins  per  ton  and  the  limited  tonnage  available  to  each  com- 
pany have  necessarily  thrown  the  merchandising  work  into  the  hands 
of  organizations  wholly  independent  of  the  producer. 

Still  addressing  my  remarks  to  the  holder  of  the  prevalent  notion 
that  the  producer  ought  to  sell  the  coal  he  mines  merely  because  he  is 
the  producer — and  quite  regardless  of  his  capacity  as  a  merchant — I 
want  to  explain  briefly  what  has  prevented  the  development  of  a  sane 
or  sound  merchandising  system  in  coal. 

When  the  producer  attempted  to  turn  merchant  as  well,  he  was  still 
thinking  with  the  mind  of  a  producer.  Necessarily  he  focused  his 
whole  attention  upon  the  mine  price.  To  his  mind,  production  was 
all  there  was  of  the  coal  business.  He  thought  that  merchandising  was 
a  necessary  but  unmitigated  evil.  He  therefore  wanted  to  pay  as  lit- 
tle as  possible  to  sell  his  coal  because  every  penny  of  selling  cost  was 
going  to  be  subtracted  from  his  mine  price.  He  never  thought  of  mak- 
ing the  sales  organization  over  into  a  separate  business,  earning  a 
separate  margin  and  hence  returning  a  separate  profit.  Instead,  he 
clung  to  the  old  theory,  starved  his  salesmen,  and  dwarfed  his  mer- 
chandising policy.  The  sales  representatives  of  coal  mines  have  strug- 
gled along  on  an  income  which  was  even  less  than  that  of  the  bank 
employee.  When  I  say  that  much  I  realize  that  condemnation  can  go 
no  farther.  The  salesman  employed  by  the  operator  soon  learned 
that  there  was  no  hope  of  a  future  in  that  direction;  therefore,  as 
quickly  as  opportunity  or  his  finances  would  allow,  he  set  up  in  busi- 
ness for  himself.  This  set  up  in  the  coal  industry  a  group  of  men  who 
had  every  disposition  to  be  friendly  to  the  operator  because  he  was 
their  source  of  supply,  but  who  were  forced  to  become  competitors  be- 
cause of  the  operator's  merchandising  policy. 

As  this  competition  became  keen,  the  operators  who  control  large 
tonnages  came  to  set  themselves  solidly  against  these  independent  mer- 
chants. In  the  fierce  struggle  for  existence  which  ensued,  the  tendency 
was  for  the  producers  to  advocate  the  destruction  of  the  independent 
merchants  and  for  the  independent  merchants  to  throw  their  support 
to  the  small  competitor  of  the  bigger  operator.  The  result  of  course 
was  to  increase  competition  which  already  was  ruinous,  and  to  reduce 
the  already  extremely  narrow  sales  margin.  If  under  these  conditions 
the  independent  merchant  wanted  more  money  for  himself — which  of 
course  he  did — he  had  only  two  ways  of  getting  it:  (1)  to  beat  down 
the  mine  price  which  he  paid  to  the  operator,  while  still  getting  a  fair 
price  from  the  user;  (2)  to  cut  the  cost  of  making  sales  by  having  a 
greater  assortment  of  coals  to  offer.     This  latter  would  allow  him  to 
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make  the  m^Tinmim  of  sales  with  the  minimum  outlay  of  travelling  ex- 
penses. 

Indeed,  the  independent  merchant  resorted  to  both  methods  of  en- 
hancing his  revenue. 

This  merchandising  system  prevented  the  operator  who  had  a  limited 
assortment  of  coals  and  who  could  not  profit  by  cutting  his  mine  price 
from  getting  that  revenue  from  his  sales  department  which,  as  his  ton- 
nage grew,  would  make  him  financially  independent  of  these  auxiliary 
selling  organizations.  In  fact,  this  system  tended  naturally  to  broaden 
and  strengthen  the  hold  which  the  independent  merchant  had  upon  the 
trade. 

At  the  same  time,  it  prevented  independent  merchants,  no  matter 
how  great  their  skill  as  merchants,  from  getting  that  revenue  out  of 
a  volume  of  sales  which  would  allow  them  to  develop  into  large  mer- 
chandising houses.  The  upshot  of  the  matter  was  that  the  merchandis- 
ing of  coal  was  increasingly  in  the  hands  of  independent  merchants,  and 
that  they  were  necessarily  small  and  numerous. 

Coming  now  to  the  conclusion,  it  is  apparent  that  the  one  thing 
which  has  stood  in  the  way  of  a  real  merchandising  program  in  coal 
has  been  the  insistence  of  coal  men  in  the  past  that  the  selling  expense 
should  be  subtracted  from  the  mine  price  rather  than  added  to  it. 

It  has  been  my  theory  for  years,  and  still  is,  that  the  coal  industry 
will  never  develop  a  merchandising  policy  that  is  worthy  the  name 
until  it  separates  production  from  wholesaling  and  attaches  a  com- 
mensurate margin  to  each.  Personally,  I  believe  that  the  act  at  pro- 
duction ends  with  the  coal  loaded  on  a  car  under  the  tipple,  and  that 
the  man  who  produces  that  coal  should  get  a  price  for  it  which  gives 
him  his  cost  plus  a  profit.  Personally,  I  believe  that  the  act  of  whole- 
saling begins  with  the  coal  loaded  on  the  car  and  carries  it  through 
until  finally  disposed  of.  I  also  believe  that  there  should  be  a  separate 
margin  covering  that  service.  Incidentally  our  Association  has  taken 
that  same  position. 

Our  recommendations  which  go  beyond  this  statement  of  principle 
are  confessedly  makeshift.  We  have  proposed  that,  until  a  better  plan 
is  worked  out,  the  margin  for  the  merchant  should  be  a  mmfmqTn  of 
8  per  cent  of  the  quoted  basis.  Frankly,  that  proposal  will  not  stand 
extensive  cross-examination.  It  is  therefore  temporary.  But  it  wffl 
have  to  serve  until  we  can  get  time  to  think  this  question  through  and 
work  out  a  more  sound  recommendation. 

It  is  proper  to  inquire  why  no  more  thought  has  been  devoted  to  this 
vital  subject  in  the  two  years  which  have  elapsed  since  we  announced  the 
principle  and  arrived  at  this  rather  rough  and  ready  recommendation. 

I  deem  it  a  sufficient  answer  to  say  that  out  of  the  24  months  I  and 
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the  members  of  our  executive  committee  have  had  only  three  weeks 
which  we  could  devote  to  such  a  study.    The  other  28  months  and  one 
week  have  been  devoted  entirely  to  the  defense  of  the  industry  against 
attacks  upon  it  made  by  public  officials.    I  do  not  want  it  understood 
that  I  resent  the  fact  that  officials  of  the  government  wish  to  inform 
themselves  about  coal.     I  do  believe  that  when  only  4  per  cent  of  the 
time  is  allowed  for  constructive  work  and  when  96  per  cent  of  our  time 
has  been  necessarily  devoted  to  defense,  a  disproportionate  amount  of 
the  time  of  an  Association  such  as  ours  has  been  expended  in  unpro- 
ductive work.    Until  we  have  had  time  to  think  our  merchandising  pro- 
gram through,  we  should  be  freed  from  the  necessity  of  attending  many 
investigations.    Even  our  half-baked  ideas  on  the  merchandising  side  of 
the  coal  business  would,  if  applied  to  the  industry  as  it  now  stands,  re- 
sult in  great  developments  of  a  forward  looking  character. 

We  will  admit  for  the  purpose  of  argument  that  it  is  the  proper 
theory  that  the  producer  should  also  be  the  merchant.  We  will  admit, 
therefore,  that  benefit  to  the  greatest  number  will  come  from  the  pro- 
ducer selling  as  well  as  mining  his  coal.  It  is  desirable,  therefore,  to  put 
him  in  a  position  to  develop  a  selling  force.  We  will  assume  that  our 
ideas  are  carried  into  effect  and  that  an  8  per  cent  selling  margin  is 
added  to  the  producer's  mine  price  and  is  paid  to  whoever  earns  it.  The 
operator,  under  those  circumstances,  is  encouraged  to  get  a  profit  by 
building  a  selling  organization.  The  selling  organization  pays  from 
the  start  all  of  its  expenses  and,  as  its  tonnage  grows,  begins  to  make 
a  little  money.  This  naturally  encourages  the  operator  to  build  up  his 
selling  organization. 

Naturally,  at  first,  he  sells  only  to  those  customers  who  buy  big  ton- 
nages.   Afterwards  he  naturally  expands  to  cover  the  entire  field.    The 
tendency,  therefore,  is  for  the  mine  to  build  up  a  selling  organization: 
In  the  meantime,  the  independent  merchant  begins  to  get  a  revenue 
which  allows  him  a  little  more  than  the  mere  cost  of  doing  business. 
Money  always  has  a  tendency  to  return  to  the  place  where  it  was  made. 
If  a  merchant  makes  money  out  of  selling  coal,  he  naturally  reinvests 
that  money  in  that  same  line  of  business.    Therefore,  the  tendency  is 
and  will  be  for  the  coal  merchandising  houses  to  grow  from  little  to  big. 
Thus  there  will  grow  up  bigger  sales  organizations  controlled  by 
mines  and  bigger  independent  merchants.     In  the  end  the  trade  will 
have  healthy  competition  in  selling,  but  the  units  will  be  larger  and 
more  serviceable. 

My  associates  and  I  are  convinced  that  in  a  very  short  time  the  car- 
rying out  of  this  policy  will  result  in  the  development  of  those  selling 
organizations  which  the  statistics  of  the  trade  indicate  are  necessary 
to  take  care  o*f  peculiar  needs  of  the  industry. 
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We  are  all  very  much  concerned  to  see  a  proper  merchandising  policy 
develop  because  we  are  going  to  need  some  real  coal  merchants.  I 
am  firmly  convinced  that  nothing  but  a  pronounced  export  policy  w31 
either  stabilize  this  industry,  assure  the  solvency  of  the  American  mer- 
chant marine,  or  put  a  firm  foundation  under  our  exports  of  other 
things.  I  am  firmly  convinced  that  we  shall  never  develop  a  proper 
export  coal  program  without  coal  merchants.  I  am  equally  convinced 
that  we  shall  never  develop  coal  merchants  unless  we  set  out  studiously 
to  create  merchants  by  adding  a  merchandising  price  to  the  mine  price. 

Coal  Statistics 
Production  by  Classes  of  Mines 


Group 

1918 

1917 

Total 

A  v.  per  mine 

Total 

Av.  per  mine 

Class      I 
Class     II 
Class  III 
Class    TV 
Class     V 

981,009,199 

180,941,195 

86,907,873 

67,788,140 

19,746,488 

349,968 

140,947 

79,544 

95,009 

9,837 

995,365,741 

199,485,594 

47,894^69 

51,596,000 

10,499,099 

360^10 

141,669 

71,738 

95,850 

1,775 

Number  of  mines  per  group 


1 

1918 

1917 

Gain 

Class      I 

891 

799 

99 

Class     II 

999 

914 

15 

Class   III 

1198 

1040 

158 

Class   IV 

9686 

1996 

640 

Class     V 

5454 

5888 

*434 

Tonnage  Gains  in  1918  over  1917  by  Groups 


Class 

I 

•4^68,619 

Class 

II 

1,455,671 

Class 

III 

12,013,604 

Class 

IV 

16,199,140 

Class 

V 

9,997,459 

*Loss. 
Dependable  Mines  (1918) 


Mines 

Output 

Class      I 
Class     II 
Class  III 
Class   IV 

891 

999 

1198 

9636 

981,009,199 

130,941,195 

86,907,873 

67,788,140 

Total 

5584 

566,639,330 

Average  Output  per  Mine  per  Year.... 

u             **         u        u       u    Day 
(949  working  days  per  year) 
Average  Number  Mines  per  Company.. 
Average  Tonnage  per  Company 

*  a  -       per  day 


101,475 
4073 

L* 
197,8584 
5U4J 
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Bituminous  Coal  Sold  by  Independent  Merchants 

Qass  il  78,565,717  or  60%  of  Class  II 

Class  III  86,907,873 

Class  IV  67,783,140 

Class  V  19,746,880—    49.46%  of  total 


Selling  Revenue  (1918  basis)  by  Groups  (old  and 

new  basis) 

Group 

Average  Tonnage 

Revenue  (old 
basis,  7%c  ton) 

Revenue  (new 
basis,  8%) 

Class      I 
Class     II 
Class  III 
Class    IV 
Class     V 

349,968 

140,947 

79,544 

95,000 

9,164 

919,670.10 

10,571.09 

5,440.80 

$58,769.88 
99,551.59 
11,607.04 

THE  TRANSPORTATION  PROBLEM  IN  THE  BITUMINOUS 

COAL  INDUSTRY 

By  A.  6.  Gutheim 
Manager,  Public  Relations  Section,  American  Railway  Association 

The  first  evidence  of  difficulty  in  the  transportation  of  bituminous 
coal  is  a  coal  car  shortage, — that  is,  an  inability  on  the  part  of  the  nil- 
roads  regularly  and  adequately  to  meet  the  demands  of  the  mines  for 
empty  cars  in  which  to  load  and  ship  their  production  to  market.  Gotl 
car  shortages  have  been  so  serious  and  so  nearly  continuous  for  the 
past  four  years  that  there  is  a  tendency  to  forget  that  the  situation 
previously  was  just  the  reverse.  For  many  years  prior  to  the  late  sum- 
mer of  1916  there  customarily  existed  in  this  country  a  surplus  of 
cars  available  for  coal  loading  in  excess  of  all  demands  therefor,  al- 
most 90  per  cent  of  the  time.  The  occasional  coal  car  shortages  were 
strictly  seasonal  and  local ;  nation  wide  or  long  continued  difficulties  of 
this  sort  were  unknown. 

The  seasonal  and  local  car  shortage  is  the  result  of  a  sudden  and 
heavy  demand  for  coal  which  comes  late  each  summer  in  anticipation 
of,  and  is  later  accentuated  by,  the  arrival  of  cold  weather.  The  cure 
of  such  difficulties  is  more  with  the  consuming  public  than  with  the 
producers  and  carriers.  The  former  may,  with  little  if  any  loss,  pur- 
chase and  store  their  extraordinary  winter's  coal  requirements,  in  part 
at  least,  earlier  in  the  season,  when  mine  and  transportation  facilities 
are  not  as  a  rule  fully  utilized.  But  the  latter,  in  effecting  a  cure, 
must  mine  and  transport  with  even  greater  intensity  during  the  period 
of  strong  demand.  This  would  require  larger  investment  in  mining  and 
transportation  equipment  and  more  employees  in  those  industries ;  and 
this  is  something  to  be  avoided  where  possible,  and  certainly  in  the 
bituminous  coal  mining  industry.  On  this  point  no  argument  is  needed 
beyond  the  very  first  conclusion  announced  in  the  recent  report  of  Mr. 
Hoover's  Committee  on  the  Stabilization  of  the  Bituminous  Coal  Indus- 
try of  the  American  Institute  of  Mining  and  Metallurgical  Engineers. 

If  the  future  held  in  store  no  more  serious  problems  in  bituminous 
coal  transportation  than  those  customarily  met  with  prior  to  1916,  the 
subject  could  be  dismissed  as  not  of  particular  importance.  But  our 
experience  since  1916  has  been  distressing,  and  at  times  attended  with 
danger.  That  experience  warrants  serious  consideration  of  its  causes, 
and  the  best  endeavors  of  all  concerned  to  eliminate  those  causes  hence- 
forth. 

General  Effect  of  the  Wa* 
War  is  essentially  a  consumer  of  iron  and  steel,  and  iron  and  steel 
production  depends  mainly  on  coal,  coke,  ore,  and  fluxing  materials  as 
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the  basic  raw  commodities.    Moreover,  fuel  is  relatively  a  greater  factor 
in  iron  and  steel  production  than  in  most  other  lines  of  manufacture. 
The  shift  from  peace  to  war  industry  called  for  extraordinary  coal 
production  long  before  we  entered  the  war,  and  our  activity  as  a  bel- 
ligerent greatly  increased  this  demand.     Simultaneously  came  greater 
demands  for  the  other  basic  commodities  of  iron  and  steel  production. 
All  these  commodities  are  invariably  shipped  in  bulk  and  usually  and 
by  preference  require  open-top  cars,  commonly  called  coal  cars,  for 
transportation. 

The  territory  Chicago,  St.  Louis  and  east  thereof,  and  north  of 
the  Ohio  and  Potomac  Rivers,  is  the  great  workshop  of  our  country. 
It  is  the  location  of  by  far  the  greater  part  of  our  population,  and  the 
greatest  density  of  population  and  traffic.    If  to  its  bituminous  coal 
production  is  added  that  of  the  bordering  states  of  Virginia,  West  Vir- 
ginia, and  Kentucky,  largely  consumed  in  this  great  workshop,  we  ac- 
count for  fully  75  per  cent  of  our  total  bituminous  production.    In  this 
territory  are  located  our  great  centers  of  iron  and  steel  manufactures, 
producing  perhaps  80  per  cent  of  all  our  iron  and  steel  articles.    On 
its  Lake  Erie  shore  are  the  docks  over  which  the  regions  beyond  the 
lakes  obtain  their  annual  requirements  of  twenty-five  to  thirty  million 
tons  of  coal  and  in  return  send  their  double  quantity  of  ore.    On  its 
North  Atlantic  Coast  are  great  tidewater  coal  piers  transshipping  mil- 
lions of  tons  of  coastwise  and  export  coal,  both  anthracite  and  bitumi- 
nous, annually.    There  also  are  located  the  ports  through  which,  first 
for  convenience,  and  later  for  convenience  and  necessity,  was  handled 
most  of  the  tremendous  overseas  movement  of  men  and  materials  from 
1915  on.    And  throughout  this  period,  freight  and  troop  movements 
within  and  to  and  from  this  territory,  east,  west,  north,  and  south, 
were  conducted  on  lines  of  railroad  never  built  to  carry  this  concen- 
trated load,  and  claimed  by  the  owners  to  have  been  stunted  in  develop- 
ment during  several  years  preceding  by  hostile,  or  at  least  unwise,  poli- 
cies of  government  regulation.     Furthermore,  many  of  the  more  im- 
portant gateways  through  which  this  war  traffic  had  of  necessity  to 
move,  were  manufacturing  cities  of  major  importance  in  the  war  pro- 
gram, which  were  then  undergoing  great  industrial  expansion  and  de- 
velopment, without  contemporaneous   development   of  their   railroad 
facilities.    Nothing,  perhaps,  more  clearly  emphasizes  the  stress  in  this 
territory  than  the  action  of  the  War  Industries  Board,  toward  the  close 
of  actual  hostilities,  designed  to  effectually  limit  any  further  location 
of  industry  in  the  eastern  portion  thereof. 

It  would  be  just  criticism  of  this  paper  to  say  that  thus  far  many 
words  have  been  used  to  outline  a  situation  which  the  French  sufficiently 
describe  by  a  shrug  of  the  shoulders  and  the  comment,  "C'est  la 
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guerre."  The  truth  is  that  the  war  was  the  primary  cause  of  our  coal 
transportation  difficulties,  and  as  indicative  of  this,  note  the  trend  of 
bituminous  coal  production  in  the  United  States  in  recant  calendar 
y  ears : 

1910 417,111,000  net  tons 

1911 105,907,000     «       - 

1913 450,105,000     «       " 

1918 478,486,000     «       • 

1914 499,701,000     u       " 

1915 449,699,000     u       « 

1916 509,598*000     "       u 

1917 551,791,000     "       u 

1918 579,886,000     «       u 

1919 458^)68,000     «•       - 

1990  (Est) 549,000,000     u       * 

This  is  the  commodity  of  greatest  tonnage  handled  on  our  railroads 
and  75  per  cent  of  it  is  produced  and  transported  in  the  congested  ter- 
ritory already  described* 

What  has  been  said  heretofore  constitutes,  in  the  opinion  of  the 
railroad  man,  the  basis  of  a  complete  defence  against  the  untrue  charge 
so  often  made  that  "the  railroads  broke  down"  during  the  war.  Perhaps 
nothing  has  contributed  so  much  by  way  of  ostensible  support  of  this 
charge  as  the  oft-repeated  statements  and  advertisements  of  gross  coal 
car  shortages  at  the  mines.  There  were  coal  car  shortages,  to  be  sure, 
and  their  effects  were  at  times  serious,  but  the  blame  therefor  lies  at  no 
one  door.  Accepting  the  war  as  the  primary  cause,  it  is  profitable  to 
study  the  supplementary  causes  right  down  to  date,  with  some  consider- 
ation of  how  to  eliminate  than  in  the  future. 

The  Wai  Demand  and  Its  Results 

Bear  in  mind  that  for  some  years  before  our  war  activity  com- 
menced the  bituminous  coal  mining  industry  in  this  country  was  much 
overdeveloped.  Financial  conditions  within  the  industry  were  by  no 
means  good  and  competition  was  exceedingly  keen.  Two  rather  lean 
years  just  before  we  hit  our  stride  in  war  manufacturing  did  not,  of 
course,  better  this  situation.  The  market  was  chronically  a  buyer's 
one.  The  light  demand  and  low  production  in  these  preceding  years 
left  no  great  stocks  in  consumers'  hands  upon  which  to  play  in  under- 
taking our  new  industrial  venture.  A  strong  demand  for  coal  came 
very  quickly  and  by  midsummer  1916  reached  extraordinary  propor- 
tions for  that  time.  The  war  load  was  then  well  upon  our  raflroaib, 
and  the  demands  for  service  required  such  continuous  use  of  facilities 
as  did  not  allow  the  desired  opportunity  for  conditioning  the  same. 
Then  began  also  the  difficulties  of  the  roads  in  obtaining  additioas) 
equipment,  due  to  the  preemption  of  industry  first  by  more  profitable 
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and  later  by  what  was  deemed  more  essential  work.  But  under  the 
conditions  as  they  then  obtained  the  1916  bituminous  production  went 
over  500,000,000  tons,  even  with  a  late  start ;  and  such  coal  car  short- 
ages as  developed  were  as  a  rule  peculiarly  the  result  of  particular 
situations  incident  to  expansion  of  production  on  certain  lines  not  fa- 
vorably placed  to  handle  the  same. 

Under  these  circumstances,  with  no  control  over  the  marketing  of 
bituminous  coal  except  that  afforded  by  the  law  of  supply  and  demand, 
the  inevitable  happened.  By  the  beginning  of  1917  we  were  in  a  period 
of  rapidly  mounting  coal  prices,  while  contemporaneously  there  came 
to  Washington,  in  ever-increasing  numbers,  consumers  whose  very  in- 
dustrial life  depended  on  regular  and  adequate  coal  supply  and  who 
found  great  difficulty  in  obtaining  it.  Statistics  to  show  currently  the 
true  state  of  production,  distribution,  consumption,  and  stocks  were 
utterly  lacking,  as  indeed,  is  largely  the  case  even  today.  There  was, 
however,  an  undeniable  shortage  of  cars  at  the  mines  and  quite  natur- 
ally the  whole  difficulty  was  attributed  to  this  railroad  disability. 

Looking  back  at  the  production  of  550,000,000  tons  in  1917  and 
580,000,000  in  1918,  with  stocks  upwards  of  25,000,000  tons  at  all 
times  and  reaching  68,000,000  tons  on  Armistice  Day,  it  is  easy  to  de- 
duce that  while  the  difficulty  could  have  been  cured  by  more  transpor- 
tation, permitting  greater  production,  it  might  also  have  been  cured 
largely  and  perhaps  entirely  by  more  economic  distribution  by  the  coal 
operators.  That  uneconomic  distribution  was  at  least  a  factor  in 
the  trouble  was  clearly  shown  by  the  nature  of  the  demands  made  upon 
the  railroads,  and  by  the  large  stock  piles  of  different  consumers  in  dif- 
ferent places.  Admitting  them  to  be  extreme  cases,  it  may  be  cited  that 
one  lot  of  Illinois  coal,  which  does  not  ordinarily  move  east  of  Toledo 
and  Detroit,  went  to  the  amount  of  200  cars  to  Connecticut,  while  a 
coal  car  shortage  on  a  southwestern  railroad  was  found  to  result  from 
shipments  to  the  Twin  Cities  and  beyond,  whereas  the  normal  market 
never  went  north  of  Omaha.  Of  the  crosshauling  of  coal  and  the  car- 
riage of  "coal  to  Newcastle"  there  was  almost  continuous  evidence,  al- 
though their  exact  extent  could  not  be  ascertained  without  the  most 
thorough  and  complete  policing  and  checking  of  the  entire  coal  move- 
ment. 

There  was  further  waste  of  rail  transportation,  particularly  in  the 
bituminous  coal  movement  to  New  England — one  of  the  danger  spots — 
because  of  the  dislocation  of  ocean  transportation.  The  Fuel  Admin- 
istrator for  New  England  was  not  far  wrong  when  he  stated  that 
removing  coal-carrying  vessels  from  coastwise  service  was  equivalent  to 
pulling  up  a  four  track  railroad  to  his  section.  New  England  cannot 
be  fueled  all-rail  any  more  than  can  our  northwestern  lake  states.    In- 
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stead  of  maximum  ocean  and  minimum  rail  movement  of  bitummo 
coal  to  New  England,  we  found  ourselves  by  force  of  circumstances, 
1917  and  early  1918,  attempting  the  reverse.  The  rail  gateways  w< 
incapable  of  handling  what  was  attempted,  and  even  so,  the  extraor 
nary  use  of  such  gateways  for  coal,  of  necessity,  adversely  affected  otl 
war  movements.  Furthermore,  a  car  of  bituminous  coal  moving 
New  England  all-rail  requires  at  least  double  the  car-days  necessi 
to  handle  the  same  tonnage  to  New  England  rail  and  ocean.  To  th 
circumstances  must  be  largely  attributed  the  failure  to  protect  J 
England  more  adequately  in  the  winter  of  1917-18.  And  rigjit  1 
it  may  be  noted  that  throughout  this  last  year,  New  England,  to  esc 
foreign  competition  in  the  purchase  of  tidewater  coal  and  ocean  frei 
rates  which  greatly  exceed  rail  rates,  has  leaned  more  and  more 
all-rail  coal. 

Nor  was  it  possible  to  control  distribution  through  the  medium 
our  regulation  of  interstate  commerce.  The  cardinal  principle  of  1 
regulation  is  that  carriers1  rates,  rules,  regulations,  and  practices  s 
be  just,  reasonable,  and  not  unduly  discriminatory  as  between  pers 
places,  and  commodities.  To  be  sure,  the  Interstate  Commerce  C 
mission  early  lent  its  support  to  the  Council  of  National  Defense 
the  Railroad  War  Board  in  their  joint  endeavors  to  cope  with  the  fl 
ation.  Always,  however,  there  was  before  the  carriers  the  statul 
prohibition  against  undue  discrimination,  and  the  consequent  possi 
ties  of  heavy  suits  for  damages.  There  was,  of  course,  much  don* 
"strong  arm"  methods  where  the  end  justified  such  means,  and  lat 
the  year  1917  when  the  National  Coal  Association  came  into  beini 
the  organization  of  the  coal  producers,  considerable  assistance 
possible  through  that  source,  especially  as  price  regulation  had  1 
become  a  government  policy. 

Regulation  Under  War  Legislation 
The  well-intentioned  efforts  of  Secretary  of  the  Interior  Lane  in 
spring  of  1917  to  settle  the  price  situation  by  cooperative  action  ot 
operators  unfortunately  came  to  nothing.  It  was  not  until  Aug 
1917,  with  the  effectiveness  of  the  Lever  Law  and  the  Transporta 
Priority  Act,  that  anything  like  order  began  to  come  out  of  the  ch 
Even  then,  the  Fuel  Administration  during  the  first  several  month) 
its  existence  was,  as  can  be  said  in  all  fairness  and  without  pers< 
criticism,  little  more  than  an  unwieldy  machine;  and  what  contrc 
had  of  distribution  resulted  not  so  much  from  the  exercise  of  its 
powers  and  its  control  over  the  coal  operators  as  from  its  ability 
compel  obedience  to  its  requirements,  by  virtue  of  its  ability  thro 
the  Railroad  War  Board  to  effect  some  control  of  transportation. 
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The  Transportation  Priority  Act,  however,  was  immediately  put 
to  excellent  service.  One  of  the  real  danger  spots  in  the  1917  situation 
had  been  the  light  movement  over  the  Great  Lakes  for  the  protection  of 
the  territory  beyond.  This  was  immediately  given  attention  by  the 
President's  Priority  Commissioner  and  the  situation  was  so  well  handled 
that  during  the  trying  winter  of  1917-18  not  a  single  case  of  coal 
shortage  was  recorded  in  the  northwestern  lake  territory.  As  a  sec- 
ond exercise  of  his  powers,  the  Priority  Commissioner  again  furnished 
great  impetus  in  the  right  direction  by  authorizing  certain  preferences 
to  coal  in  the  use  of  so-called  coal  cars.  This  increased  production 
simultaneously  justified  the  consequential  discrimination  against  the 
shippers  of  other  commodities. 

A  suggestion  early  made  to  the  Fuel  Administration  was  that  the 
movement  of  bituminous  coal  be  zoned  in  such  manner  as  to  afford  more 
economical  distribution,  both  from  the  standpoint  of  war  requirements 
and  transportation  possibilities.     These  efforts,  although  backed  by 
the  Council  of  National  Defense  and  the  Railroad  War  Board,  were  of 
no  avail.    Fortunately,  the  suggestion  met  with  favor  at  the  hands  of 
the  Railroad  Administration  shortly  after  it  took  hold.     The  imme- 
diate result  was  a  prompt  and  careful  study  of  the  whole  situation  by  a 
committee  of  both  administrations  on  the  basis  of  the  original  sugges- 
tions of  the  Council  of  National  Defense  and  the  Railroad  War  Board. 
The  Committee  recommended,  and,  effective  at  the  beginning  of  the 
coal  year  April  1, 1918,  there  was  promulgated  a  zoning  scheme  which 
stood  the  test  of  the  remainder  of  the  strict  war  period.    This  greatly 
increased  the  ability  of  the  railroads  to  transport  bituminous  coal  and 
facilitated  proper  distribution.     Shortly  afterward  the  Railroad  Ad- 
ministration, exercising  its  extraordinary  powers,  made  even  more  strin- 
gent rules  than  had  previously  existed,  preferring  coal  in  open  top 
cars.    These  new  conditions,  coupled  with  the  more  effective  organiza- 
tion and  efforts  of  the  Fuel  Administration,  were  responsible  for  the 
1918  figure  of  680,000,000  tons  production.     It  has  frequently  been 
said  that  had  the  armistice  not  intervened  production  for  that  year 
would  have  reached  600,000,000  tons.    The  fact  is,  however,  that  the 
saturation  point  had  been  reached  in  some  sections  before  the  armi- 
stice, and  it  may  be  doubted  whether  production  would  have  been  main- 
tained after  that  date  at  anything  like  the  high  rates  established  be- 
fore, even  had  hostilities  continued. 

Coal  Cae  Supply  during  the  War  Period 
It  will  be  profitable  here  to  give  consideration  to  some  of  the  trans- 
portation features  of  the  situation  which  faced  the  country  in  1916, 
1917,  and  1918,  and  under  which  maximum,  and  in  fact,  reasonably 
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adequate,  coal  production  was  obtained  for  the  country  as  a  whole  even 
though  there  was  habitually  throughout  that  period  the  cry  of  coal 
car  shortage  at  the  mines. 

So  far  as  the  records  of  the  coal  loading  railroads  of  this  country 
permit  such  a  comparison,  it  appears  that  on  January  1,  1916,  they 
were  serving  8646  mines  with  an  established  rated  capacity  of  43,524 
cars  per  day.  Of  these,  190  mines  were  undergoing  what  is  known  as 
development.  On  January  1,  1917,  the  total  mines  served  by  the  rail- 
roads numbered  4916,  with  an  established  daily  capacity  of  65,158 
cars ;  858  of  these  mines  were  in  the  development  stage.  On  January 
1,  1918,  the  mines  served  numbered  6157,  with  a  rated  capacity  of 
59,968  cars  daily ;  840  of  these  mines  being  counted  as  developing.  AD 
mines  included  in  this  comparison  are  established  tipple  mines, — mines 
which  have  a  permanent  arrangement  at  the  location  of  the  mine  itself 
for  loading  coal  over  a  tipple  into  cars.  So-called  wagon  or  country 
bank  mines,  which  are  of  a  temporary  nature  but  in  a  period  of  strong 
demand  for  coal  frequently  number  two  or  three  thousand,  are  not  in- 
cluded. An  outstanding  feature  of  the  comparison  is  that  in  1917  and 
1918,  two  years  during  which  there  was  no  regulation  of  prices  and  dis- 
tribution until  the  last  five  months,  the  number  of  tipple  mines  increased 
almost  70  per  cent,  and  their  capacity  in  the  neighborhood  of  40  per 
cent.  Expressed  another  way,  the  average  capacity  per  mine  per  day 
on  January  1,  1916,  was  about  twelve  cars,  whereas,  on  January  1, 
1918,  it  was  less  than  ten  cars.  Although  the  established  mines  had 
during  these  two  years  been  developing  to  even  greater  capacity,  the 
multitude  of  new  mines  was  enough  to  bring  down  the  average  capacity 
per  mine.    This  in  itself  meant  a  waste  of  transportation. 

For  many  years  coal  loading  railroads  have,  in  times  of  shortage, 
distributed  the  available  cars  to  mines  daily  on  the  basis  of  their  estab- 
lished rated  capacity.     One  of  the  achievements  of  the  Railroad  Ad- 
ministration was  the  establishment  of  uniformity  of  practice  on  aD 
roads  in  this  respect.     Common  carriers  are  not  equipped  to  handle 
all  peak  loads  currently.    This  fact  and  the  development  of  the  bitu- 
minous mining  industry  far  beyond  maximum  requirements  of  the  coun- 
try inevitably  means  a  car  shortage  during  such  peak  demands  as  have 
been  made  since  1916.    Every  increase  in  development  of  the  industry, 
without  corresponding  increase  in  demand  for  product  and  railroad 
facilities,  of  necessity  means  that  the  available  cars  must  be  distributed 
to  more  mines  in  a  lower  ratio  to  established  rated  capacity.     Ex- 
pressed in  another  way,  more  mines  must  be  served  with  the  same  num- 
ber of  cars  in  order  to  get  from  all  mines  in  the  aggregate  the  sane 
tonnage  of  coal  that  could  be  produced  by  fewer  mines  served  with  more 
cars  per  mine.    The  point  to  be  borne  in  mind  is  that  even  with  a  coal 
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car  shortage,  and  with  a  pronounced  coal  car  shortage,  it  is  entirely 
possible  to  keep  the  country  fully  and  adequately  supplied  with  coal. 

The  weekly  reports  of  the  Geological  Survey  enlighten  us  as  to  this. 
It  is  to  be  regretted  that  the  data  furnished  the  Survey  as  the  basis  of 
its  reports  is  only  about  60  per  cent  complete,  but  relying  as  it  must 
upon  the  good  will  and  cooperation  of  the  coal  operators,  and  without 
any  law  back  of  it,  the  Survey  has  been  able  to  report  week  by  week  a 
fairly  accurate  figure  showing  the  percentage  of  full  time  worked  and 
the  percentage  of  full  time  lost  at  the  bituminous  mines,  for  various 
named  causes.  Applying  to  the  tonnage  produced  weekly  the  percent- 
age of  full  time  worked  gives  an  idea  of  the  potential  capacity  of  the 
mines,  and  this  furnishes  some  rather  startling  indications  of  the  over- 
development of  the  industry.  Judged  by  these  reports  the  mines  have 
a  potential  ability  to  produce  bituminous  coal  to  the  amount  of  18,500,- 
000  tons  weekly,  or  considerably  over  900,000,000  tons  per  annum. 
One  has  merely  to  view  this  figure  in  the  light  of  the  maximum  require- 
ments of  the  country  as  indicated  by  our  war  experience  and  the  as- 
sumption that  our  railroads  can  handle  at  least  that,  currently,  to  see 
that  even  a  20  to  30  per  cent  car  shortage  is  inevitable  at  coal  mines 
during  a  period  of  maximum  demand  for  coal.  That  indeed  has  been 
our  experience  this  past  summer  and  autumn,  even  while  production 
was  exceeding  current  requirements  week  by  week. 

It  is  not,  of  course,  to  be  contended  that  the  mines  would  produce  at 
the  rate  of  18,500,000  tons  week  by  week  even  if  the  country  would 
absorb  the  same,  for  manifestly  the  men  could  not  continue  maximum 
effort  indefinitely.  The  point  is  that  the  failures  of  the  carriers  as 
shown  by  the  reports  of  the  coal  operators  are  measured  by  a  figure 
which  reflects  the  maximum  of  productive  effort  in  a  greatly  overdevel- 
oped industry.  It  is  significant  that  contemporaneously  the  demands 
for  cars  made  upon  the  railroads  by  the  same  mines  indicate  a  desire 
to  load  currently  about  16,000,000  tons  weekly.  But  even  on  this  basis 
a  car  supply  25  per  cent  short  would  more  than  meet  the  country's 
needs  for  coal. 

The  Post- Armistice  Difficulties 
In  the  period  following  the  armistice  we  find  first,  as  a  consequence 
of  the  industrial  slump  after  the  termination  of  actual  hostilities,  that 
the  demand  for  coal  fell  off  very  quickly.  There  was  further  a  seeming 
disposition  throughout  the  country  to  utilize  stocks  which  the  Geo- 
logical Survey  estimates  at  the  tremendous  total  of  63,000,000  tons 
on  Armistice  Day.  In  consequence,  production  which  had  averaged 
12,000,000  tons  weekly  for  months  before  the  armistice,  fell  at  once  to 
a  ten  million  average,  and  in  the  first  six  months  of  1918  to  eight  and 


lOt  American  Economic  Auociatian 

one  quarter  million.  The  railroads  meanwhile  were  carrying  the  great- 
est car  surplus  ever  recorded  in  our  railroad  history,  the  maxmram 
figure  being  about  450,000  of  all  classes  of  cars  daily,  out  of  a  total 
serviceable  ownership  of  about  ££25,000. 

By  June,  1920,  in  some  producing  districts  and  quite  generally  by 
late  July,  the  demand  for  coal  was  again  in  excess  of  the  ability  of  the 
railroads  to  furnish  transportation  therefor,  and  another  car  shortage 
period  began.  This  time  the  fundamental  causes  were  different  from 
those  in  1916-18,  but  the  situation  was  certainly  as  acute.  Surplus 
stocks  had  been  largely  consumed.  The  mines  had  been  running  on 
short  time  so  long  that  there  was  even  greater  than  ordinary  eagerness 
on  the  part  of  operators  and  miners  to  get  back  to  maximum  produc- 
tion. The  railroads  had  been  through  three  war  years  during  most  of 
which  the  wheels  had  been  all  but  run  off  their  locomotives  and  freight 
cars  in  continuous  service.  Usual  retirements  of  freight  equipment  and 
replacement  by  new  units  had  been  impossible  for  one  or  another  war 
reason,  while  demands  for  empty  coal  cars  exceeded  even  those  of  the 
war  period.  This  task  before  the  roads  was  rendered  even  more  diffi- 
cult in  August,  1919,  when  employees  in  the  railroad  shop  crafts  began 
to  strike.  These  strikes  continued  throughout  that  month  and  greatly 
militated  against  good  service. 

Bituminous  Miners'  Strike,  November-December,  1919 

By  September  1  railroad  conditions  were  somewhat  more  stable,  but 
by  that  time  the  bituminous  coal  miners'  strike  was  already  in  sight 
Plans  were  laid  by  the  Railroad  Administration  for  immediate  improve- 
ment in  the  service  for  coal.  A  minimum  production  of  11,000,000  tons 
weekly  was  the  mark  set.  It  was  attained  in  the  first  week  of  Septem- 
ber, and  consistently  exceeded  thereafter  down  to  the  date  the  strike 
broke,  November  1, 1919.  During  the  last  two  weeks  of  October  prefer- 
ential transportation  for  coal  was  accorded  everywhere,  even  to  the  ex- 
clusion of  other  commodities,  and  production  broke  all  previous  records. 

The  advent  of  the  strike  cast  additional  burdens  on  the  railroads,  al- 
though the  demand  for  coal  carrying  equipment  immediately  fell  off 
over  60  per  cent.  The  Fuel  Administration,  recalled  to  activity  and 
having  neither  organization  nor  funds,  proceeded  to  exercise  its  prin- 
cipal function,  that  of  distribution,  through  the  medium  of  the  Director 
General  of  Railroads.  The  program  for  the  country's  protection  in- 
volved the  holding  on  wheels  of  some  800,000  carloads  of  bituminous 
coal  in  the  hands  of  the  carriers  on  the  morning  of  November  1,  and  the 
rationing  of  the  same  according  as  needs  developed.  This  was  an  exact 
reversal  of  the  railroads'  usual  function  of  transportation  to  destma- 
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tion  and  delivery  to  consignee  as  rapidly  as  possible.    It  very  effectively 
hindered  transportation  generally. 

The  work  of  the  Director  General  in  his  agency  for  the  Fuel  Ad- 
ministration has  been  much  criticized.    To  be  sure,  it  was  by  no  means 
perfect,  but  undertaken  at  a  moment's  notice,  and  handled  of  necessity 
by   a  nation-wide  organization  created  by  wire  overnight,  it  hardly 
could  be.     Speaking  as  a  member  of  the  Director  General's  Central 
Coal  Committee,  the  writer  ventures  the  statement  that  the  criticisms 
are  based  mostly  if  not  entirely  upon  hindsight,  and  volunteers  the  in- 
formation that  the  critics  of  history  presented  no  concrete  suggestions 
for  improvement  while  the  emergency  was  on.    Even  the  accredited  rep- 
resentatives of  the  bituminous  coal  producers  in  Washington  through- 
out the  strike  were  unable  from  day  to  day  to  furnish  any  dependable 
information  with  respect  to  the  possibility  of  resumption  of  work.    The 
same  representatives  who  on  one  day  would  insist  that  settlement  of 
the  strike  was  in  sight  and  that  the  coal  on  wheels  could  be  safely  re- 
leased, would  on  the  following  day  congratulate  the  Central  Coal  Com- 
mittee for  not  having  followed  the  advice  previously  given.     Under 
such  circumstances  there  was  but  one  sound  policy  in  the  face  of  the 
rapidly  declining  coal  reserves,  as  evidenced  by  the  coal  under  load  on 
wheels.    That  was  to  "play  safe,"  and  that  policy  was  consistently  fol- 
lowed until  there  was  reasonable  certainty  that  work  would  shortly  be 
resumed. 

Production  during  the  strike  was  largely  obtained  in  the  northern 
Appalachian  fields.  Available  reserves  were  most  rapidly  absorbed  in 
Ohio  and  the  states  west  to  the  Rocky  Mountains.  For  their  protection 
thousands  of  cars  of  eastern  coal  were  moved  west  extraordinary  dis- 
tances and  over  extraordinary  routes.  Most  of  this  eastern  coal  was 
higher  priced  than  the  coal  customarily  sold  in  that  western  section. 
The  consequence  was  that  with  the  cessation  of  the  strike  in  sight  and 
the  possibility  of  cheaper  production  at  hand,  those  for  whose  protec- 
tion this  coal  had  been  moved  west  refused  to  accept  it,  and  thousands 
of  eastern  cars  were  tied  up  under  load  in  the  west  for  weeks.  Eventu- 
ally the  coal  was  parceled  out  to  the  railroads,  the  steel  companies,  and 
other  large  consumers  who  were  able  to  utilize  it. 

The  Situation  in  1920 

Although  the  miners'  strike  was  settled  in  mid-December,  only  fair 
production  materialized  in  the  winter  months  of  January,  February, 
and  March.  It  was  not  sufficient  to  accomplish  more  than  current  pro- 
tection for  the  country,  and  gave  no  opportunity  to  build  up  the  greatly 
depleted  stocks. 

Federal  control  of  railroads  terminated  February  29,  1920,  and  pri- 
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▼ate  operation  in  March  showed  progress  in  improved  bituminous  pro- 
duction. But  in  the  first  week  of  April  began  the  outlaw  strikes  of  the 
switchmen.  Again  production  dropped  to  exceedingly  low  figures,  and 
low  marks  continued  for  many  weeks*  Net  ownership  of  coal  cars  by 
our  railroads  had  not  increased  during  federal  control  and  the  "bad 
orders"  were  excessive.  The  small  stocks,  estimated  by  the  Survey  as 
24,000,000  tons  March  1,  and  the  extraordinary  dislocation  of  coal  cars 
throughout  the  country,  a  result  of  the  heavy  movement  of  eastern 
cars  west  during  the  strike,  made  matters  worse.  Car  shortage  figures 
at  the  mines  leaped  to  extraordinary  heights.  It  was  early  appreciated 
in  the  railroad  world  that  a  serious  danger  threatened  the  country  and 
called  for  extraordinary  effort  to  increase  the  facilities  available  for  the 
coal  transportation* 

Profiting  by  our  experience  during  the  war,  the  Congress  in  enacting 
the  Transportation  Act,  1980,  made  provision  that  enabled  the  Inter- 
state Commerce  Commission  to  assist  materially  in  meeting  the  situa- 
tion. Under  this  legislation  the  Commission,  whenever  in  its  opinion 
an  emergency  exists,  may  authorize  some  departure  from  the  cardinal 
principles  of  just,  reasonable,  and  not  unduly  discriminatory  practices 
in  our  scheme  of  transportation.  Immediately  upon  the  representation 
by  the  railroads  that  such  an  emergency  as  the  statute  contemplated 
did  in  fact  exist,  the  Commission  took  active  and  energetic  steps  calcu- 
lated to  remedy  the  situation.  First  was  an  order  relieving  the  rail- 
roads from  the  necessity  of  following  shipper's  routing,  and  simultan- 
eously came  a  series  of  car  relocation  orders  to  bring  back  from  the 
west  to  the  coal  mining  territory  of  the  east  thousands  of  empty  coal 
cars.  Subsequently,  for  the  further  relief  of  the  coal  situation,  the 
Commission  specifically  authorized  preferential  utilization  of  cotl 
cars  for  coal  loading.  Additional  emergency  service  orders  resulted  in 
Commission  specifically  authorized  preferential  utilization  of  coal 
moving  to  Lake  Erie  and  tidewater  ports  for  transshipment  by  vessel 
beyond,  thereby  avoiding  car  and  vessel  detention.  Still  further,  in 
order  to  assure  the  territory  beyond  the  Great  Lakes  and  the  people  of 
New  England  of  adequate  coal  supplies  for  the  coming  winter,  specific 
preferences  were  set  up  for  their  benefit. 

All  these  measures  did,  to  be  sure,  discriminate  to  a  certain  extent 
against  other  industry,  but  the  discrimination  was  only  what  Congress 
contemplated  in  authorizing  the  Commission  to  take  action  of  this  sort 
to  cope  with  emergencies.  Much  as  it  is  to  be  regretted  that  other  in- 
dustry had  to  suffer,  there  is  satisfaction  in  the  thought  that  the  pro- 
grams laid  down  have  all  been  fully  completed,  and  there  is  every  indi- 
cation that  the  coal  situation  in  the  country  as  a  whole  is  in  a  safe  con- 
dition for  this  winter. 
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In  the  rather  harsh  experience  of  the  past  four  years  there  are  these 
signs  for  the  future: 

1.  The  bituminous  coal  mining  industry  is  developed  far  beyond  the 
present  or  immediate  future  demands  of  our  domestic  and  foreign  trade 
in  bituminous  coal. 

2.  Our  railroad  facilities  are  probably  adequate  today  to  handle  our 
necessary  annual  bituminous  output  produced  with  fair  uniformity  of 
rate  throughout  the  year,  and  will  certainly  be  adequate  when  post-war 
rehabilitation  of  the  properties  is  completed. 

S.  Our  railroad  facilities  are  not,  and  without  great  waste  of  in- 
vestment never  can  be,  adequate  to  handle  currently  our  necessary 
bituminous  coal  production  when  obtained  by  weekly  peaks  of  18,000,- 
000  tons  and  valleys  of  7,500,000  tons  in  a  twelve  month  period,  as 
has  been  the  case  these  past  two  years. 

4.  While  the  powers  of  the  Interstate  Commerce  Commission  are  suffi- 
cient to  force  transportation  for  such  extremes  of  production,  the  ex- 
ercise of  such  powers  necessarily  involves  discrimination  against  other 
traffic  and  should  be  avoided  if  at  all  possible. 

5.  While  our  present  railroad  regulation  can  force  production,  it 
can  control  distribution  but  slightly,  and  prices  not  at  all. 

6.  Extreme  variations  in  rates  of  production  not  only  unduly  burden 
the  transportation  machine,  but  invite  further  overdevelopment  of  min- 
ing, with  the  consequence  of  greater  irregularity  in  miners'  working 
time. 

7.  So  long  as  regulatory  power  exists  to  force  coal  production  at 
the  expense  of  other  industry,  similar  power  should  exist  to  compel 
proper  distribution  of  such  production,  should  necessity  therefore  arise. 

8.  Provision  should  be  made,  by  additional  legislation  if  necessary, 
for  the  securing  and  compilation  by  proper  governmental  authority  of 
current  and  complete  statistics  of  production,  distribution,  consump- 
tion, and  stocks,  of  bituminous  coal. 

To  conclude,  let  it  be  kept  in  mind  that  production,  transportation, 
distribution,  and  consumption,  are  the  four  big  factors  in  the  bitumi- 
nous coal  industry,  and  should  be  reasonably  well  balanced.  Of  course, 
such  disturbances  as  war  and  nation-wide  strikes  constitute  emergencies 
which  require  corresponding  treatment.  But  under  ordinary  condi- 
tions proper  coordination  of  these  four  big  factors  is  possible  and  the 
result  should  be  better  conditions  of  mining  and  railroading,  lower  costs 
of  production  and  transportation,  and  better  prices  and  distribution 
to  the  consumer.    These  are  the  ends  toward  which  we  should  aim. 


COMMENTS  OF  AN  ORE  ENGINEER 

By  Aethub  J.  Mason 

Chicago,  IUmou 

Just  before  the  war  circumstances  took  me  for  the  most  of  a  year 
into  contact  with  coal  mines  and  mining.  I  had  passed  a  good  many 
years  in  the  steel  business  participating  in  the  reform  which  changed 
the  manipulation  of  the  raw  material  used  in  steel-making  from  hand 
work  to  machine.  I  had  seen  the  cost  of  a  typical  unit  act,  such  as  un- 
loading a  ton  of  iron  ore  from  ship,  drop  from  £5  cents  a  ton  to  5 
cents  or  less.  I  had  watched  the  slow  sobering  of  the  personnel  in  a 
plant  as  the  introduction  of  machines  took  from  the  shoulders  of  die 
sons  of  men  excessive  physical  work — so  excessive  as  each  night  to 
leave  a  man  in  such  a  state  that  relaxation  and  entertainment  could 
only  come  to  him  through  the  use  of  alcohol.  I  had  watched  the  process 
of  picking  out  and  promoting  the  brighter  spirits  in  the  crews  to  jobs 
calling  for  greater  skill  and  thought.  I  had  watched  the  stimulating 
and  uplifting  effect  on  groups  of  men  as  they  participated  in  bringing 
about  a  plan  to  do  more  and  better  work,  each  one,  each  day* 

Through  such  observation  I  have  come  to  a  firm  and  definite  conclu- 
sion of  the  value  of  labor-saving  devices  to  masses  of  hardworking  men 
in  elementary  work,  even  though  the  first  effect  seems  to  be  to  run 
them  out  of  a  job.  Part  of  that  conviction  is  the  belief  that  there  is  no 
other  procedure  to  raise  the  status  of  such  groups  but  in  labor-saving 
devices.  Further,  that  the  enormous  economic  advantages  are  not  more 
important  than  the  moral  effects,  which  contemporaneously  and  natur- 
ally flow  from  the  use  of  such  devices.  Only  through  them  can  we 
lighten,  sweeten,  and  render  more  profitable  the  lives  of  the  millions  of 
men  who  now  work  out  of  sight  in  coal  mines. 

The  poor  Asiatic  actually  regards  jealously  a  beast  of  burden  as  his 
competitor  and  rival.  We  will  not  go  very  far  until  we  remove  from 
down  in  the  coal  mine  the  obsession  that  steam  and  electric  beasts  of 
burden  are  competitors  and  rivals  of  men's  bodies — the  Asiatic  view — 
and  substitute  the  belief  that  these  agencies  are  friends  and  humble  aids 
just  as  much  as  domestic  animals. 

We  are  met  to  study  over  the  economics  of  the  coal  harvest.  The 
viewpoint  I  am  to  take  is  that  of  an  outsider.  Not  always  does  the 
onlooker  see  most  of  the  game,  but  his  view  is  bound  to  vary  either 
from  that  of  the  coal  operator,  who  is  too  close  to  the  game  and  too  in* 
terested  in  its  habits,  or  that  of  the  economist  and  statistician,  whose 
mind  dwells  on  the  refinement  of  the  existing  order  of  things  as  set  forth 
in  recorded  facts. 

The  ore  man  first  realizes  the  radical  difference  surrounding  the  art 
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of  ore  handling  as  a  stage  of  steel  making  from  its  kin,  the  art  of  coal 
mining.  The  steel  business  is  dramatic;  it  has  been  very  profitable; 
great  fortunes,  remarkable  men,  are  associated  with  it  in  the  public 
mmd.  Vast  numbers  of  fine  technically  trained  young  men  seek  it. 
Steel  plants  are  adjacent  to  large  cities;  the  personnel  participates  in 
the  Kfe  of  such  places.  It  employs  all  the  arts,  and  its  work  is  easily 
translated  into  readable  journalism. 

On  the  other  hand,  coal  getting  is  essentially  provincial.  It  is  a 
dirty  occupation;  out  of  sight.  It  attracts  a  large  number  of  simple- 
minded,  vigorous  men,  largely  of  foreign  birth,  who  from  their  isolated 
lives  have  small  chance  for  what  we  call  Americanization.  This  is  not 
an  unfair  statement,  and  explains  the  fact  that  iron  ore  handling  has 
gone  so  far — has  already  achieved  the  reform  in  procedure  which  coal 
mining  awaits. 

Low  grade  copper  ore  manipulation  has  already  benefited  by  utiliz- 
ing the  devices  and  knowledge  of  the  iron  processes. 

The  four  great  opportunities  in  coal  production  and  use  appearing 
to  me  are: 

1.  Mechanical  loading  of  the  coal  after  the  face  is  shot  in  the  mine. 

£•  Hie  establishment  of  great  storage  piles  at  points  of  large  con- 
sumption. 

3.  A  reform  in  use  and  distribution  of  coal  at  large  cities. 

4.  The  classification  of  coal  from  its  chemical  and  physical  char- 
acteristics in  the  manner  that  wheat  or  iron  ore  is  now  classified. 

I  will  deal  with  these  four  ideas  in  order. 

1.  Mechanical  loading  of  the  coal  in  the  mine.  The  outsider  with 
technical  training  and  experience  is  astounded  when  he  first  compre- 
hends the  fact  that  nearly  700,000,000  tons  of  coal  each  year  is 
shoveled  by  hand  into  mine  cars  in  this  country  alone.  It  is  to  him  as 
though  we  were  to  go  back  to  spading  our  land  in  agriculture  instead 
of  plowing  it.  Let  me  try  to  visualize  this  work  for  you.  The  coal 
we  burn  in  the  months  of  January  and  February  would  fill  up  the  whole 
Panama  Canal.  Who  would  contemplate  that  great  work  as  a  possi- 
bility with  hand  tools?  A  million  men  in  the  United  States,  another 
million  in  the  United  Kingdom,  pass  their  working  lives  down  in  the 
mine  or  near  the  pit  mouth  in  the  work  of  transferring  coal  from  its  long 
resting  place  into  railroad  cars.  Think  of  the  crowds  of  New  York,  or 
Chicago,  or  Philadelphia,  then  remember  that  one  man  in  25  works  in 
a  coal  mine,  and  actually  one  man  in  12  in  Great  Britain.  "Out  of 
sight,  out  of  mind,"  we  say,  and  the  terrible  truth  goes  on  and  on. 

Were  it  not  for  the  peculiar  psychology  underground,  were  it  not 
for  the  fact  that  this  mining  is  dirty,  and  its  details  unknown  to  so- 
ciety, this  matter  would  have  been  disposed  of  long  ago.    Give  access 
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almost  a  section  or  mile  square  is  so  organized — a  city  underground 
which  utterly  bewilders  the  novice  on  first  acquaintance. 

This  area  largely  arises  from  the  pseudo-ownership  which  ever 
miner  acquires  of  his  room  or  rooms,  technically  known  as  his  jAac 
This  place  he  inhabits  with  his  "buddie"  and  owns  for  perhaps  a  yea 
An  unwritten  charter  has  for  a  century  given  him  rights  which  ai 
sacred.  He  works,  or  does  not  work,  like  the  rest  of  us,  according  i 
our  health,  our  wife's  health,  our  national  holidays,  our  interest  i 
baseball,  our  funerals,  our  marriages,  our  quarrels.  The  problem  < 
supplying  empties  or  taking  away  loads  from  the  rooms  or  places,  thi 
becomes  a  sort  of  game  of  chess,  almost  impossible  of  proper  organ 
cation.    From  this  the  miner  himself  suffers  most  of  all. 

It  is  trite  to  say  that  the  work  at  any  point  in  a  coal  mine,  as  in  ai 
tunnel,  will  proceed  with  the  frequency  with  which  a  face  is  shot, 
find  that  the  room  faces  are  shot  in  Southern  Illinois  on  an  averaj 
about  once  in  four  days.  If  these  faces  were  shot  every  day,  it  mil 
surely  follow  that  the  area  kept  alive  with  the  agencies  I  have  mention* 
will  be  cut  down  correspondingly.  That  is  to  say,  two  and  one-ha 
acres  become  the  equal  of  ten  acres,  and  the  cost  of  mining  over  whi 
is  paid  the  so-called  miner  will  fall  in  much  that  measure. 

Machine  loading  will  necessarily  abolish  the  institution  of  places 
coal  mining.  A  group  of  six  men  with  loading  machine  and  gatherii 
motor  should  average  100  tons  of  coal  per  hour  loaded  in  mine  ca 
and  delivered  to  the  general  transportation  system  of  the  mine.  Th 
crew  will  proceed  from  roam  to  room,  with  much  the  same  sort  of  ord« 
that  we  follow  in  other  work  of  a  kindred  character  above  groun 
Machine  loading  will  enormously  concentrate  the  work.  Inasmuch  i 
there  will  always  be  a  gathering  locomotive  in  attendance,  there  will  1 
hardly  any  limitation  to  the  size  of  mine  cars.  They  should  rise  to  U 
or  even  fifteen  tons,  instead  of  two  or  three  or  four  as  a  present  averag 

Throughout  the  procedure  everyone  will  think  and  act  in  larg 
units,  and  this  is  no  small  matter.  Ten  years  ago  in  an  earnest  inquii 
I  could  find  no  reason,  nor  could  any  of  my  expert  friends  on  the  grout 
find  any,  for  the  fact  that  coal  in  London,  £50  miles  by  water  rou 
from  two  great  coal  fields,  was  $3,70  per  ton  f.o.b.  cars,  while  coal  i 
Chicago,  900  miles  by  rail,  plus  a  terrible  winter,  was  $2.80  f.o.b.  cai 
wages  in  Illinois  being  almost  three  times  wages  in  England.  No  othi 
reason,  I  say,  but  thinking  and  acting  in  our  case  in  larger  units.  T1 
Englishman  did  his  work  in  what  I  can  find  no  other  fitting  expressic 
for  but  a  piddling  away — his  mine  cars  like  baby  carriages,  his  railroi 
cars  hardly  bigger  than  our  delivery  trucks.  No  one  could  pretend  thi 
English  miners  are  inferior  to  our  miners  as  miners.  When  they  con 
here  they  hold  their  own.    Yet  they  get  but  250  *««■  «*■*"  v*ar  again 
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our  600  tons.  Our  surprise  at  this  is  only  heightened  when  we  find 
that  the  miner  of  the  Steel  Corporation  doubles  this  figure  again,  and 
gets  twice  as  much  coal  as  the  miner  outside  the  Steel  Corporation. 
There  seems  no  limit  to  what  a  man  can  do  when  properly  fortified 
by  organization  and  tools. 

Having  prognosticated  certain  things  twenty  years  ago  with  suc- 
cess, I  will  go  into  the  game  again  and  prophesy  that  coal  production 
cost  at  the  pit  mouth  will  fall  two  or  three-fold  within  the  coming  ten 
to  twenty  years,  and  yield  more  profit  to  all  concerned  than  ever  before, 
excepting  of  course  our  last  three  years'  spr^e. 

2.  The  establishment  of  storage  pUes  at  points  of  large  consumption. 
The  greatest  economical  waste  in  the  coal  situation  is  the  waste  of 
manhood,  waste  both  physical  and  intellectual.  Most  of  our  miners 
come  from  a  European  environment,  cruelly  hard,  and  lacking  in  op- 
portunity. Life  in  the  mine  and  a  home  in  the  vicinity  do  not  afford 
what  all  good  men  most  desire,  an  opportunity  for  prompt  Americani- 
zation. Being  isolated  groups,  often  nationally  coherent,  forces  are 
very  strong  to  preserve  the  old  world  mentality  and  habits.  This  situ- 
ation is  aggravated  by  the  fact  that  coal  mining  has  been  allowed  to 
become  a  seasonal  industry,  due  to  our  severe  climate  and  its  caprices, 
and  here  appears  my  second  great  opportunity. 

From  the  beginning  our  ore  industry  stopped  each  year  with  the 
freezing  of  the  Great  Lakes.  We  were  forced  to  introduce  storage 
systems,  and  out  of  them  has  developed  a  most  astonishing  group  of 
effective  mechanisms,  which  are  ready  to  the  hand  of  those  manipulat- 
ing coal. 

The  intermittent  character  of  bituminous  coal  mining  is  very  de- 
moralizing. I  wonder  how  many  men  in  this  room  would  retain  their 
equanimity  did  they  live  under  circumstances  wherein  day  after  day, 
week  after  week,  year  after  year,  they  could  not  forecast  from  day  to 
day  when  they  would  work,  how  much  they  could  work,  bread  and  but- 
ter requiring  that  they  must  work.  Our  soft  coal  mines  probably  have 
not  averaged  200  days9  work  in  the  year.  The  difficulty  has  always 
been — what  200  days?    No  one  could  tell  a  week  ahead. 

The  obvious  remedy  for  this  is  the  storage  pile  at  centers  of  con- 
sumption. It  is  interesting  to  know  that  this  system  has  long  been  in 
existence  in  dealing  with  the  coal  for  our  Northwest.  Many  millions 
of  tons  are  carried  annually  by  the  returning  ore  vessels  to  Duluth 
and  other  points,  and  from  there  distributed  as  the  demand  arises. 
This  coal  has  been  carried  a  thousand  miles  for  the  past  twenty  years 
for  something  between  80  and  50  cents  a  ton — an  economical  achieve- 
ment without  parallel. 

Northwest  practice  has  fairly  abolished  the  bugbears  of  deterioration 
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and  of  spontaneous  combustion,  save  in  very  high  sulphur  coaL  line 
devices  are  available  now  in  the  car  dump  and  the  great  storage  bridge 
to  put  soft  coal  into  stock,  and  take  it  out  of  stock,  for  something  like 
a  total  of  10  or  15  cents  a  ton. 

The  creation  of  a  system  of  storage  and  equipment  will  give  con- 
tinuity to  coal  mining,  but  its  collateral  advantages  will  be  even  greater. 
No  longer  will  railroad  cars  choke  the  great  yards  at  division  points, 
demoralizing  prices  and  stopping  traffic.  The  railroad  will  run  its 
regular  trains  throughout  the  year  to  move  the  coaL  No  longer  will 
the  coal  supply  in  our  cities  have  its  chills  and  fever  as  the  weather 
varies.  The  severe  winter  storm  not  only  suddenly  causes  a  great  de- 
mand for  coal,  it  also  brings  conditions  under  which  even  a  normal 
demand  cannot  be  met. 

It  is  an  open  secret  that  4/10  cents  tariff  per  ton  mile  never  was, 
or  will  be,  a  profitable  figure  for  railroad  transportation  in  our  severe 
winter.  There  is  every  prospect  that  it  will  be  profitable  with  a  steadj 
volume  of  business  during  the  fine  weather  part  of  the  year.  Moreover, 
a  good  deal  of  this  ultra  coal  movement  is  contemporaneous  with  the 
transfer  of  the  harvest.  It  is  altogether  desirable  that  these  two 
mum  streams  of  transportation  should  be  separated  in  season  if  we 
doit 

3.  A  reform  m  the  use  and  distribution  of  coal  m  cities.  We 
about  the  same  amount  of  coal  per  capita  as  England,  say  six 
each  per  annum.  In  our  ease  a  large  modicum  is  used  to  meet  a 
climate,  that  is,  to  keep  our  bodies  warm  and  commodities  from  injury; 
in  short  to  promote  comfort,  All  of  this  fuel  is  very  wasteful! v  used. 
It  is  a  safe  statement  to  say  it  is  burnt  at  a  rate  corresponding  to  m 
or  more  pounds  per  horsepower  hour,  whereas  it  might  be  burnt  in 
large  installations  at  two  pounds  per  horsepower  hour  to  effect  the 
same  result.  This  fuel  is  distributed  to  thousands  and  thousands  of 
destinations  by  wheel  vehicles  along  the  streets,  wearing  out  pavements 
and  interfering  with  the  traffic.  In  the  same  manner  the  ashes  antl 
partly  burnt  coal,  amounting  to  one  eighth  in  weight,  probably  oat 
fourth  in  volume,  are  gathered  and  finally  disposed  of.  Needed  space 
in  buildings  is  occupied;  the  "bete  noir"  of  housekeepers,  the  furnace 
man  and  the  ash  man,  all  take  their  place  in  this  chain  of  waste  and 
annoy  an  ce* 

The  primary  saving  which  would  ensue  should  municipalities  under- 
take to  furnish  heat  to  the  citizens,  as  they  now  do  water,  by  mean*  of 
great  central  stations,  would  reach  a  sum  measurably  equal  to  tht 
present  total  taxation  In  those  cities. 

The  secondary  saving,  due  to  the  absence  of  smoke,  the  proloogrf 
life  of  carpets,  wall  paper,  clothing,  furniture,  curtains,  laundrjiag, 
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paint  and  many  other  things,  would,  if  justly  stated,  reach  such  a 
mighty  sum  as  even  to  attract  the  notice  and  respect  of  one  of  our  in- 
dustrial boards  in  Washington  during  the  late  war.  A  man  in  a  city 
should  no  more  be  allowed  to  light  a  soft  coal  fire  in  his  house  than  he 
is  allowed  to  maintain  a  private  water  supply  in  his  back  yard  in  the 
form  of  a  shallow  well. 

4.  The  classification  of  coal  from  its  physical  and  chemical  charac- 
teristics. This  major  reform  is  suggested  by  the  steel  business. 
Twenty-five  years  ago  there  were  perhaps  100  different  varieties  of  iron 
ore  on  the  Messabe  range,  each  ore  bearing  the  name  of  the  mine — 
fondly  supposed  by  the  owner  to  have  special  merits.  The  Steel  Corpo- 
ration classified  all  this  ore  into  five  grades  or  groups.  This  act  has 
enormously  simplified  the  movement  of  fifty  million  tons.  In  the  same 
way,  our  wheat  loses  its  identity  the  moment  it  appears  at  a  railroad. 
It  thai  becomes  merely  so  many  bushels  of  No.  1  Red  or  some  other 
grade.  It  would  be  impossible  to  move  our  harvest  if  the  identity  of 
each  parcel  of  grain  were  preserved. 

The  benefits  which  would  accrue  from  a  systematization  of  this 
character  in  coal  would  be  very  great,  and  ramify  in  many  directions. 
Let  me  pick  out  one. 

The  bulk  of  our  coal  in  cities  is  delivered  to  team  tracks  and  shoveled 
from  the  cars  into  wagons  or  trucks.  I  know  of  land  in  Chicago  worth 
a  half  million  dollars  an  acre  devoted  to  such  a  purpose — a  most  waste- 
ful use  of  car  time,  team  time,  and  land  time.  All  this  coal  should  at 
once  be  classified  by  disinterested  officials,  be  mechanically  unloaded  by 
car  dumps,  elevated  into  great  structures  like  grain  elevators,  and 
loaded  by  gravity  into  wheeled  vehicles  for  distribution.  The  cost,  by 
such  a  plan,  would  be  an  infinitively  small  part  of  the  present  cost,  a 
vast  amount  of  tonnage  would  be  handled  on  a  small  area,  and  the  rail- 
road equipment  released  in  a  few  hours  instead  of  days. 

Twenty-five  years  ago  an  empty  car  arriving  at  a  Lake  Erie  port 
was  in  port  some  four  days  before  it  departed  as  a  weighed  load  for 
Pittsburgh.  Today  it  is  not  a  tenth  of  that  time  at  good  harbors. 
Perhaps  you  will  visualize  the  saving  of  space  when  I  state  that  a  metro- 
politan elevator  will  store  the  grain  contained  in  a  train  of  railroad 
cars  six  miles  long. 

The  classification  of  coal  according  to  its  genuine  contents  will  pro- 
tect the  public  in  the  same  manner  that  statutes  of  our  states  protect 
farmers  regarding  fertilizers,  throwing  out  of  the  game  much  bunk, 
clarifying  the  business,  and  benefiting  both  producer  and  ultimate  con- 
sumer. Today  we  are  able  on  a  dock  front  600  feet  long  to  do  a  volume 
of  business  in  iron  ore  of  over  three  million  tons.  Twenty-five  years 
ago  it  took  a  frontage  of  a  mile  to  handle  half  as  much.    The  treat- 
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ment  of  coal  in  cities  is  susceptible  of  improvement  of  the  same  order. 

I  have  deliberately  kept  to  the  last  two  advantages  which  it  seems 
must  inevitably  arise  in  coal  mining  when  mechanical  loading  of  coal 
becomes  general,  both  due  to  the  celerity  with  which  a  given  area  will 
be  attacked  and  the  coal  robbed. 

The  first  one  is  its  effect  on  safety  in  coal  mining.  The  public  mind 
is,  from  time  to  time,  aroused  over  the  story  of  some  great  calamity. 
It  sees  pictures  in  the  newspapers  showing  hundreds  of  women,  with 
shawls  over  their  heads,  waiting  for  the  bodies  of  their  beloved  to  come 
to  the  surface.  Not  at  such  times,  statistics  show  us,  do  the  fatalities 
arise.  The  preponderance  of  fatal  accidents  come  from  pieces  of  roof 
falling,  not  extensive,  a  few  hundred  pounds  at  a  time.  Now  every  engi- 
neer knows  that  caving,  whether  in  open  cut  or  underground,  is  but  a 
question  of  time — ground  which  is  quite  safe  for  a  week  is  utterly  un- 
safe in  a  month.  It  is  plain  to  me  that  nearly  all  fatalities  from  local 
roof  falling  will  disappear  with  complete  machine  mining.  It  is  not 
uncommon  to  leave  coal  in  the  roof  merely  to  strengthen  it.  I  know 
of  mines  in  Illinois  where  as  much  as  SO  per  cent  of  the  coal  is  not 
taken  out  for  this  reason :  to-wit,  the  roof  is  not  safe  for  a  year  with- 
out it;  but  if  the  same  roof  was  called  on  to  stand  only  a  month,  it 
generally  would  be  safe  without  the  reinforcement  of  two  feet  of  coal 
left  in  place. 

The  second  great  collateral  advantage  I  confidently  predict  as  a 
consequence  of  rapid  machine  loading  will  be  that  almost  all  out 
bituminous  coals  may  then  be  taken  out  by  the  long  wall  system,  thus 
winning  all  the  coal,  not  the  dubious  70  per  cent  we  now  flatter  our- 
selves with.  If  this  be  so,  it  means  a  beneficent  revolution  in  all  the 
stages  of  coal  mining.  For  one  thing,  the  long  wall  will  abolish  the 
dangerous  and  expensive  robbing  of  pillars  in  all  systems  of  stadl  and 
pillar  mining,  under  which  the  most  of  our  coal  is  won, 

I  find  myself  so  often  referring  in  the  steel  business  to  twenty-nV 
years  ago.  This  was  the  period  when  the  metallurgical  side  of  tbv 
business  had  so  far  progressed  that  the  technical  groups  turned  tlieir 
minds  to  the  perfection  of  mechanical  procedure-  It  is  only  just  to 
say  that  the  formation  of  the  Steel  Corporation,  bringing  together  larjpr 
numbers  of  highly-trained  young  men  in  friendly  relation,  ^ho  itir- 
ulatcd,  aided,  yet  competed  with  each  other,  has  perhaps  been  ih 
largest  factor  in  bringing  about  this  burst  of  enthusiastic  effort  witi 
its  grand  results  to  all  of  us. 

The  coal  business  is  ripe  for  changes  along  the  lines  indicated,  that 
is,  of  cooperative  management  and  friendly  spirit.  Perhaps,  too,  U»* 
moment  is  opportune.  Sadly  we  must  admit  we  seem  to  be  nt  tk 
portals  of  a  period  of  depression.    Is  this  not  the  very  moment  I 
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lish  in  our  cities,  on  our  railroads,  and  in  our  mines  the  agencies  for 
production  to  adequately  meet  the  next  wave  of  prosperity  and  de- 
mand? Indeed,  will  not  such  a  program  accelerate  the  coming  of  that 
happy  time? 

I  apologize  for  being  so  technical  before  this  audience.  For  the 
reasons  I  have  attempted  to  give,  an  appeal  must  be  made  to  the  en- 
lightened public,  for  the  art  of  coal  mining  is  out  of  sight  and  has  not 
the  advantage  of  all  the  other  arts  of  being  in  the  light  of  day  and 
within  the  purview  of  the  man  who  runs  and  reads.  Public  opinion  must 
be  roused  to  the  splendid  job  of  bringing  to  the  surface  about  three- 
quarters  of  a  million  vigorous  men.  I  repeat,  I  will  not  make  much 
progress  by  a  merely  intellectual  appeal.  The  appeal  must  have  its 
moral,  sentimental  side.  It  is  not  an  extravagant  statement  to  say 
that  the  environment  and  the  life  in  the  mine,  under  which  this  million 
men  work,  is  less  agreeable  than  the  environment  we  provide  in  our 
prisons  for  criminals.  No  fair  man  can  go  into  a  mine  without  warm- 
ing to  the  good,  vigorous  fellows  he  rubs  against.  Perhaps  I  am  over- 
sensitive. Perhaps  I  feel,  stronger  than  other  men,  a  hatred  of  seeing 
human  fingers  and  human  muscle  doing  things  that  an  inanimate  ma- 
chine can  do  better. 

Only  since  writing  this  paper  have  I  come  to  a  realization  of  pro- 
portions in  total  tonnage  movement  of  our  railroads.  I  offer  a  visible 
exhibit  of  that  proportion : 

Coal 650  million  tons 

Wheat  ....   SO  million  tons 

Corn    45  million  tons! 

Oats 9  million  tonsVAn  equal  amount  remains  on  the  farms. 

Hay 50  million  tonsj 

Iron  Ore ...   70  million  tons 

Steel 40  million  tons 

Lumber   ...   60  million  tons 

The  agricultural  harvest  which  our  railroads  handle  is  therefore  but 
one  fifth  the  weight  of  the  coal  they  move.  Adding  the  ore,  steel,  and 
lumber,  it  appears  that  the  coal  is  still  more  than  double  in  weight 
that  of  all  the  other  primary  products  mentioned. 

I  am  now  going  to  make  a  statement  sure  to  evoke  a  storm  of  dis- 
sent; nevertheless  I  make  it  with  confidence. 

My  claim  is  that  the  time-honored  pit-mouth  cost  of  a  ton  of  bitumi- 
nous coal,  which  has  ranged  for  many  years  from  $1.10  to  $1.40,  will 
by  reason  of  mechanical  loading  in  the  mine  fall  to  a  total  of  50  cents 
per  ton,  f.o.b.  cars  at  the  pit  mouth.  Now  a  horsepower  requires  ten 
tons  of  coal — and  the  interest  cost  of  steam  installation,  about  $5.00 
per  year.  These  two  items  constitute  80  per  cent  of  the  cost  of  a 
horsepower  year. 
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control  in  the  bituminous  field  than  has  resulted  in  the  anthracite  industry. 
Moreover,  we  shall  ultimately  face  conditions  in  both  the  anthracite  and 
bituminous  fields  which  will  compel  a  policy  of  regulation.  If  this  is  true, 
all  parties  concerned,  owners,  workers,  and  consumers,  cannot  do  better  than 
agree  upon  and  work  for  a  plan  founded  upon  adequate  sovereign  powers, 
enforced  through  effective  organization. 

From  the  best  information  I  can  get  from  those  versed  in  constitutional 
law,  such  a  basis  of  power  might  be  obtained  through  a  law  extending  the 
federal  powers  to  control  businesses  under  licenses.  The  power  to  control 
through  licenses  might  be  supplemented  by  the  power  to  control  interstate 
commerce,  by  the  power  of  eminent  domain,  by  the  taxing  power,  and  even 
by  the  war  powers.  As  a  last  resort  a  basis  of  power  might  be  obtained 
through  a  federal  amendment. 

It  should  be  entirely  reasonable  to  suggest  that  nations  depending  in- 
creasingly upon  industries  for  growth  and  progress,  and  that  consumers  in 
cities  depending  completely  upon  coal  for  warmth  and  health,  will  ultimately 
demand  an  effective  basis  of  control  to  meet  these  needs  regardless  of  the 
obstacles  that  may  now  seem  to  hinder  its  attainment. 

Percy  Tetlow. — It  is  a  privilege  I  greatly  appreciate  to  make  a  state- 
ment before  the  American  Economic  Association,  whose  members  long  since 
have  abandoned  the  conception  of  economics  which  caused  it  to  be  called 
the  dismal  science.  According  to  the  old  doctrine  wages  could  never  rise 
above  the  level  necessary  to  provide  enough  workers  to  supply  the  needs  of 
humanity,  as  any  increase  above  that  minimum  would  cause  the  workers  to 
"breed"  more  rapidly  and  to  multiply  until  the  supply  of  labor  would  be  so 
plentiful  that  only  a  subsistence  wage  would  be  available  for  each  worker. 
That  was  indeed  a  dismal  doctrine;  aye,  a  brutal  doctrine.  None  of  yon, 
gentlemen,  adheres  to  it.  You  know  that  every  industry  in  order  to  justify 
its  support  by  the  consuming  public  must  provide  for  the  workers  engaged 
in  it,  not  a  subsistence  minimum  that  would  enable  them  to  live  like  beasts 
or  savages,  but  a  living  wage  sufficient  to  support  them  and  their  families 
in  accordance  with  the  American  standard  of  living,  which  comprises  not 
only  food,  clothes,  and  shelter,  but  also  enough  to  provide  a  decent  educa- 
tion for  the  children,  to  afford  opportunity  for  self-betterment,  amusement, 
and  recreation,  and  to  make  it  possible  for  the  worker  and  his  wife  to  take 
part  in  the  religious  and  civic  life  of  the  community.  With  this  conception 
of  a  living  wage  you  are,  I  am  certain,  all  in  accord  as  economists  and  as 
citizens  of  a  democracy;  and  it  is  for  this  idea,  universally  admitted  in 
theory  and  sanctioned  by  the  highest  religious  and  political  authority,  but 
grossly  disregarded  by  many  of  the  managers  of  our  industries,  that  the 
United  Mine  Workers  contend. 

We  did  not  receive  a  living  wage  before  the  war.  At  a  time  when  $800 
a  year  was  considered  by  the  best  students  of  the  subject  as  the  minimum 
necessary  to  maintain  a  decent  existence,  the  majority  of  bituminous  coal 
miners  were  earning  only  between  $400  and  $600  a  year,  and  their  average 
earnings  were  only  $451.  Then  came  the  war  and  the  enormous  rise  in 
living  costs.  The  mine  workers  patriotically  agreed  to  stick  to  their  jobs 
and  to  ask  for  no  improvement  in  their  economic  conditions  so  long  as  the 
struggle  lasted-  But  the  dollars  in  their  pay  envelopes  were  continually 
shrinking  in  purchasing  power,  and  the  miners  in  self-preservation  were 
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obliged  to  request  on  several  occasions  to  have  their  money  wages  increased 
in  order  to  keep  their  real  wages  from  dropping.  They  had  to  run  very 
fast  to  remain  where  they  were.  The  requests  were  granted  on  some  oc- 
casions and  refused  on  others.  Out  of  the  last  refusal  grew  the  strike  of 
1919  and  the  appointment  of  the  Bituminous  Coal  Commission.  This  Com- 
mission considered  our  case  and  granted  us  an  increase  about  twice  as  large 
as  that  proposed  by  the  Fuel  Administrator,  Dr.  Garfield,  and  rejected  by 
the  miners.  The  Commission's  award  gave  us  a  wage  approximating  in 
purchasing  power  our  prewar  earnings.  But  it  granted  us  no  improvement 
over  our  prewar  economic  condition. 

The  war  is  over,  gentlemen,  and  this  is  the  time  to  make  it  clear  that  we 
are  no  longer  wedded  to  the  index  number.  We  were  willing  to  abide  by  its 
decrees  so  long  as  a  national  emergency  made  all  thought  of  personal  gain 
unpatriotic.  We  stuck  to  this  resolution,  although  our  employers  did  not 
scruple  to  make  large  profits  out  of  the  nation's  need  and  our  patriotic  sac- 
rifices. But  we  now  declare  our  independence  of  the  index  number  based  on 
1913  as  100  per  cent  Americanism.  We  claim  that  our  condition  in  1913 
was  not  American,  not  acceptable  to  a  self-respecting  community  of  work- 
ers. We  are  instead  willing  to  accept  the  decision  of  another  figure  ema- 
nating from  the  same  source  as  the  index  number,  based  not  on  any 
year  as  an  ideal,  but  on  the  amount  of  commodities  and  services  required  by 
a  family  in  order  to  maintain  a  standard  of  health  and  decency.  The  United 
States  Bureau  of  Labor  Statistics  has  worked  out  such  a  budget  of  physical 
quantities,  and  its  cost  in  our  present  day  dollars  is  roughly  $2240  a  year. 
Those  of  you  who  have  not  seen  the  budget  are  respectfully  referred  to  it. 
It  is  not  extravagant;  it  is  very  economical  and  conservative,  but  it  does 
grant  the  essentials  of  a  decent  life,  without  resorting  to  the  keeping  of 
boarders  and  lodgers,  and  thus  sacrificing  the  privacy  of  our  homes  and  the 
strength  of  our  women,  or  to  child  labor,  and  thus  ruining  the  future  of 
our  children. 

American  consumers,  I  am  certain,  are  willing  to  pay  enough  for  their 
coal  to  support  the  miners  according  to  this  standard  and  to  afford  a  reason- 
able return  to  the  capital  invested.  They  are  willing  to  pay  such  a  price, 
provided  they  are  assured  that  the  returns  to  labor  and  capital  are  only 
reasonable  and  that  the  pay  received  is  for  constant  work  throughout  the 
year  and  not  for  work  for  two-thirds  of  the  year  and  idleness  for  the  other 
third.  The  mine  workers  are  more  than  willing,  they  are  anxious,  to  work 
300  days  or  more  a  year,  but,  for  reasons  no  doubt  made  clear  to  you  by 
those  who  have  addressed  you  in  person,  they  have  not  been  granted  work 
every  working  day  of  the  year,  or  even  for  a  reasonably  sufficient  number 
of  days  in  the  year.  We  have  proposed  to  provide  for  all-year  employment 
by  limiting  our  work  to  30  hours  a  week,  the  actual  weekly  average  of 
working  hours  given  us  through  periods  of  excessive  work  alternating  with 
excessive  idleness.  This  proposal  was  rejected  by  the  Bituminous  Coal 
Commission  and  called  an  economic  fallacy.  Perhaps  it  was;  we  are  not 
economists,  but  working  men  who  know  the  mental  anguish  and  the  demoral- 
ising effect  of  irregular  employment.  We  are  willing  to  take  counsel  with 
you  who  are  economists  as  to  what  is  the  best  way  to  assure  to  us  an  even 
flow  of  work  that  will  take  care  of  our  needs  and  at  the  same  time  not  tax 
the  consumer  for  more  than  the  value  of  services  rendered.  Would  a  wage 
fixed  on  an  annual  basis  accomplish  the  result,  by  eliminating  the  mines 
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which  cannot  compete  on  the  basis  of  full-time  labor  costs?  Or  do  we  need 
price  fixing  and  wage  fixing  by  a  sovereign  power?  This,  gentlemen,  is  a 
problem  of  vital  national  importance,  its  proper  solution  calls  for  the  ap- 
plication of  the  best  brains  of  the  country,  coupled  with  understanding 
hearts  not  willing  to  sacrifice  the  welfare  of  hundreds  of  thousands  of  miners 
to  the  dollar  in  the  pocket  of  the  producer,  the  middleman,  or  the  consumer. 
And  it  is  on  members  of  such  organisations  as  the  American  Economic  As- 
sociation that  rests  the  duty  to  enlighten  and  guide  public  opinion  toward 
a  proper  understanding  and  an  equitable  solution  of  the  problems  confront- 
ing the  bituminous  coal  industry.  We  hope  and  trust  that  in  working  out 
this  solution  you  will  not  lose  sight  of  the  miner,  the  ultimate  producer, 
who  labors  in  the  bowels  of  the  earth  so  that  the  wheels  of  industry  may 
continue  to  revolve  and  millions  of  homes  in  this  land  may  be  kept  warm  » 
the  heart  of  winter.  I  thank  you,  gentlemen,  for  the  privilege  of  making 
this  statement. 

Hugh  Archbalo. — A  man  said  to  me  the  other  day,  "I  have  a  peach  of  a 
mine  foreman.  He  cannot  read  or  write  but  he  can  make  the  coal  come  out** 
The  man  who  made  that  remark  is  a  college  graduate — energetic,  aggressive, 
of  the  executive  type. 

On  that  story  I  wish  to  hang  my  tale,  for,  although  that  incident  is  an 
exaggeration  from  the  usual,  still  circumstances  have  put  the  daily  life  of 
pie  men  in  the  mines  and  their  opportunity  for  earning,  as  well  as  the  con- 
tents of  the  pocketbooks  of  owners  of  mines,  into  the  hands  of  many  such 
men  as  that  foreman.    And  damage  is  done  to  both  parties. 

Coal  mining  is  governed  by  law  as  no  other  industry  is.  It  is  governed 
for  the  sake  of  the  safety  of  the  men  employed  in  the  mines.  Each  state 
in  which  there  are  coal  mines  has  its  own  code  of  laws.  In  some  the  ™«* 
code  is  very  detailed  as  to  what  shall  be  done  to  protect  the  lives  of  the 
men;  in  others  the  law  is  merely  general.  The  purpose  of  the  law  is  given 
as  "efficient  management,''  but  the  provisions  of  the  law  go  no  farther  than 
measures  for  safety. 

One  customary  section  of  the  law  is  that  mine  foremen  shall  pass  a  state 
examination,  and  another  is  that  the  operator  shall  employ  a  certified  mine 
foreman  who  shall  have  full  charge  of  all  work  inside  of  the  mine.  To  get 
a  certificate  a  man  must  work  in  the  mines  for  five  years  (in  Illinois  I  be- 
lieve that  it  is  only  four  years)  and  the  law  requires  that  he  shall  be  a 
"practical1*  man. 

The  intermittent  operation  of  mines  makes  it  necessary  that  he  shall  be 
a  cheap  man.  For  expense  piles  up  during  idle  times.  When  mines  are  in 
operation  only  two  days  out  of  three,  then  the  overhead  most  be  kept  as 
small  as  possible.  So  you  have  men  who  are  now  being  paid  from  $200  t* 
$250  a  month  in  charge  of  all  the  work  of  mines  employing  from  100  to 
500  men.  In  the  days  when  I  was  a  mine  foreman,  the  position  paid  $%%& 
a  month.  And  the  mine  where  I  was  working  employed  between  5$0  and 
600  men,  with  a  monthly  payroll  of  $35*000  to  $40,000.  The  value  of  the 
mine  can  be  gauged  by  the  fact  that  it  had  changed  hands  a  con  pie  of  yean 
before  at  $600,000,  and  in  addition  $$50,000  had  been  spent  in  rehabilitat- 
ing it  for  operation.  The  foremen  of  the  same  company  are  now  being 
paid  $315  a  month. 

To  work  long  years  at  manual  labor  in  order  to  obtain  an  underpaid  job 
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is  hardly  a  likeable  proposition  for  a  college  man,  or  even  a  high  school 
graduate.  So  the  field  is  left  open  to  the  man  who  has  worked  up  through 
the  practical  work  of  the  mines. 

I  do  not  desire  to  make  fan  of  those  who  hold  the  position  of  mine  fore- 
man. For  I  know  many  of  them  intimately  and  respect  them  as  loyal  and 
hard  working  men.  Personally  they  are  a  likeable  lot.  Most  of  the  practi- 
cal men  who  are  now  mine  foremen  began  working  in  the  old  days  when 
there  were  no  child  labor  laws.  Many  a  man  has  remarked  to  me  that  Jie 
was  first  carried  into  the  mines  in  his  father's  dinner  bucket,  meaning  that 
he  was  very  young  when  he  started  to  work.  As  a  matter  of  fact  many  a 
man  boasts  about  having  started  when  he  was  nine  years  old.  Often  so 
much  pride  is  taken  in  the  fact  of  a  youthful  start  that  some  men  even  look 
down  upon  those  who  waited  till  they  were  ten  years  old  before  commencing 
to  work. 

So  you  have  men  in  charge  of  the  work  of  other  men  who  have  laid  track, 
swung  a  pick,  stood  timber,  and  done  all  the  work  there  is  to  do  in  mining 
coal.  But  the  doing  of  work  is  not  an  education  in  that  main  part  of  man- 
agement, which  is  the  coordination  of  work.  The  practical  man  can  be  for- 
given for  not  realizing  the  importance  of  this  element  of  managing  mines 
when  you  realise  that  it  is  a  subject  which  is  not  taught  in  colleges. 

Coordination  of  work  is  an  engineering  proposition,  and  there  is  a  differ- 
ence between  engineering  and  superintendence  of  work.  The  one  requires 
the  opportunity  to  stay  still  while  details  of  work  are  measured  and  a  whole 
planned.  The  other  requires  constant  movements  from  job  to  job  in  order 
to  keep  things  moving.  The  mine  foreman  has  to  do  both  elements  of 
the  work. 

There  is  an  area  to  cover  in  coal  mining  which  the  stranger  does  not 
realise.  A  mine  which  is  just  starting  may  have  a  mile  of  openings  into  the 
ground.  A  mine  which  has  been  going  for  a  number  of  years  may  easily 
cover  a  couple  of  hundred  acres.  The  men  who  are  doing  the  mining  will 
be  scattered  on  the  outside  edge  of  this  acreage.  Remember  that  it  is  in 
the  dark  and  that  there  are  many  turnings  and  openings. 

Now  just  as  intermittent  work  requires  a  cheap  foreman,  so  it  also  re- 
quires that  few  be  employed.  The  law  requires  that  each  working  place  in 
the  mines— each  place  where  coal  is  being  dug — shall  be  visited  once  a  day. 
The  mine  foreman  has  to  sign  a  book  that  he  has  complied  with  this  pro- 
vision. It  is  a  requirement  for  the  safety  of  the  men,  but  the  mere  visiting 
of  working  places  takes  up  so  much  time  that  the  supervision  of  the  work 
which  goes  on  in  the  interior  of  the  acreage  of  a  mine  and  which  ties  all 
the  other  work  together  cannot  be  thoroughly  attended  to.  The  routes  which 
a  foreman  may  be  expected  to  cover  are  generally  long.  In  one  case  it  took 
me  sixteen  hours  to  walk  the  route  which  a  second  assistant  mine  foreman 
was  expected  to  cover  every  morning  in  four  hours.  As  a  result  the  men 
who  could  not  be  thoroughly  supervised  while  at  work  had  to  find  their  own 
work  and  do  it  too. 

Other  papers  have  detailed  to  you  the  fluctuation  in  the  operation  of 
mines.  But  they  hardly  tell  you  how  fluctuating  everything  around  a  mine 
is,  or  how  that  fluctuation  has  had  its  effect  upon  the  men  to  breed  bad 
habits. 

A  friend  of  mine — a  house  painter  by  trade — remarked  the  other  day  that 
he  had  employed  many  a  miner  to  help  him,  but  that  it  was  no  use;  they 
were  no  good,  for  they  would  work  good  till  nine  o'clock,  but  at  nine  they 
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would  have  to  sit  down  and  eat  a  lunch.  From  nine  till  noon  they  w< 
work  "fair,"  but  after  noon  you  might  as  well  send  them  home  for  ' 
were  no  good  at  all. 

What  he  said  was  true.  It  is  an  example  of  the  characteristics  of 
mining.  The  miners  are  not  really  to  be  blamed  for  their  bad  habits.  1 
are  the  result  of  the  environment  of  their  work.  For  150  years — all  the 
of  coal  mining — we  have  bred  bad  habits.  And  for  all  that  time  we 
had  the  same  causes  for  strikes  and  industrial  unrest. 

For  instance,  to  get  around  the  situation  which  exists  in  the  supen 
of  work,  in  order  to  get  the  output,  more  men  are  employed  in  a  mine 
are  needed.  And  just  as  there  are  more  mines  in  the  country  thai 
needed  for  the  output  which  can  be  consumed,  there  are  more  men  in  tl 
dividual  mines.  I  have  never  yet  seen  a  mine  which  did  not  have  too 
men.  Many  a  mine  is  all  cluttered  up  with  men,  so  many  men  that  the 
in  one  another's  way.    Such  a  situation  has  a  bad  effect  on  the  men. 

You  cannot  sit  in  Washington  or  Philadelphia  or  New  York  and  g< 
facts  about  coal  mining.    You  must  get  out  at  the  mines.    The  costs  o 
mining  have  been  given  to  you  as  gathered  by  the  Federal  Trade  Coi 
sion.    In  the  lump  sum  these  figures  are  valuable,  but  in  details  they 
I  was  going  to  say — not  worth  the  paper  they  are  written  on. 

You  cannot  expect  the  usual  practical  man  around  the  mines  to  i 
stand  how  to  study  cost  sheets,  Cost  accounting  is  a  paper  and  penci 
which  swinging  a  pick  and  shovel  will  tell  you  nothing  about.  I  kn< 
a  mine  foreman  I  served  under  a  superintendent  who  had  spent  sixt 
of  his  seventy  odd  years  in  the  mines  and  who  literally  had  to  put  tw 
two  down  on  a  piece  of  paper  to  add  them  together.  As  an  example  o 
the  details  of  the  ordinary  mine  cost  sheets  are  incorrect,  I  would  & 
that  this  superintendent  limited  us  in  the  number  of  pumpmen  and  ti 
men  we  could  employ.  It  so  happened  that  we  were  employing  the  Hi 
pumpmen  and  needed  another,  but  we  were  not  employing  our  limit  o 
bermen.  So  we  employed  a  man,  labeling  him  timhennan  and  payhi 
at  the  higher  rate  and  using  him  as  a  pumpman.  As  a  result  in  tl 
counting  both  our  pumping  and  timbering  costs  were  incorrect. 

Coal  mining  is  really  a  transportation  problem  underground.  For  h 
mine  there  exists  many  miles  of  narrow  guage  track  and  there  is  the 
lem  of  the  distribution  of  cars.  It  is  the  same  problem  which  exists  ( 
surface  of  the  earth  in  the  operation  of  railroads.  And  each  indr 
miner  suffers  from  the  same  sort  of  fluctuation  as  mines  as  a  whole 
from.  A  mine  cannot  work  without  railroad  cars:  a  miner  cannot 
without  mine  cars. 

It  takes  about  twenty  minutes  to  load  a  ton  of  coal  into  a  mine  < 
timed  two  men  the  other  day  while  they  were  loading  coal.  It  took 
eighteen  minutes  and  thirty- five  seconds  to  load  two  cars,  one  of  whicl 
tained  1  ton  2  cwt.  and  the  other  1  ton  5  ewt.,  which  is  at  a  rate  bettei 
1  ton  per  man  in  twenty  minutes.  They  were  being  paid  at  the  rate 
cents  a  ton.  But  they  suffered  from  the  usual  conditions  of  work  x 
ground  and  their  total  earnings  were  not  very  large*  Coordination  of 
is  sorely  needed  in  coal  mining. 

The  truth  about  coal  mining  will  only  come  out  when  you  take  the  tl 
to  go  out  to  the  ends  of  the  branch  lines  of  the  railroads  into  the  is< 
regions  where  the  mines  exist.  My  request  can  only  be  that  you  g 
the  mines — that  yon  get  underground. 


A  REVALUATION  OF  ^TRADITIONAL  ECONOMIC  THEORY 

By  Carl  E.  Parry 
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The  title  of  this  paper  is  not  to  be  taken  too  seriously.  What  I  have 
to  say  might  be  better  described  by  some  such  title  as  "Obsolete  and 
obsolescent  problems  of  economic  theory."  I  am  using  the  term  "tra- 
dittoaal"  in  a  limited  sense  and  am  directing  attention  not  so  much  to 
the  earlier  or  classical  tradition  as  to  more  recent  developments  most 
of  which  do  not  go  back  so  far  as  John  Stuart  Mill. 

My  own  generation  of  economists  found  itself  born  into  a  very  stimu- 
lating intellectual  environment.  Spirited  controversies  were  going  on 
among  the  ablest  economists  with  regard  to  some  of  the  very  founda- 
tions of  economic  science.  And  there  was  also  radical  scepticism,  which 
repudiated  all  comprehensive  thinking  and  devoted  its  constructive  ef- 
fort altogether  to  the  study  of  miscellaneous  particulars.  The  situa- 
tion was  both  confused  and  confusing.  Intellectual  orientation  was 
difficult  to  the  last  degree. 

Speaking  as  one  member  of  my  own  generation,  I  believe  that  we  are 
at  last  beginning  to  find  our  bearings.  We  are  beginning  to  see  our 
way  ahead  and  to  recognize  amongst  us  the  definite  unfolding  of  a 
common  scientific  purpose.  I  shall  try  to  present  as  clearly  as  I  can 
one  formulation  of  this  purpose,  in  order  to  explain,  in  part,  why  any 
of  us  has  the  assurance  to  designate  as  obsolescent  certain  problems  of 
general  theory  with  which  we  at  one  time  found  ourselves  absorbed. 

An  eminent  European  economist,  writing  seventeen  years  ago, 
ascribed  the  confusion  to  which  I  have  referred  to  our  general  pre- 
occupation with  the  theory  of  value.1  He  declared  in  so  many  words 
that  "the  most  radical  and  effective  cure  for  this  confusion  would  be 
to  do  away  with  the  whole  theory  of  value"  and  to  begin  at  once  with 
"an  explanation  of  prices  and  the  general  causes  governing  them."  He 
held  this  procedure  to  be  quite  possible  and  wholly  advantageous.  The 
thesis  which  at  that  time  sounded  so  radical  has  since  become  almost 
commonplace.  Seven  years  ago  the  man  now  President  of  this  Associa- 
tion, after  a  devastating  criticism  of  traditional  definitions  of  economics, 
published  his  ringing  declaration  that  economics  "treats  phenomena 
from  the  standpoint  of  price."2  Another  eminent  American  economist, 
now  a  man  of  international  eminence,  writing  about  nine  years  ago, 
pointed  out  some  extremely  serious  "limitations  of  the  value  concept,"* 

iG.  Cassel,  The  Nature  and  Necessity  of  Interest,  (London  and  New  Yorkt 
MacmUlan,  1908),  pp.  68-69. 

*H.  J.  Davenport,  The  Economics  of  Enterprise  (New  York:  MacmUlan.    1918). 

•  Allyn  A.  Young,  "Some  Limitations  of  the  Value  Concept,"  Quarterly  Journal 
of  Economics,  vol.  95,  (May,  1911),  pp.  409-98. 
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and  so  helped  to  remove  the  theory  of  value  from  current  consideration 
and  to  relegate  it  to  its  proper  place  in  the  history  of  economic  doc- 
trines. Still  another  American  economist,  distinguished  alike  in  the 
fields  of  economics  and  statistics,  speaking  before  this  Association  fife 
years  ago,  traced  with  approval  "the  tendency  to  make  the  use  of 
money  the  central  feature  of  economic  analysis,9'  and  advanced  cogent 
reasons  for  expecting  the  development  of  this  tendency  to  broaden  the 
scope  and  to  enrich  the  content  of  economic  theory.4  The  general  point 
of  view  indicated  by  these  references  may  be  designated  as  the  cataHac- 
tic  point  of  view.  As  its  meaning  comes  to  be  more  fully  appreciated, 
the  confusion  which  came  down  from  earlier  generations  and  enveloped 
us  for  so  long  is  being  gradually  dispelled. 

The  full  description  of  the  catallactic  point  of  view  cannot  be  pot 
into  a  sentence.     But  its  meaning  is  somewhat  precisely  indicated  by 
saying  that  the  central  task  of  economics  is  to  study  the  causes  and 
the  effects  of  the  rise  and  fall  of  prices — taken  both  one  by  one  and  as 
related  in  groups — with  the  purpose  of  forecasting  their  future  and 
possibly  controlling  their  movement.     In  this  formulation,  of  course, 
the  prices  referred  to  are  market  prices  and  they  include  many  things, 
such  as  rates  of  interest  and  wages,  which  are  not  called  prices  in  die 
language  of  the  street.    And  the  formula  is  somewhat  unsatisfactory 
in  several  other  respects:    It  makes  no  explicit  mention  of  incomes, 
especially  profits;  it  involves  no  specific  reference  to  the  institution  of 
the  market  and  the  technical  processes  of  marketing;  and  it  fails  to  call 
sharp  attention  to  the  social,  ethical,  and  political  motives  which  alone 
make  the  task  outlined  seem  to  some  of  us  worth  while.     But  anyone 
who  has  worked  with  this  formula,  following  any  problem  suggested  by 
it  through  whatever  concrete  facts  of  human  nature  and  the  social  order 
turn  out  to  be  both  relevant  and  essential,  will  testify  to  the  enthusiasm 
which  such  work  engenders.     With  respect  to  the  one  central  question 
about  prices  and  markets,  in  all  its  aspects,  economists*  as  I  believe,  art 
coming  to  look  upon  themselves  and  to  be  looked  upon  as  genuine  ex- 
perts, qualified  to  meet  the  challenge  of  all  other  experts  and  of  the 
public  at  large.    They  are  coming  to  see  more  and  more  dearly  why 
this  is  the  one  special  and  expert  capacity  in  which  they  must  partici- 
pate in  the  advancement  of  human  welfare,  and  to  feel  less  and  few 
acutely  the  obligation  to  speak  with  any  special  authority,  as  econo- 
mises, upon  matters  irrelevant  to  their  central  question,  however  fuB? 
these  other  matters  may  still  be  treated  in  textbooks  of  the  traditional 
type. 

Recent  developments  in  the  field  of  social  philosophy  hare  clartfjl 
*W.  C  Mitdiell,  'The  Bote  of  Money  in  Economic  Tlwrj,"  Ajmmjcaw 
ffUvuw,  Sut-FLtMEKT,  vol,  VI  (Mar.  1916). 
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our  understanding  of  the  relations  between  human  nature  and  the  so- 
cial order.  Social  psychologists,  for  instance,  have  done  much  to  in- 
crease our  appreciation  of  the  organic  nature  of  society  and  to  show 
that  human  nature,  as  we  know  it  today,  is  the  product  of  institutional 
development  reacting  upon  those  impulses  and  aptitudes  which  came 
down  to  us  from  our  animal  ancestors.  Thus  human  nature  or  human 
personality  serves  to  integrate  the  institutions  which  make  up  the  social 
order  and  these  institutions  in  turn  are  indispensable  to  the  integration 
of  human  personality.  Among  the  institutions  involved  are  the  family, 
the  church,  the  state,  and  various  social  classes  each  of  which  is  iden- 
tified by  its  community  of  interest  in  some  specialized  phase  of  the  so- 
cial process.  One  such  institution  is  the  market,  which  is  like  all  the 
others  in  being  inspired  to  some  degree  by  human  nature,  in  exercising 
its  own  influence  upon  human  nature,  and  in  penetrating  and  being 
penetrated  by  all  the  other  institutions  which  make  up  the  social  order. 
My  view  of  the  function  of  the  economist  is  largely  determined  by  the 
results  of  this  analysis.  He  is  not  primarily  concerned  with  the  inter- 
pretation of  human  nature  as  a  whole,  nor  primarily  concerned  with  the 
study  of  the  social  order  as  a  whole,  nor  yet  responsible  for  the  de- 
velopment of  any  comprehensive  science  of  human  behavior.  His  pri- 
mary business  is  to  discover  the  truth  about  the  institution  of  the 
market.  Economics  studies  the  market  as  political  science  studies  the 
state.  Appreciation  of  this  analysis  seems  to  me  to  be  fundamental 
to  the  catallactic  point  of  view.5 

One  feature  of  this  point  of  view,  likely  to  appeal  most  strongly  to 
economists  who  have  the  greatest  confidence  in  human  intelligence  and 
intellectual  power,  is  its  promise  of  integration  and  unification.  For  a 
full  appreciation  of  it  will  bring  all  of  us,  to  the  extent  that  we  pose 
as  general  economists,  to  interpret  the  institution  of  the  market  as  a 
whole,  and  the  intricate  interlocking  price  system  as  a  whole,  while  it 
brings  each  of  us,  to  the  extent  of  his  special  professional  qualifications, 
to  interpret  the  institution  in  some  one  of  its  parts,  such  as  the  money 
market,  the  market  for  coal,  the  field  of  railway  rates,  or  the  labor 
market.  When  such  appreciation  becomes  general,  if  it  ever  does,  we 
shall  probably  witness  the  disappearance  of  those  traditional  distinc- 
tions, practically  genuine  enough  but  never  scientifically  satisfactory, 
between  the  topics  of  production,  exchange,  distribution,  and  consump- 
tion, which  have  for  a  hundred  years  been  almost  standard  practice  in 
the  textbooks.  We  shall  also  demonstrate  that  there  is  no  sharp  con- 
trast between  pure  theory  and  applied  theory.     Who  shall  say,  for 

«  Sec  especially  the  three  works  of  Professor  Charles  H.  Cooley:  Human  Nature 
and  the  Social  Order  (New  York:  Scribner's,  1909);  Social  Organization  (New 
Yorki   Scribner's,  1909) ;  Social  Process  (New  York:  Scribner's,  1918). 
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instance,  whether  work  on  the  rate  of  interest,  designed  to  make  pos- 
sible more  accurate  forecasts  in  respect  to  impending  movements  in 
that  rate  and  more  intelligent  control  over  these  movements,  falls  in 
the  one  field  or  the  other?    Most  of  the  older  work  in  the  theory  of 
prices  has  been  done  with  reference  to  ideal  or  hypothetical  prices  in 
ideal  or  hypothetical  markets.     These  markets  are  liquid  markets  in 
which  there  is,  literally  by  hypothesis,  a  tendency  toward  the  establish- 
ment of  a  single  price  at  which  the  rate  of  demand  is  made  equivalent 
to  the  rate  of  supply  and  vice  versa.    Such  a  market,  literally  by  hy- 
pothesis, "tends  toward  equilibrium."    But  there  are  no  actual  market* 
in  which  a  single  price  prevails;  even  in  the  money  market,  the  most 
liquid  of  all  actual  markets,  we  find,  at  present,  rates  of  interest  which 
vary  in  different  parts  of  the  world  from  perhaps  4V&  Ver  cai*  *°  ** 
or  15  per  cent  or  even  more.     The  money  market,  then,  is  not  alto- 
gether liquid.     No  other  market,  however,  is  nearly  so  liquid  as  the 
money  market,  and  most  markets  are  very  far  indeed  from  being  liquid 
markets.     If  we  are  to  understand  prices  in  these  other  markets  we 
must  study  these  other  markets  as  they  are,  collecting  the  essential 
facts  about  each  one  and  interpreting  these  facts.     Both  the  work  of 
description  and  the  work  of  interpretation  will  be  helped  along  by 
checking  the  organization  of  each  market  against  the  organization  of 
that  perfect  or  liquid  market  which  the  older  economic  theory  has  bees 
accustomed  to  study,  but  I  venture  to  believe  that  nothing  more  is  to  be 
learned  about  perfectly  liquid  markets.    We  are  at  last  fully  equipped 
to  study  actual  markets.    As  we  proceed,  then,  to  do  so,  as  dictated  bj 
acceptance  of  the  catallactic  point  of  view,  we  shall  be  giving  to  our 
general  subject  a  degree  of  unity,  precision,  and  timeliness  which  wiD 
enable  economics  to  sit  among  the  other  sciences  without  an  uneasy 
conscience,  and  will  give  to  the  great  body  of  economists  coherence  w*I 
power  beyond  anything  that  the  profession  has  known  for  a  full  century 
The  accomplishment  of  our  common  task,  as  here  outlined,  has  little 
or  no  need  for  any  abstruse  theory  of  value.     Realization  of  thia  fact 
comes  home  to  most  of  us,  steeped  as  we  have  been  in  value  theory,  will* 
some  surprise.     But  the  truth  seems  to  be  that  we  are  dropping  Ur 
term  value  from  our  vocabularies — except  as  we  refer  to  market  vafc>t» 
or  appraised  values,  made  definitely  intelligible  by  reference  to  market 
prices,  either  in  some  actual  market  or  in  some  such  market  raodiSni 
in  specified  direction  and  degree.    Our  procedure  in  this  respect  folio** 
rather  closely  the  usage  of  business  men;  it  differs  from  that  niagt 
chiefly  in  that  we  make  more  distinctions  and  finer  distinctions,  such  a1 
the  one  between  what  the  market  value  has  been,  as  a  matter  of  kitten* 
cal  fact*  or  is  now  under  given  circumstances  of  time  and  place,  ast 
what  the  market  value  ought  to  be  in  view  of  some  legitimate 
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ment  of  social  progress  or  public  policy.  Economists  who  work,  for  in- 
stance, on  the  practical  problem  of  evaluating  the  property  of  a  public 
utility,  say  for  purposes  of  rate-making,  and  who  realize  explicitly 
just  what  they  are  about,  afford  one  of  the  most  striking  instances  of 
the  newer  procedure*6  Great  confusion  results,  however,  from  the  at- 
tempt sometimes  made  to  consider  prices  as  reflecting  exchange  rela- 
tions as  they  are,  and  values  as  indicating  exchange  relations  as  they 
ought  to  be.  The  distinction  we  really  need  is  that  between  what  the 
market  price  or  market  value  is,  on  the  one  hand,  and  what  the  market 
price  or  market  value  ought  to  be,  on  the  other.  This  distinction  em- 
phasizes the  importance  of  the  great  range  of  ethical  and  moral  con- 
siderations with  which  we,  in  common  with  all  other  social  scientists, 
must  become  familiar  in  order  to  preserve  our  intellectual  and  moral 
integrity,  to  avoid  using  our  technical  knowledge  and  skill  in  the  service 
of  powers  that  prey,  and  to  direct  our  effort  in  public  affairs  along 
truly  progressive  lines. 

If  some  more  general  theory  of  value  were  needed  anywhere,  we  might 
suppose  it  would  be  most  needed  when  we  come  to  treat  the  value  of 
money.  We  continue,  of  course,  to  speak  of  the  value  of  money,  but 
the  catallactic  meaning  we  give  to  this  expression,  while  somewhat  ab- 
stract, is  neither  abstruse  nor  vague.  "We  mean  the  purchasing  power 
of  money  as  reported  or  expressed  by  the  money  prices  of  other 
things.9'7  And  we  say,  without  mincing  matters,  that  "there  is  no 
such  thing  as  'the  general  purchasing  power  of  money,' "  because 
neither  any  human  being  nor  any  social  group  either  buys  or  sells,  at 
any  price,  on  the  market,  any  such  thing  as  a  certain  quantity  of 
things-in-general.  So  money  has  in  reality  not  one  value  but  many 
values,  a  million  indicated  by  the  price  quotations  for  a  million  dif- 
ferent articles  in  almost  as  many  markets,  and  a  thousand  for  as  many 
different  groups  of  selected  articles  entering  into  the  purchases  or 
sales  of  selected  families,  business  firms,  and  social  groups.  The  values 
of  money  rise  and  fall,  in  all  of  these  relations,  as  the  prices  concerned 
fall  and  rise;  the  causes  involved  are  the  same  causes  and  the  conse- 
quences are  one  and  the  same.  Thus  the  theory  of  money,  of  the  value 
of  money,  comes  to  be  incorporated  in  the  general  theory  of  prices, 
where  it  forms  one  of  the  most  difficult,  interesting,  and  promising  prob- 
lems. No  one  anywhere,  or  at  any  time,  so  far  as  I  am  aware,  has  ever 
said  that  this  problem  belongs  to  anybody  but  economists ;  it  is  a  typi- 

•  Bee  for  instance  remarks  of  Joseph  Mayer,  American  Society  of  Civil  Engineers, 
Transactions,  1915.    Vol.  79,  pp.  177-89. 

t  R.  T.  Ely,  OutUn**  of  Economics  (New  York:  Macmillan,  1916),  p.  317.  This  is 
the  third  revision  of  Professor  Ely's  OutHnss.  The  reference*  is  to  a  part  of  the 
book  for  which  Professor  Young  was  presumably  responsible. 
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cal  and  characteristic  problem.  And  no  economist,  if  I  may  say  so, 
has  ever  been  helped  toward  its  solution  by  starting  his  investiga- 
tion on  the  basis  of  some  general  theory  of  value,  particularly  any 
theory  of  value  which  rested  upon  marginal  utility  or  upon  marginal 
disutility  or  upon  some  combination  of  the  two.  The  really  promising 
results  have  been  obtained  by  work  done  on  the  history  of  price  changes 
and  on  the  scientific  explanation  of  that  history. 

Our  analysis  now  begins,  then,  with  the  immediate  observation  of 
market  price  and  not,  as  formerly,  with  "the  inscrutable  depths  of  the 
private  mind."8  It  no  longer  proceeds  from  desire  to  utility,  from 
utility  to  marginal  utility,  from  marginal  utility  to  subjective  value, 
from  subjective  value  to  objective  value  or  exchange  value,  then  from 
exchange  value  to  price  and  finally  from  price  in  general  to  market 
price.  Utility  and  disutility,  diminishing  utility  and  increasing  dis- 
utility, the  utility  curve  once  supposed  to  be  back  of  market  demand 
and  the  disutility  curve  once  supposed  to  be  back  of  market  supply, 
marginal  utility  and  marginal  disutility — all  these  belong  to  that  list 
of  topics  in  which  we  were  once  deeply  interested,  but  in  which  we  are 
becoming  less  interested  with  every  passing  year.  Along  with  them  are 
departing  all  the  other  members  of  the  utility  family,  such  as  marginal 
desirability  and  marginal  significance,  sub-marginal  and  extra-marginal 
utility  and  disutility,  producers'  surplus  and  consumers9  surplus,  social 
surplus  and  social  deficit.  All  theories  of  value  involving  the  hedonistic 
calculus,  in  short,  are  in  process  of  complete  disappearance  from  the 
consciousness  of  constructive  workers  in  economic  theory.  It  is  no  part 
of  my  present  intention  to  specify  in  detail  the  shortcomings  of  these 
theories  of  value,  but  I  will  venture  to  make  one  sweeping  generaliza- 
tion :  To  the  extent  that  economists  have  been  so  strongly  obsessed  by 
the  hedonistic  calculus,  they  have  placed  in  the  foreground  of  investi- 
gation problems  so  phrased  and  so  conceived  as  to  make  impossible 
both  the  appeal  to  history  and  the  statistical  attack. 

In  respect  to  the  great  problem  of  distribution  a  thoroughgoing 
renovation  of  traditional  apparatus  is  in  process.  The  problem  retains 
all  its  passionate  interest,  but  no  longer  seems  to  stand  out  by  itself. 
There  is  nothing  peculiar  about  such  prices  as  the  rent  of  land  per 
acre  per  annum,  wages  per  day  per  man,  interest  per  annum  per  dollar 
and  the  like,  and  the  respective  markets  in  which  these  prices  prevail 
to  any  economist  who  has  come  to  look  upon  the  interpretation  of  all 
prices  and  all  markets  as  the  one  great  problem  of  general  economics* 
The  income  problem,  that  of  determining  the  reasons  why  individuals, 
business  firms,  and  classes  in  society  have  so  much  or  so  little  of  salable 
things  to  sell  in  these  markets  at  these  prices,  is  part  of  the  solution 

«  Cooley,  Social  Process,  p,  2S7. 
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of  that  one  great  problem.  Little  or  no  light  is  shed  upon  it,  as  we 
care  coming  to  realize,  by  those  theories  of  value  and  of  distribution 
which  involve  the  marginal  productivity  analysis. 

We  are  beginning  to  see  that  the  marginal  productivity  theory — 
Apart  from  certain  ethical  implications  explicitly  repudiated  by  care- 
ful productivity  theorists — has  never  contributed  much  to  an  under- 
standing of  distribution.    Its  general  meaning  can  perhaps  be  summed 
up  in  one  comprehensive  formulation.     Free  enterprise,  operating  in 
open  markets,  tends  to  carry  the  substitution  of  measurable  quantities 
of  every  factor  for  measurable  quantities  of  every  other  factor  to  the 
point  at  which  a  dollar's  worth  of  each,  as  valued  on  the  open  market, 
will  accomplish  the  same  mechanical  result  as  a  dollar's  worth  of  every 
other.    Formulated  in  this  way,  the  marginal  productivity  theory  of 
distribution  can  be  seen  to  be  nothing  more  than  a  refined  elaboration 
of  the  law  of  single  price  in  liquid  hypothetical  markets.    All  the  work 
of  studying  actual  markets  remains  to  be  done.    And  if  we  suspect  this 
formulation  of  superficiality,  and  seek  to  "go  behind"  it  in  search  for 
whatever  additional  meaning  the  theory  possesses  in  the  minds  of  its 
particular  friends,  we  discover  that  the  marginal  productivity  theory 
of  distribution,  resting  at  bottom  upon  the  hedonistic  calculus,  asserts 
that  the  margined  disutilities  involved  in  production  correspond,  after 
some  fashion,  with  the  marginal  utilities  involved  in  distribution  and 
consumption.     As  to  this  apparently  more  refined  formulation  two 
observations  are  in  order:    First,  it  is  incapable  of  statistical  verifi- 
cation because  of  the  fact  that  utilities  and  disutilities  are  not  meas- 
urable magnitudes.    Secondly,  the  more  refined  formulation  is  not  one 
bit  more  profound  than  the  other ;  it  is  in  fact  quite  as  meaningless  as 
any  other  application  of  the  hedonistic  calculus. 

We  do  more  than  suspect,  therefore,  that  the  marginal  productivity 
theory  of  distribution  is  an  explanation  which  does  not  do  much  to 
explain  "why  some  of  us  are  much  better  off  and  others  much  worse 
off  than  the  average."9  Some  of  the  most  competent  of  its  friendly  ex- 
positors indeed  say  quite  frankly  that  "the  principle  of  marginal  pro- 
ductivity is  an  illuminating  way  of  stating  the  problem  of  the  distri- 
bution of  wealth,  rather  than  a  solution  of  it."10  And  they  go  on  to 
note  that  the  purpose  of  the  analysis  of  diminishing  productivity  is  "to 
open  the  way  for  a  discussion  of  the  prices  paid  for  the  services  of  land, 
labor,  and  capital."11  Economists  who  have  formed  the  habit  of  look- 
ing into  markets,  prices,  and  the  great  intricate  interlocking  price 
system,  in  all  the  concreteness  with  which  these  surround  us,  are  dis- 

•  Edwin  Caiman,  Wealth  (London:   King.    1914). 
is  Ely,  Third  Edition,  p.  400. 
n /«<*.,  p.  394. 
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posed  to  doubt  the  degree  of  the  "illumination"  and  to  wonder  why 
"the  way"  to  bo  obvious  a  task  needs  to  be  so  very  thoroughly  pre- 
pared. The  way  is  now  open,  in  any  case,  so  that  we  may  feel  quite 
free  to  proceed,  without  further  preliminary,  with  our  study  of  prices 
and  incomes,  searching  out  all  those  persistent  historical  and  social  in- 
fluences— beneficent,  malevolent,  or  neutral — which  have  determined 
and  continue  to  determine  the  amounts  of  salable  things  which  different 
individuals  and  classes  are  in  a  position  to  sell  or  to  buy  at  these  prices. 

Let  me  present  one  more  crucial  instance,  the  problem  of  the  so- 
called  business  cycle,  arising  naturally  in  all  minds  which  contemplate 
those  alternating  periods  of  prosperity  and  depression,  good  times  and 
bad  times,  which  have  become  so  profoundly  significant  during  the  last 
hundred  years.  This  is  another  of  those  problems  which  has  always 
been  conceded  to  economists  by  common  consent.  The  public  looks  to 
them  both  for  an  explanation  of  why  such  things  occur  and  for  con- 
structive suggestions  looking  toward  their  prevention  and  mitigation. 
The  challenge  presented  by  this  problem  is  unescapable,  and  an  in- 
creasing amount  of  scientific  work  is  being  devoted  to  it.  Business 
barometers,  so-called,  indices  of  general  business  conditions,  the  corre- 
lation of  statistical  series  of  a  hundred  kinds  are  being  worked  upon, 
analyzed,  interpreted,  and  used  for  purposes  of  forecast  and  control. 
Those  who  have  aptitude  for  this  great  problem,  and  who  have  once 
felt  its  fascination,  cannot  be  drawn  away  from  it ;  they  feel  its  intellec- 
tual charm,  and  they  know  how  much  its  correct  solution  means  to  the 
welfare  of  humanity.  In  many  respects  it  is  the  primary  problem  of 
our  time,  and  there  is  no  other  problem,  be  it  noted,  which  cuts  so 
sharply  and  so  unmistakably  across  the  traditional  divisions  of  pro- 
duction, exchange,  distribution,  and  consumption. 

Yet  how  little  attention  is  given  to  this  problem  in  current  textbooks 
on  the  principles  of  economics.  How  little,  in  fact,  has  been  contributed 
to  the  solution  of  this  problem  by  that  whole  body  of  effort  which  was 
centered  about  the  theory  of  value,  and  interested  in  distilling  the  rela- 
tive amounts  of  truth  in  the  marginal  utility  theory  and  the  marginal 
disutility  theory.  And  the  reason  is  not  far  to  seek.  The  problem  of 
the  business  cycle  is  a  social  problem,  the  phenomena  of  antecedence 
and  consequence  are  social  phenomena,  whereas  the  preoccupations  of 
several  generations  of  economists  have  been  individualistic.  They  could 
use  no  such  thing  as  social  marginal  utility  or  social  marginal  dis- 
utility, for  there  are  no  such  things ;  such  shadows  of  shades  afforded 
no  means  of  attack  upon  social  problems,  such  as  the  problem  of  crises 
and  depressions.  The  root  of  this  problem  is  surely  in  the  price  sys- 
tem, and  can  be  arrived  at  only  by  going  into  the  history  of  crises, 
which  means  the  history  of  modern  societv — and  the  value  theorists 
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never  found  any  genuine  place  in  their  analysis  for  the  history  of  any- 
thing. Even  historical  chapters  used  as  introduction  to  textbooks  on 
principles  of  economics  were  little  more  than  patchwork,  for  they  were 
seldom  referred  to  in  any  other  part  of  the  book. 

We  need  to  know  what  profits  have  been,  how  they  have  been  made, 
to  what  uses  they  have  been  put,  and  the  effects  upon  human  nature 
and  the  social  order  of  the  profit-making  motive:  no  light  on  these  mat- 
ters is  shed  by  the  analyses  of  value,  of  utility  and  disutility,  that  have 
preoccupied  so  many  of  us  for  so  long. 

The  bewildering  period  into  which  my  own  generation  of  economists 
was  born  seems  to  have  been  blessed  with  a  noble  scientific  heritage,  but 
one  that  was  already  in  process  of  thoroughgoing  regeneration.  Mag- 
nificent critical  work  has  now  been  done  on  that  heritage  and  pains- 
taking intellectual  experiment,  based  on  certain  traditional  methods  of 
attack,  has  measurably  demonstrated  the  inadequacy  of  those  particu- 
lar methods.  The  way  to  constructive  work  has  meanwhile  become 
more  and  more  evident,  and  there  seems  to  me  every  reason  to  believe 
that  the  scientific  outlook  for  the  next  ten  or  twenty  years  is  highly 
encouraging.  A  most  encouraging  feature  of  that  outlook,  in  my 
judgment,  is  a  growing  disposition  amongst  us  to  recognize  the  obso- 
lescent character  of  some  of  the  questions  with  which  we  have  ourselves 
but  recently  been  wrestling  and  to  call  them  by  their  right  name.  They 
belong  to  that  group  of  questions  found  now  and  then  in  the  history 
of  science  and  philosophy  "which  are  settled,  if  at  all,  not  by  being 
decided  one  way  or  the  other,  but  by  becoming  obsolete."1* 

"  Cooky,  Human  Nature  and  the  Social  Order,  p.  19. 


SOUNDINGS  IN  NON-EUCLIDEAN  ECONOMICS 
By  John  Maurice  Clark 
The  University  of  Chicago 

It  is  fairly  obvious,  if  one  stops  to  think  of  it,  that  there  are  sys- 
tems of  economics  with  axioms  fully  as  far  removed  from  each  other 
as  the  geometries  of  Euclid  and  the  non-Euclideans ;  perhaps  as  far 
apart  as  the  conventional  physics  and  Einstein.  Probably  the  fore- 
most non-Euclidean  economist  is  Professor  Veblen,  and  his  theory  of  in- 
vidious prestige  might  be  called  a  theory  of  economic  relativity. 

Orthodox  economics  undertakes  to  interpret  equilibrium:  Veblen  un- 
dertakes to  interpret  progressive  change.  And  in  the  social  world  this 
is  much  the  same  as  saying  that  orthodox  economics  studies  the  assump- 
tions of  contentment  and  Veblen  the  assumptions  of  discontent,  both  of 
which  are  undeniable  facts.  Since  undeniable  facts  are  difficult  to 
ignore,  the  net  result  is  very  largely  to  call  them  by  different  names. 
So  when  Veblen  says  that  the  inherent  nature  of  business  is  parasitism 
and  that  any  modicum  of  service  rendered  is  rendered  incidentally  ana 
in  spite  of  the  inherent  nature  of  business;  and  when  orthodox  eco- 
nomics says  that  the  inherent  nature  of  business  is  service,  and  that  any 
modicum  of  parasitism  that  may  remain  is  an  incidental  perversion  of 
the  true  spirit  of  the  institution — they  may  not  be  contradicting  each 
other  quite  so  flatly  as  they  seem  to  be.  Veblen  is  talking  about  the 
nature  of  the  pursuit  of  profits ;  and  the  beneficial  effects  of  competition, 
where  competition  works  beneficially,  are  an  incidental  check  and  very 
partial  (and  possibly  a  temporary  one)  on  the  natural  tactics  of  the 
pursuit  of  gain.  Orthodox  economics  is  talking  about  the  nature  of 
competition  (or  perhaps  of  an  ideal  form  of  competition)  as  a  check 
on  human  selfishness  in  the  pursuit  of  profits  and  to  them  any  failures 
of  competition  to  produce  its  full  effects  appear  as  incidental.  In  fl 
general  way  most  economists  admit  the  same  general  mass  of  facts* 
but  pick  out  different  ones  as  the  central  axioms  of  their  systematic 
economic  theorizing. 

What  do  I  mean  by  non-Euclidean  economics  in  the  present  instance? 
The  question  can  best  be  answered  by  taking  six  axioms  which  repre- 
sent in  a  general  way  what  might  be  called  the  orthodox  position  on  a 
number  of  important  points,  and  inverting  them.  One  reason  for  call- 
ing this  "non-Euclidean"  is  that,  as  I  understand  the  attitude  of  non- 
Euclidean  geometry,  it  does  not  necessarily  insist  that  Euclid  is  non- 
sense nor  declare  implacable  war  on  his  system  and  insist  on  its  im- 
mediate abolishment.  It  merely  studies  the  possibilities  and  conse- 
quences of  contrary  assumptions.  In  the  present  instance  this  is  not 
a  mere  game  of  logical  gymnastics :  it  is  the  natural  result  of  studying 
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t&ose  facts  of  human  existence  which  Euclid,  as  represented  by  these 
six  axioms,  somehow  fails  to  interpret.  Much  of  what  I  shall  have  to 
say  is  not  new — perhaps  none  of  it  is — but,  after  all,  economic  theory 
consists  largely  in  organizing  and  interpreting  known  facts  rather  than 
in  the  independent  discovery  of  raw  facts  hitherto  unknown.  Time 
permits  little  more  than  mention  of  the  first  four  points,  and  a  very 
fcrief  development  of  the  last  two. 

Proposition  1.  Economics  is  the  science  of  wealthy  and  wealth  con- 
sists— of  things  (a)  useful,  (b)  limited  in  supply,  (c)  exchangeable, 
(d)  appropriable. 

The  alternative  proposition  is  that  the  most  important  subjects  of 
economic  study,  while  useful  and  limited  in  supply,  are  not  appropriable 
and  not  fully  exchangeable,  and  thus  are  not  wealth  in  the  full  sense.1 
Since  the  consequences  of  this  have  been  developed  by  a  number  of 
writers,  I  will  merely  mention  one  very  interesting  corollary:  namely, 
that  in  the  marginal-productivity  economics  power  to  produce  cannot 
exist  apart  from  power  to  withhold.  Many  things  may  be  useful  and 
limited  in  supply,  but  only  those  which  the  owner  has  the  option  of 
withholding  have  a  marketable  marginal  product.  What  is  marginal 
productivity?  It  is  essentially  the  power  to  make  a  differential  addi- 
tion to  the  income  of  an  enterprise.  This  means  to  make  this  income 
greater  if  one  grants  the  enterprise  the  use  of  the  productive  factor  he 
controls  than  it  would  be  if  one  withheld  this  productive  factor.  In  this 
sense  an  invention,  once  made  public,  is  not  "productive,"  and  the  in- 
ventor is  not  a  productive  factor,  with  respect  to  any  past  invention, 
except  as  he  keeps  patent  rights  which  enable  him  to  withhold  it  from 
the  market,  and  hence  to  bestow  it  on  the  market.  He  cannot  freely 
bestow  it  if  he  cannot  also  freely  withhold  it.  Other  applications  of 
this  proposition  are  interesting,  but  we  must  pass  on. 

Proposition  2.  Consumption  is  the  end  of  economic  activity  and  pro- 
duction is  a  means  to  that  end. 

This  proposition  may  be  broadened;  increased  productive  power  is 
used  to  make  working  hours  shorter  and  to  some  extent  to  make  work 
easier  and  more  pleasant.  This  is  in  general  harmony  with  the  propo- 
sition that  production  is  looked  on  as  a  necessary  evil  and  a  means  to 
an  end :  the  less  time  we  spend  at  it  the  better.  The  general  proposition 
seems  obvious,  and  is  obvious  from  the  point  of  view  of  the  individual. 
When  it  comes  to  society's  interest,  the  question  is  not  so  clear.     So- 

*"The  germ  of  this  proposition  is  at  least  as  old  as  John  Stuart  Mill  (Principles 
of  Political  Economy,  Book  V,  Chap.  XI,  sec.  14);  Sidgwick  also  develops  it 
(Principles  of  Political  Economy,  Macmillan  ed.,  p.  404  if.)  and  it  plays  an  im- 
portant part  in  J.  B.  Clark's  Philosophy  of  Wealth  as  the  "theory  of  inappropri- 
ables." 
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ciety's  purposes  are  supposed  to  have  something  ethical  about  them. 
To  take  consumption  as  the  end  of  all  things  corresponds  to  hedonistic 
ethics,  whose  standard  is  the  receipt  of  pleasurable  sensations,  but  the 
more  modern  ethics  emphasizes  rather  the  well-rounded  development 
and  use  of  human  faculties.  It  is  an  active  and  not  a  passive  standard, 
a  standard  of  output  of  energy  and  not  of  receipt  of  sensation. 

This  makes  it  seem  that  our  activities  are  more  important  than  the 
passive  pleasures  we  receive,  and  the  activities  that  really  develop  us 
most  are  those  where  we  are  faced  with  the  biggest  difficulties.  This 
means,  commonly,  things  we  would  not  voluntarily  do  simply  for  the 
fun  of  doing  them.  It  means  work,  in  one  form  or  another,  rather  than 
play.  The  conclusion  is  that  the  quality  of  the  activity  involved  in 
work  is  more  important  as  a  positive  social  value  than  the  quantity  or 
quality  of  consumption.2 

There  is  a  twofold  need:  for  work  of  a  sort  which,  if  a  man  gives 
his  best  to  it,  will  develop  and  not  crush  him;  and  for  incentives  that 
will  make  him  give  his  best.  And  the  two  needs  are  more  nearly  one 
than  economic  theory  is  accustomed  to  assume.  Starvation,  poverty, 
and  ambition  for  increased  wealth  have  successively  worked  themselves 
past  the  point  of  diminishing  return  as  incentives  for  the  mass  of  labor, 
and  the  search  for  new  incentives  must  focus  on  other  things  than  wage- 
scales.  In  this  respect,  the  worst  evil  is  to  deny  those  incentives  that 
represent  what  man  recognizes  as  best  in  him.  If  selfish  incentives 
cease  to  work,  that  is  a  failure:  if  unselfish  incentives  have  no  oppor- 
tunity to  work,  that  is  a  tragedy.  The  partial  breakdown  of  the  tra- 
ditional selfish  incentives  in  industry,  which  is  now  disturbing  many 
minds,  may  prove  a  blessing  in  disguise,  and  one  of  the  greatest  of  so- 
cial opportunities. 

Proposition  8.  The  standard  of  economic  service  is  the  gratification 
of  human  wants  through  the  increase  of  marketable  goods  and  service*- 

This  does  not  intend  to  deny  that  the  development  of  good  types  of 
human  beings  is  a  more  important  thing,  but  it  singles  out  increased 
wealth  as  the  economic  way  of  making  possible  the  development  of  the 
best  human  type,  leaving  humanity  to  use  its  power  as  its  wisdom  or 
folly  may  suggest. 

In  this  matter  economics  has  tried  to  keep  itself  separate  from 
ethics  and  to  take  the  attitude  that  it  is  not  concerned,  as  economics, 
with  the  wisdom  of  the  use  men  make  of  wealth.    Its  ideal  is  well  ex- 

*  This  idea,  again,  is  not  new.  It  goes  back  to  Rnddn  and  William  Morris,  and 
back  of  them  to  the  Greeks  who  graded  occupations  according  as  the  kind  of  ac- 
tivity involved  was  or  was  not  consistent  with  the  "good  life"  as  they  saw  It  Mod- 
ern studies  of  human  nature  are  trying  to  give  us  more  scientific  standards  of  Judg- 
ment in  these  matters,  and  the  results  so  far  are  promising  and  valuable. 
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pressed  in  the  maxim  of  Francis  Bacon,  quoted  by  Jevons  in  the  intro- 
duction to  his  Theory  of  Political  Economy:    "While  philosophers  are 
disputing  whether  virtue  or  pleasure  be  the  proper  aim  of  life,  do  you 
provide  yourself  with  the  instruments  of  either/'8    It  has,  then,  as  an 
ideal  a  sort  of  undifferentiated  power  over  nature  which  man  is  to  se- 
cure, and  which  he  can  then  put  to  any  use,  good  or  bad.    The  increase 
of  this  power  is  economic  gain:  the  quality  of  the  use  made  of  it  is  a 
separate  question  and  not  an  economic  one.     This  is  a  very  natural 
position,  but  there  is  one  trouble  with  it.    The  methods  of  production 
which  increase  our  power  have  in  themselves  qualitative  effects  on  hu- 
man living  of  a  very  direct  sort,  some  of  which  have  already  been  men- 
tioned.   And  these  effects  on  the  quality  of  life  are  not  marketable 
commodities  which  can  be  weighed  in  the  same  financial  scale  with  the 
increased  supply  of  commodities  which  modern  industry  furnishes. 

Moreover,  it  may  be  argued  that  the  tendency  of  population  to  in- 
crease has  the  effect  of  neutralizing  the  greater  part  of  man's  increased 
productive  power,  so  that  by  far  the  greater  part  of  it  goes  in  main- 
taining increased  numbers  in  the  face  of  the  principle  of  diminishing 
returns,  and  the  increase  in  per  capita  wealth  is  but  a  small  fraction  of 
the  percentage  of  increase  in  our  essential  power  over  nature.  One 
might  go  farther  and  say  that  it  is  a  positive  injury  for  humanity  to 
learn  enough  about  the  arts  of  production  to  use  up  all  the  best  of  the 
earth's  limited  natural  resources  and  occupy  all  the  available  terri- 
tory, until  they  have  learned  how  to  put  them  to  some  better  use  than, 
for  example,  they  have  been  making  of  them  in  the  past  six  years. 

I  am  not  advocating  inefficiency,  though  there  are  some  sorts  of 
inefficiency  for  which  a  good  deal  might  be  said.  So  long  as  war  exists, 
any  civilization  that  systematically  practiced  inefficiency  for  the  good 
of  future  generations  would  be  speedily  displaced  by  one  with  less  re- 
fined ideals  and  more  immediate  horsepower.  Efficiency  is  inevitable 
and,  in  moderation,  not  undesirable.  But  what  I  am  suggesting  is  that, 
instead  of  taking  the  quality  of  man  for  granted  and  focussing  atten- 
tion on  quantity  output,  it  is  much  more  pertinent  for  the  social  student 
to  take  quantity  output  for  granted — business  will  not  neglect  that — 
and  direct  his  chief  attention  to  the  qualitative  effects  on  humanity  of 
the  things  they  do  in  their  inevitable  (but  largely  self-defeating)  striv- 
ing after  increased  per  capita  wealth. 

One  might  suggest  that  in  the  economy  of  nature  and  of  her  crea- 
tures means  and  ends  are  reversed:  that  the  creature's  ends  are  nature's 
means  of  gaining  her  ends,  and  the  activities  which  serve  the  creature 
as  means  of  attaining  his  ends  are  the  things  nature  is  really  after.4 

»  fhis  is  the  concluding  sentence  of  Jevons*  Introduction  (4th  ed.,  Macmillan,  p.  97.) 
*  If  this  figurative  personification  of  nature  appears  unscientific,  nature's  purposes 
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Primitive  man  is  interested  in  stilling  his  hunger  and  to  get  food  he 
endures  enormous  fatigues,  taxes  his  rudimentary  ingenuity,  and  per- 
haps makes  a  minute  improvement  in  the  stone  axe  or  the  bow.    Nature 
is  not  interested  in  stilling  his  hunger;  in  fact,  she  takes  very  effective 
measures  to  see  to  it  that  he  shall  be  chronically  hungry  in  order  that 
he  may  continue  to  endure  fatigues,  to  tax  his  ingenuity,  to  struggle, 
and  as  a  result  to  develop  biologically  into  a  type  with  higher  faculties. 
Now  that  we  have  supplanted  nature's  jungle  with  our  man-made  jungle 
of  mines,  factories,  railroads,  hotels,  jails,  hospitals,  almshouses  and 
what  not,  who  is  strong  enough  to  do  what  the  older  jungle  did  for 
our  ancestors — overrule  our  purposes  for  our  own  good  and  save  us 
from  the  danger  and  possible  biological  disaster  of  getting  what  we 
think  we  want? 

Proposition  4.  As  a  general  rule,  cost  varies  in  proportion  to  out- 
put:  "overhead  costs"  which  are  independent  of  output  are  the  excep- 
tion and  arise  in  connection  with  large  fixed  capital  only. 

As  an  alternative,  consider  the  proposition  that  overhead  costs  are 
not  merely  the  general  rule  but  are  universal,  and  that  the  costs  that 
are  "direct,"  or  "variable"  or  "prime  costs"  from  the  standpoint  of 
the  employer  are  overhead  costs  from  the  point  of  view  of  society. 
Every  laborer  is  his  own  "overhead"  and  has  his  constant  costs  to 
meet,  whether  he  is  working  or  not.  Society  has  so  much  productive 
power.  It  cannot  avoid  the  cost  of  either  (1)  maintaining  this  pro- 
ductive power,  including  the  human  beings  who  compose  most  of  it,  or 
(8)  seeing  it  depreciate.  The  power  of  the  entrepreneur  to  reduce  ex- 
penses by  reducing  his  working  force,  where  this  means  unemployment* 
is  for  the  most  part  a  financial  illusion  arising  out  of  the  fact  that  the 
individual  employer  does  not  have  to  pay  the  constant  costs  of  the  labor 
he  turns  off.5 

This  principle  has  many  possible  applications,  largely  in  the  direc- 
tion of  placing  the  burden  of  labor's  overhead  cost  on  those  bearing 
chief  responsibility  for  the  industrial  cycle,  and  where  it  will  have  the 
greatest  effect  in  stimulating  people  to  do  things  to  relieve  the  irregu- 
larities. It  is  one  tremendously  important  instance  in  which  social  ac- 
counting and  business  accounting  diverge  and  in  which  the  social  ac- 
counting is  not  yet  organized  and  explicit. 

Proposition  5.  The  rational  foresight  of  individuals  is  at  the  basis 
of  individualistic  economics.     In  particular:  business  men  know  the 

with  man  may  be  translated  as  the  requirements  of  man's  biological  development, 
which  undoubtedly  contain  a  sounder  standard  of  human  welfare  than  the  gratifica- 
tion of  his  immediate  conscious  desires. 

5  This  general  point  has  been  developed  by  G.  P.  Watkins:  "A  third  Factor  In 
the  Variation  of  Productivity."    Akebicax  Economic  Rivikw,  V.  753,  770-77. 
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*'be8t  combination  of  factors"  and  the  marginal  productive  worth  of 

<lifferent  factors,  and  on  this  the  efficiency  of  individualism  depends. 

The  question  at  issue  is  not  whether  people  are  thus  intelligent,  but 

^whether  an  economics,  founded  on  the  idea  that  they  are,  is  really  a 

sound  basis  for  individualism. 

Let  us  study  for  a  moment  a  hypothetical  society  made  up  of  indi- 
viduals gifted  with  this  degree  of  intelligence  and  foresight.  Would 
this  be  peculiarly  favorable  to  individualism?  Business  would  be  highly 
efficient,  it  is  true,  but  there  is  serious  question  how  long  beings  with 
this  much  foresight  would  continue  to  compete.  Such  beings  would 
not  let  the  coal  business  run  in  the  wasteful  way  which  was  described 
to  us  this  morning.  They  would  long  since  have  introduced  such  meth- 
ods as  Mr.  Mason  and  others  spoke  of,  and  in  the  process  they  would 
have  integrated  the  industry  to  a  point  where  wagon-mines  and  back- 
yard wheelbarrow  mines  could  not  offer  serious  competition  to  the 
organized  large-scale  producers.  And  there  would  be  a  Federal  Com- 
mission. 

Perhaps  in  this  hypothetical  society  employers  and  employees  in,  let 
us  say,  the  building  trades,  might  both  get  tired  of  the  competitive 
struggle  and  unite  to  assist  each  other  in  excluding  competitors.  If 
they  were  very  foresightful  they  might  cover  up  their  tracks  so  well  that 
even  Mr.  Untermyer  might  have  difficulty  in  getting  evidence  enough 
to  make  a  case.  The  "best  combination  of  factors"  in  this  case  would 
consist  in  putting  some  of  the  very  best  brains  to  work  on  covering  up 
tracks,  and  the  marginal  worth  of  high-grade  brains  in  this  occupation 
would  be  extremely  high.  Since  the  employers  would  know  all  this, 
highgrade  brains  would  be  so  employed  and  lavishly  rewarded.  On  the 
other  hand,  the  marginal  worth  of  brains  spent  in  detecting  such  con- 
spiracies would  also  be  very  high,  and  government  would  know  this 
(by  hypothesis)  and  would  bid  against  private  enterprise  for  the  same 
grade  of  brains.  Thus  a  large  part  of  society's  ability  would  be  de- 
voted to  this  interesting  game  of  hide-and-seek;  to  making  and  con- 
testing valuations  of  properties;  to  checking  up  accounts,  inspecting 
products  to  enforce  standards  of  quality  and  service,  and  many  other 
similar  occupations;  and  their  pay  would  absorb  a  considerable  part 
of  the  national  income. 

Meanwhile,  if  people  in  general  could  choose  intelligently  for  the 
future  they  could  and  would  vote  intelligently  and  select  able  and  hon- 
est officers  of  government,  and  government  departments  would  be  very 
efficiently  run  because  their  heads  would  know  the  "best  combination  of 
factors,"  and  the  "marginal  worth"  of  talent,  and  would  be  able  to 
get  appropriations  that  would  enable  them  to  bid  for  it.  Their  budget 
system,  based  on  knowledge  of  the  relative  marginal  worth  of  different 
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lines  of  public  expenditure,  would  furnish  something  society  has  long 
needed — a  system  of  social  accounting  in  terms  of  national  welfare. 
Thus  we  should  have  on  the  one  hand  enormous  waste  in  the  attempt  to 
control  private  industry,  and  on  the  other  hand  government  depart- 
ments quite  as  efficient  as  private  concerns  and  able  to  avoid  the  wastes 
and  duplications  either  of  competition  or  of  regulation.  Under  these 
conditions  any  people  with  such  intelligent  foresight  as  we  have  as- 
sumed could  not  fail  to  see  the  obvious  advantages  of  national  collectiv- 
ism, and  we  might  expect  to  see  it  adopted  as  rapidly  as  an  efficient 
government  bureau  could  handle  the  necessary  accounting. 

But  suppose,  on  the  other  hand,  we  assume  a  population  of  little  fore- 
sight, who  therefore  cannot  safely  depart  far  from  custom,  who  are 
governed  much  by  imitation  and  suggestion  from  their  fellows,  who 
learn  only  by  making  mistakes  and  being  hurt,  and  who  do  not  know 
the  4<be8t  combination  of  factors"  nor  the  marginal  worth  of  different 
factors  of  production.  In  such  an  imaginary  society,  private  produc- 
tion would  not  be  very  efficient,  judged  by  absolute  standards  of  what 
is  technically  possible.  On  the  other  hand,  a  considerable  amount  of 
competition  would  survive  for  a  long  time,  perhaps  indefinitely ;  partly 
because  it  is  customary,  partly  because  competitors  do  not  look  far 
ahead,  and  partly  because  they  are  influenced  by  the  suggestive  force 
of  a  moral  code  which  considers  monopoly  as  contrary  to  the  public 
interest. 

With  competition,  however,  goes  a  weeding  out  of  the  least  efficient, 
which  means  eliminating  the  widest  departures  from  the  "best  combi- 
nation of  factors"  and  from  the  system  of  paying  factors  of  production 
according  to  their  marginal  worth  to  the  employer,  and  placing  them 
in  industry  on  the  same  principle.  The  survivors  would  be  those  who, 
by  luck  or  intuition,  came  nearest  behaving  as  they  would  if  they  had 
known  what  the  "best  combination"  was  and  what  the  marginal  worth 
of  productive  factors  was.  The  force  of  competition  would  put  pressure 
on  business  to  install  cost  accounting  systems  in  order  to  lessen  its 
ignorance  of  how  much  productive  factors  are  worth,  and  to  emploj 
engineers  and  efficiency  experts  who,  although  they  may  not  know  the 
absolute  "best  combination,"  may  at  least  be  able  to  devise  ways  of 
improving  the  combination  that  exists.  Thus  there  would  be  forces 
working  in  the  general  direction  of  efficiency  and  of  a  rough  approxi- 
mation to  an  organization  on  the  basis  of  marginal  productivity.6 

On  the  other  hand,  government  departments  would  not  only  suffer 

•  Professor  J.  B.  Clark  has,  in  lectures,  made  the  point  that  the  marginal  produc- 
tivity theory  does  not  require  perfect  knowledge  on  the  part  of  business  men  of 
what  "marginal  products"  are;  but  that  the  force  of  competitive  selection  works  in 
this  direction  automatically. 
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:f rom  not  knowing  what  the  "best  combination  of  factors"  was,  but 
-they  would  lack  the  saving  grace  of  competitive  elimination  to  work 
automatically  in  that  direction,  or  to  put  pressure  on  their  adminis- 
trative heads  to  install  efficient  systems  ot  accounting  and  research* 
In  such  a  purely  hypothetical  society,  we  might  expect  that  the  ac- 
counting systems  of  government  departments  would  be  far  inferior  to 
those  of  private  business;  and  would  be,  in  fact,  inadequate  to  show 
liow  much  public  services  cost,  let  alone  the  marginal  worth  of  differ- 
ent productive  factors  taking  part  in  those  services. 

Not  knowing  how  much  factors  of  production  were  worth,  govern- 
ment would  tend  to  underpay  the  highest  employees  anJ  fail  to  secure 
the  highest  talents  in  competition  with  private  industry.  Moreover,  a 
people  of  this  mental  type  would  be  less  able  to  vote  intelligently  than 
to  buy  goods  intelligently,  since  voting  makes  peculiar  demands  on  the 
powers  of  foresight,  while  the  buying  of  goods  can  be  much  less  waste- 
fully  done  by  the  method  of  trial  and  error.  Most  marketable  com- 
modities are  renewed  far  oftener  than  is  the  incumbent  of  a  political 
office,  and  of  those  that  are  not,  few  commodities  are  selected  without 
more  intelligent  study  of  values  than  the  average  voter  makes  of  the 
average  candidate  on  the  average  American  long  ballot/  Thus  in  this 
hypothetical  society  there  would  be  less  chance  of  getting  able  public 
officers  than  able  business  men.  And  though  the  absolute  efficiency  of 
private  enterprise  would  be  far  less  than  in  our  first  hypothetical  so- 
ciety, that  of  public  enterprise  would  suffer  still  more.  In  the  second 
society,  private  enterprise  would  be  more  efficient  than  public. 

The  tendency  to  combination  would  undoubtedly  appear,  though  re- 
strained by  the  custom  of  competition  and  the  moral  mandate  for  it. 
The  attempts  of  government  to  curb  combination  would  be  largely 
abortive,  but  the  people  might  still  prefer  a  moderate  degree  of  ex- 
ploitation to  the  inefficiency  of  government  operation,  or  to  the  effort 
and  uncertainty  of  conceiving  and  working  out  some  other  substitute 
for  individualism.  After  some  trying  experiences,  business  would  prob- 
ably learn  to  keep  its  exploitation  within  the  limits  of  the  people's  toler- 
ation, not  so  much  from  shrewd  calculation  as  from  natural  hesitation 
to  break  with  custom  and  morals,  and  from  the  habit  of  feeling  one's 
way  in  any  new  policy.    And  thus  individualism  might  continue. 

Thus  it  appears  plausible  that  the  strongest  basis  for  individualism 
is  not  the  intelligence  of  individuals  and  their  irrevocable  devotion  to 
the  pursuit  of  their  own  self-interest,  but  rather  their  stupidity  and 
their  susceptibility  to  moral  suggestion.     Individualism  may  be  re- 

7(7/.  T.  N.  Carver's  suggestive  comparison  of  political  and  economic  competition 
in  Ms  PHnefpUs  of  PoUHcal  Economy,  p.  898,  and  in  his  E$$ay$  in  Social  JwUes, 
pp.  111-35. 
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garded,  not  so  much  as  the  system  calculated  to  get  the  utmost  out  of 
a  people  of  extremely  high  intelligence  as  the  system  in  which  human 
stupidity  can  do  the  least  harm.  All  of  which  is  not  so  very  new,  but 
is  more  akin  to  the  general  trend  of  Adam  Smith's  economics  than  to 
the  Austrian  school,  and  really  harks  back  from  marginal  utility  eco- 
nomics to  the  earlier  classical  proposition  that  individuals  can  choose 
for  themselves — not  with  absolute  accuracy — but  better  than  any 
government  agent  can  do  it  for  them.  This  is  a  theory  of  relativity 
rather  than  one  of  the  absolute  efficiency  of  individualism  as  a  system 
by  itself. 

After  all,  at  the  present  time  one  of  the  most  important  facts  con- 
cerns, not  the  general  level  of  intelligence,  high  or  low,  but  the  differ- 
ing degrees  of  training  and  special  information  on  different  topics ;  the 
extent  to  which  the  specialist  in  this  age  of  specialists  has  information 
beyond  the  un specialized  man  in  the  street,  and  the  ability  of  the  im* 
specialized  M  people"  to  cope  with  the  specialist  who  has  his  axe  to 
grind  This  is  one  of  the  very  large  problems  for  the  "economic  man"* 
of  the  twentieth  century. 

Proposition  6.  Capiiah  including  Trutchinertj,  consists  of  instmmcuti 
of  production  utilized  by  human  beings  for  the  production  of  rvcnttk 

Let  me  suggest  the  alternative  proposition  that  human  beings  are  in* 
slrumcnts  of  production  utilized  by  machines  for  the  machines9  incrwur 
and  biological  development.  This  is  not  a  new  idea.  Samuel  Butkr 
carried  it  to  the  point  of  suggesting  that  machines  might  develop  cob 
sciousness  and  thus  enslave  mankind,  though  in  these  days  of  behavior 
ist  psychology  the  question  whether  the  ruling  race  possesses  conscious- 
ness or  not  may  be  regarded  as  obsolete.  A  more  real  question  is:  how 
many  and  how  important  and  far-reaching  are  the  things  the  machine* 
have  done  to  us  which  we  did  not  intend  nor  foresee,  compared  to  At 
things  we  specifically  employed  them  to  do?  On  this  point,  name  thing* 
have  already  been  said  (sections  3  and  S  above)* 

Among  economists  and  social  scientists,  Veblen  has  described  Ii0» 
machines  train  and  educate  human  beings,1  A,  S,  Johnson  has  point  co 
out  how  the  nominal  captain  of  industry  is  ruled  by  the  proces*e§  k 
presides  over.9  Cooley  has  asserted  the  existence  of  impersonal  fonm 
of  life  with  life-processes  independent  of  those  of  the  human  being*  wkn 
impinge  on  them  and  further  their  growth,  and  he  men! ions  industrial- 
ism as  one  of  these  forms  of  life*10  The  Economic  Interpretation  af 
History  implies  that  the  machines  control  human  life  and  orgnnixitioff 
in  its  highest  forms, 

BTft#  Inttinrt  of  WorkmanMp,  pp.  211I-9T. 

*"Tlie  Srral  of  Capitalism,"   UnpojraUj   Rtvfew,   Aftrtt-JtUU,   I'M*,  nil. 

a*  Social  iVo  <?*#*,  pp.  A-S0, 
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Machines  may  be  conceived  as  making  bargains  with  man  in  which 
bey  offer  him  things  he  very  much  desires,  and  in  exchange  bind  him 
o  serve  and  maintain  them,  to  eliminate  the  unfit  among  them  and 
romote  their  racial  progress,  and  to  alter  his  own  social  and  political 
rrangements  in  whatever  ways  may  be  necessary  in  keeping  pace  with 
he  increasingly  complex  social  organization  of  the  machines  themselves, 
nd  in  keeping  the  children  of  man  faithful  to  the  service  the*  machines 
cquire.  The  full  nature  of  the  terms  of  these  bargains  are  not  re- 
ealed  to  man  until  he  is  so  fully  committed  that  it  is  too  late  to  turn 
tack,  and  thus  the  machines  outwit  him.  For  example,  they  took  Adam 
Smith  into  their  confidence,  but  only  so  far  as  suited  their  purposes. 
3y  such  methods  they  have  succeeded  in  imposing  on  man  many  things 
le  never  bargained  for,  some  of  which  he  finds  extremely  unwelcome. 

Some  might  think  this  shows  a  low  standard  of  honesty  on  the  part 
>f  the  machines,  but  we  must  remember  that  honesty  is  the  morality  of 
equals  toward  equals,  not  of  superior  to  inferior  races,  and  that  our 
3wn  conduct  toward  inferior  races  will  hardly  stand  a  critical  examina- 
tion. At  least  machines  have  not  forced  their  culture  upon  us  by 
armed  violence.  Among  their  own  kind,  they  show  a  sense  of  the 
superior  importance  of  biological  progress  to  immediate  gratification 
and  a  subordination  of  the  interests  of  the  individual  machine  to  the 
progress  of  the  race,  which  demonstrate  a  clear  moral  superiority. 
Seldom  or  never,  as  in  Arnold  Bennett's  Milestones,  does  the  older 
generation  cramp  the  development  of  the  younger.  They  give  way 
without  complaint,  youth  is  served,  and  the  interests  of  mechanical 
posterity  are  paramount. 

The  machines  appear  to  have  kind  intentions  toward  man,  but  to 
lack  understanding  of  many  of  his  feelings  and  needs ;  as  is  frequently 
the  case  with  ruling  and  subject  races.  They  have  revolutionized  both 
work  and  product,  taking  the  dement  of  universal  individual  initiative 
out  of  both.  They  have  given  man  unnatural  working  conditions  which 
are  now  leading  to  incipient  revolt,  and  living  conditions  that  go  far 
to  defeat  democracy.  They  are  responsible  for  the  "industrial  cycle," 
and  as  long  as  their  own  overhead  costs  are  covered  in  periods  of  de- 
pression, they  have  not  assumed  full  responsibility  for  the  correspond- 
ing overhead  costs  of  human  beings.  They  have  largely  taken  over 
the  drama  without  caring  to  preserve  what  human  beings  regard  as  the 
highest  standards  of  taste,  and  they  have,  intentionally  or  unintention- 
ally* gone  far  to  undermine  the  church  and  even  religion  itself.  They 
have  incontinently  switched  us  from  a  paternalistic  to  a  laissez-faire 
type  of  government  and  are  now  busily  switching  us  back  again,  ac- 
cording to  the  temporary  needs  of  the  stage  of  development  they  have 
reached.    These  are  merely  examples. 


14£  American  Economic  Association 

As  for  their  methods  of  maintaining  control :  some  classes  th< 
with  large  rewards,  other  classes,  largely  technicians,  and  te 
scientists,  do  not  need  to  be  bribed:  their  minds  are  captured 
materia]  they  work  in*  And  the  unspecialized  "ruling  classes, 
or  congressmen  or  others,  cannot  cope  with  these  specialists, 
left  to  do  more  and  more  of  the  governing  in  the  shape  of  th 
working  out  of  things.  The  ordinary  man  cannot  even  speak  th 
in  terms  of  which  many  of  these  issues  are  settled;  for  exam 
accounting  language  used  in  settling  the  justice  of  street-ca 
The  machines  have  cleverly  limited  human  cooperation  by  i 
human  language  up  into  many  dialects  of  many  specialist  gr< 
that  the  highest  common  factor  of  intelligibility,  so  to  speak, 
manity  as  a  whole,  consists  of  relatively  simple  ideas*  largely 
in  the  sense  of  not  actively  gripping  the  newer  issues,  Amoi 
ideas  might  be  mentioned  the  simple  ideas  of  public  and  privati 
ship,  As  men  become  more  dependent  on  machines,  the  latter 
able  to  rule  by  penalties  as  well  as  by  rewards:  for  example,  on 
heatless  Mondays  and  other  penalties  imposed  by  failure  to  dev 
railroad  system  to  a  continually  increasing  size  and  compl' 
articulation*  Thus  mankind  moves  in  directions  it  never  i 
getting  largely  things  it  never  definitely  wanted  as  the  unexpc 
suit  of  engaging  the  services  of  unexpectedly  powerful  ins t rum 

What  I  have  called  Euclidean  Economics,  in  general,  serves 
terests  of  the  machines.     It  directs  attention  to  the  bribe  th* 
and  away  from  the  conditions  they  exact.     It  has  countenai 
machines  in  neglecting  to  assume  the  burden  of  human  overhes 
and  in  this,  as  in  other  matters,  by  insisting  on  putting  man  on 
level  than  machines  in  respect  to  freedom,  it  has  sometimes 
on  a  lower  level  in  respect  to  care  for  his  material  needs.     This 
fine  side,  but  by  teaching  man  that  he  is  the  end  of  all  things* 
is  not,  his  subjection  is  concealed  and  thus  perhaps  perpetuate* 

I  do  not  advocate  revolting  against  the  machines  and  abolis 
subjugating  them:  all  I  aspire  to  is  a  reasonable  degree  of  racif 
ity.  This  would  make  for  more  friendly  relations  and  would 
allay  the  distrust  of  the  purposes  of  the  machines  which  now  | 
us  from  getting  all  the  benefits  which  they  are  able  and  willing 
us.  This  is  peculiarly  true  of  labor,  but  not  of  labor  alone 
morning  the  machines,  via  Mr.  Mason  and  others,  made  us  a  mo 
ing  offer  of  increased  coal  production  and  I  noticed  this  intellij 
semblage  looking  this  gift  horse  in  the  mouth,  debating  whet 
would  force  upon  us  a  federal  commission  or  federal  opera ti 
whether  we  wanted  these  changes  in  our  economic  and  politica 
This  distrust  is  a  hopeful  sign  so  long  as  we  cannot  tell  what 
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pree  of  social  and  political  transformation  the  machines  would  force 
on  us.  It  marks  a  notable  advance  on  the  usual  method  of  accepting 
>  offer  first  and  railing  at  the  consequences  afterward.  But  we  must 
:ome  far  better  informed  and  surer  of  our  own  intentions  before  our 
dings  with  the  machines  can  be  characterized  by  that  confidence 
ich  marks  the  bargaining  of  equals.  To  attain  this  we  must  not 
rely  develop  the  ability  to  rise  superior,  if  necessary,  to  the  imme- 
ite  bribe  that  is  offered  us ;  we  must  become  competent  to  bargain, 

the  machines  do,  with  an  intelligent  eye  to  our  long-run  racial  and 
cial  interests. 

These  interests  are  most  seriously  threatened  in  the  case  of  labor, 
le  machines  tend  to  confine  discretion  in  industry  to  the  few  whom 
ey  take  into  their  confidence,  while  the  bulk  of  labor  has  largely  lost 
e  power  to  make  any  constructive  contribution  to  the  technique  of 
dustry.  The  job  belongs  to  the  machine,  and  labor  feels  little  re- 
onsibility  for  it.  Labor's  state  of  mind  and  conduct  shows  the  con- 
quences  of  this,  and  many  laborers  appear  to  alternate  between  the 
ive-morality  of  getting  as  much  as  possible  and  giving  as  little,  and 
ie  spasmodic  need  of  exerting  power  of  some  sort.  Under  the  cir- 
imstances  this  can  only  be  power  to  interfere  with  the  orderly  prog- 
ss  of  industry  by  strikes  or  sabotage,  since  power  to  improve  on  the 
derations  laid  down  by  the  machines  appears  to  be  beyond  labor's 
resent  reach,  either  for  lack  of  competence,  ambition,  or  opportunity, 
acial  equality  can  never  be  established  so  long  as  the  bulk  of  mankind 
re  in  this  position  of  undignified  and  passive  inferiority. 

The  situation  demands  social  organizations  capable  of  exerting  the 
>rce  of  constructive  human  will  enlightened  by  collective  intelligence, 
t  the  point  where  things  are  being  decided,  in  the  processes  of  industry 
self,  rather  than  waiting  till  the  decision  is  made  and  then,  through 
ur  "political"  machinery,  taking  belated  and  purely  defensive  action. 

TRADITIONAL  ECONOMIC  THEORY— DISCUSSION 

Irving  Fisher. — In  commenting  on  the  foregoing  papers,  I  will  only  say 
bat  I  feel  that  there  is  an  undue  tendency  to  react  against  theories  of 
marginal  utility  because  we  have  expected  more  of  them  than  they  have 
ielded.  Such  revulsions  of  feeling  create  alternate  fashions  in  economic 
heory,  and  fashions  should  have  no  place  in  science.  There  is  a  solid  basis 
»f  truth  in  the  theories  of  marginal  utility  which  should  not  be  lost  but 
tsed  as  foundations  on  which  to  build. 

Frank  H.  Knight. — Considerable  courage  is  doubtless  required  to  say 
inything  in  defense  of  economic  theory  in  any  of  its  familiar  aspects  after 
be  presentation  of  these  two  papers,  not  to  mention  those  given  this  after- 
kkhi,  in  which  "theory"  has  been  pelted  with  missiles  of  every  degree  of 
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consistency.  Yet  the  embarrassing  fact  to  me  is  that  I  still  see  significance 
in  our  inheritance  from  the  past  hundred  and  fifty  years,  although  I  am 
also  in  agreement  with  much  of  the  argument  to  which  ye  have  listened,  an 
its  positive  side.  Much  controversy  among  economists  is  due  to  difference! 
in  their  conceptions  of  problems  and  methods  of  attack,  and  not  to  real 
antagonism  in  theoretical  position.  In  my  opinion  a  great  deal  of  it  rests 
upon  a  single  confusion,  the  failure  to  separate  clearly  the  question  of  ex- 
plaining the  price  system  and  the  competitive  organisation  of  industry  from 
the  question  of  criticising  or  evaluating  it.  These  functions  are  most  inti- 
mately connected  and  both  are  within  the  task  of  the  theorist;  but  they  are 
not  identical  and  it  is  a  mistake  to  criticise  him  because  what  he  says  on 
one  of  these  problems  is  not  directly  relevant  to  the  other. 

A  good  illustration  is  to  be  found  in  two  articles  in  the  current  and  pre- 
ceding issues  of  our  Review,  in  which  Professor  Fetter  criticises  Professor 
Mitchell's  paper  presented  to  the  meeting  of  five  years  ago,  under  the  head- 
ing of  a  contrast  between  price  economics  and  welfare  economics.  It  is  im- 
probable that  Professor  Mitchell  is  less  interested  in  human  welfare  than 
is  Professor  Fetter.  The  difference  is  in  the  two  thinkers'  conceptions  of 
the  meaning  and  use  of  scientific  method. 

In  the  field  of  explaining  phenomena  the  critics  condemn  the  theorist  for 
using  simplified  assumptions,  some  even  going  so  far  as  to  accuse  him  of 
not  knowing  everything  about  our  economic  system  and  all  the  details  of  its 
workings.  Knowledge  of  facts,  even  of  details,  is  very  good,  and  the  ssore 
of  it  the  better.  But  someone  must  think  out  the  general  problems,  too. 
And  since  detailed  knowledge  of  any  large  part  of  the  field  is  imjn?sf?Mg 
to  any  one  man,  it  is  inevitable  that  the  theorist  must  see  his  facts  largely 
through  other  men's  eyes.  Division  of  labor  is  indispensable.  The  busi- 
ness man  and  practical  worker  must  complete  and  correct  the  general  prin- 
ciples worked  out  by  the  theorist  in  applying  them  to  their  own  problems. 
They  cannot,  however,  usurp  the  theorist's  place.  Their  knowledge  of 
facts  though  fuller,  applies  to  a  limited  field  and  is  necessarily  oaesibVd. 
They  are  in  the  position  of  being  unable  to  see  the  forest  for  the  trees. 
Moreover,  a  clear  and  consistent  body  of  general  theory  is  necessary  as  s 
guide  to  the  observation  of  facts. 

It  is  an  oft- told  talc  but  will  bear  repeating  with  emphasis  until  it  * 
more  commonly  understood,  that  the  general  theory  of  a  subject  is  not  sup- 
posed to  give  a  realistically  complete  account  of  it*  The  function  of  thoarj 
is  to  identify,  isolate,  and  trace  out  to  their  final  consequences  the 
fundamental  tendencies  discernible  in  a  complex  mass  of  phenomena. 
effects  of  causes  must  be  investigated  separately,  and  be  combined  after 
know  what  they  are.  To  ascertain  just  which  causes  arc  at  work  in 
ease  and  to  what  extent,  and  to  combine  their  results  in  a  concrete  predict*"- 
of  outcome,  is  the  province  of  the  application  of  principles,  not  of  the  uV 
ri  vat  ion  of  principles*  Moreover,  the  genera!  principles  arc  always  very  «*- 
complete.  The  scientific  method  has  rather  narrow  limits,  especially  o 
dealing  with  human  behavior  and  social  phenomena.  A  large  proporti*P 
of  the  forces  which  must  be  taken  into  account  cannot  be  reduced  to  §b* 
eral  principles.  Such  problems  can  never  h«:  dealt  with  hj  formula  or  ra- 
of  thumb.  It  is  no  criticism  of  general  principle  that  their  application 
call  for  a  large  use  of  common  sense  and  trained  judgment. 

One  speaker  this  afternoon  (Dr*  Wohnait)  was  candid  enough  to  < 
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that  the  critics  of  the  simplified  psychology  used  by  economic  theorists  have 
made  little  headway  in  bringing  forth  substitute  principles.  I  do  not  be- 
lieve they  ever  wilL  Their  strictures  are  valid  as  limitations  on  the  familiar 
reasoning,  not  as  negations.  The  principles  of  the  established  economics  are 
partial  statements,  but  sound  as  far  as  they  go,  and  they  go  about  as  far 
as  general  principles  can  be  carried.  If  theorists  and  practical  economists 
are  to  get  together,  the  latter  must  be  moderate  in  their  demands,  accepting 
the  service  that  theory  can  render  and  not  expecting  the  impossible;  and 
on  the  other  hand  theorists  must  be  more  modest  in  their  pretensions  than 
some  of  them  have  sometimes  been.  General  theory  is  a  first  step,  but 
never  a  very  long  step  toward  the  solution  of  practical  problems. 

So  1  see  nothing  antagonistic  to  the  spirit  of  the  "Euclidian"  economics  in 
Professor  Clark's  proposal  of  reversing  certain  of  its  assumptions.  Opposite 
tendencies  may  be  and  often  are  real  and  effective  in  different  situations, 
and  even  in  the  same  situation.  Economists  have  habitually  studied  both 
monopoly  and  competition,  which  are  opposite  tendencies,  without  any  feel- 
ing that  they  were  manipulating  a  paradox.  Some  of  the  inverted  postu- 
lates which  he  suggests  are  important  and  neglected.  I  think  this  is  espe- 
cially true  of  the  relation  between  production  and  consumption  as  means 
and  end.  In  many  cases  it  is  far  more  nearly  true  that  consumption  is  the 
means  than  that  it  is  the  end,  but  it  would  surely  be  "advancing  back- 
wards" to  work  out  our  economics  on  the  assumption  that  such  is  always 
the  case.  The  correct  course  for  general  theory  is  to  study  both  tendencies 
and  leave  it  to  the  practitioner  to  use  the  results  which  fit  his  own  problem 
— or  rather  perhaps  to  find  the  proper  combination  of  the  two,  for  I  imagine 
that  the  relation  between  means  and  end  is  usually  more  or  less  reciprocal, 
one  or  the  other  direction  predominating  in  various  degrees. 

Professor  Parry's  attack  on  the  two  cornerstones  of  established  theory, 
utility  and  productivity,  illustrates,  I  think,  in  a  particularly  apt  way  the 
confusion  between  explanation  and  evaluation.  I  fully  agree  with  him  that 
utility  is  misleading  as  an  explanation  of  economic  behavior.  The  con- 
sumer is  not  in  the  sort  of  situation  assumed  in  the  theory,  and  when  utility 
Is  made  over  into  relative  utility  in  terms  of  money  there  is  nothing  left 
of  it  but  the  fact  of  pecuniary  demand.  Utility  is  not  meaningless  or  un- 
real, however;  it  is  only  irrelevant  to  some  of  the  purposes  for  which  it  has 
been  used.  When  we  come  to  pass  judgment  on  the  workings  of  the  price 
system,  we  have  to  have  a  theory  of  utility  as  a  starting  point;  and  when  the 
theory  is  worked  out  from  this  point  of  view  most  of  the  familiar  features 
will  be  recognised  in  it.  (Personally,  I  question  the  usefulness  of  total 
utility  and  the  "surplus"  even  here.)  Utility  is  an  ethical  category,  as  in- 
deed is  illustrated  by  the  most  important  conventional  application  of  it,  in 
justifying  progressive  taxation. 

With  productivity  the  situation  is  in  a  sense  reversed.  The  mistake,  as 
now  generally  recognised,  was  in  giving  it  ethical  significance.  It  tells  us 
nothing  as  to  the  income  which  any  member  of  society  ought  to  receive.  But 
it  does  explain  the  income  which  individuals  actually  get,  or  tend  to  get, 
under  the  system  of  private  property  and  free  competition.  And  the  theory 
also  shows  the  manner  in  which  any  society,  even  an  ethical  Utopia,  would 
have  to  impute  income  to  productive  factors  in  order  to  organise  production 
intelligently,  however  it  might  distribute  that  income  among  producers  and 
non-producers.    Progress  in  theory  is  to  be  looked  for  not  from  repudiating 
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the  past  and  starting  over,  but  from  reorganising  the  results  in  relation  to 
the  problems  to  which  they  are  relevant  and  carrying  the  work  forward 
along  similar  lines. 

Carl  £.  Parry. — I  welcome  this  opportunity  to  speak  again  because  I 
should  like  to  make  a  few  remarks  in  more  informal  fashion  than  seemed 
possible  in  my  original  paper. 

It  seems  to  me  that  differences  of  opinion  on  special  subjects  like  the  ones 
we  are  discussing  arise  largely  out  of  a  general  difference  of  opinion  con- 
cerning the  kind  and  degree  of  specialization  appropriate  to  economists. 
According  to  men's  differing  views  on  this  general  question  they  are  dis- 
posed to  see  different  meanings  in  the  same  situation.  Thus  I  have  attended 
the  same  sessions  of  this  meeting  as  Professor  Fetter  but  have  been  struck 
by  a  very  different  aspect  of  them.  The  proposition  that  they  seem  to  me 
to  illustrate  is  that  we  find  ourselves  able  to  make  headway  with  a  con- 
crete question  by  bringing  to  bear  upon  it  the  counsel  of  experts  of  various 
kinds.  Thus  two  of  the  best  papers  on  the  bituminous  coal  situation  hart 
not  been  given  by  economists  at  all;  one  of  them  has  come  from  a  profes- 
sional geologist  and  the  other  from  a  professional  engineer,  The  discus- 
sion of  this  coal  question  exemplifies  the  exact  point  that  1  have  been  trying 
to  make;  namely t  economists  are  more  effective  in  advancing  human  welfare 
when  they  enter  a  conference  in  the  capacity  of  experts  without  attempting 
"to  play  all  the  bases  themselves/' 

I  have  observed  that  none  of  the  speakers  has  attempted  to  defend  the 
principle  of  marginal  utility  as  an  instrument  for  getting  at  the  reasons  for 
the  rise  and  fail  of  prices,  which  signifies  that  my  central  attack  on  thv 
principle  was  not  altogether  without  foundation. 

The  only  contention  which  has  really  disturbed  me  to  the  extent  of  "draw- 
ing  any  blood"  is  the  one  advanced  by  Professor  Fisher  and  apparently  en* 
dorsed  by  Dr,  Knight,  that  1  make  a  mistake  in  repudiating  the  hypothetic*! 
method  of  approach.  There  must  have  been  something  in  my  paper  that 
sounded  more  extreme  on  this  point  than  1  Intended  it  to  sound,  for  I  bare 
great  respect  for  the  use  of  this  method  of  approach  when  used  in  the  riglit 
way.  The  method,  as  1  understand  it,  is  that  of  "successive  approxima- 
tions,3* used  most  effectively  so  far  as  1  know  by  Ric&rdo..  Of  course,  af 
Professor  Fisher  says,  we  must  cast  typical  statements  in  the  form:  If  A 
is  true  then  B  is  true.  Now  I  feel  perfectly  free  to  use  this  method  and  to 
employ  this  form  of  statement.  1  can  say  "if"  as  well  as  anybody.  Thua  if 
foreign  governments  carry  out  their  present  intention  to  borrow  large 
in  this  country,  and  if  large  corporations  execute  pending  plana  for 
financing,  then  the  long-time  rate  of  interest  will  not  fall  within  the  nest 
few  months  to  anything  like  the  extent  often  predicted*  This  illustratSo* 
should  show  how  the  hypothetical  method  is  properly  employed  by  econo- 
mists who  embrace  the  catal lactic  point  of  view. 

Let  me  add  one  discriminating  comment  on  the  work  of  the  value  tJfec*> 
rists.  They  have  certainly  rendered  a  great  service  in  attempting  to  naifT 
the  whole  science  of  economics  through  the  application  of  their  general  pnr- 
ciple;  in  so  doing  they  have  given  us  a  new  vision  of  the  possibility  of  uni- 
fication. Their  own  principle,  however,  has  failed  to  accomplish  the  «*rf 
cation  largely  because  it  lias  been  so  full  of  antiquated  ethic*  and  L 
psychology,     What  we  now  have  to  do  in  to  attack  the  task  of 
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along  somewhat  different  lines.  The  value  theorists  failed  to  accomplish 
the  end  in  view,  not  because  they  failed  to  make  a  study  on  their  own  ac- 
count of  everything  in  any  way  relating  to  human  welfare,  including  such 
matters  as  ethics  and  psychology,  but  because  of  their  failure  to  see  exactly 
what  they  were  about  in  their  own  special  line,  meanwhile  keeping  in  close 
touch  with  the  work  of  modern  specialists  along  other  lines.  In  the  days  of 
Adam  Smith  and  Ricardo,  for  instance,  there  may  have  been  some  excuse 
for  economists  inventing  their  own  psychology,  but  that  justification  exists 
no  longer.  Thus  the  psychology  of  psychologists  in  Ricardo's  day  was  what 
we  now  know  as  phrenology,  and  perhaps  Adam  Smith  had  some  excuse  for 
inventing  that  "propensity  to  barter  or  exchange"  which  has  given  rise  to 
so  much  ridicule  in  modern  psychological  circles.  But  in  this  modern  day 
many  of  us  have  no  such  justification,  because  we  are  so  situated  that  we 
can  keep  in  close  touch  with  colleagues  whose  particular  business  it  is  to 
keep  abreast  of  modern  thought  in  such  fields  as  those  of  ethics  and  psy- 
chology. It  is  along  lines  of  such  cooperation  that  I  see  our  ultimate  sal- 
vation. Social  progress  calls  for  general  cooperation  among  specialists  in 
accord  with  "the  round-table  principle"  and  if  the  economist  is  to  sit  at 
the  table  he  must  know  more  than  anybody  else  about  some  special  and  par- 
ticular phase  of  the  matter  in  hand.  He  must  be  some  sort  of  expert  if  he 
is  to  sit  in  with  other  experts,  and  my  belief  is  that  he  can  qualify  in  this 
way  by  recognizing  his  special  duty  with  reference  to  markets  and  prices. 
Growing  recognition  of  this  necessity  will  bring  us  to  discard  a  number  of 
ideas  and  methods  that  are  already  obsolescent  although  they  have  not  yet 
ceased  to  be  cherished  by  recent  tradition. 
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whose  family  and  living  expenses  must  be  met  by  money  paym 
Similarly  the  citizen  who  lives  in  his  own  house  is  favored  with  a 
lowance  for  house  rent  expressly  denied  to  those  who  pay  rent, 
time  may  come,  particularly  in  connection  with  the  extension  of 
income  taxes,  when  it  may  be  possible  to  broaden  the  definition  c 
come  so  as  to  take  account  of  these  discrepancies.  In  the  preseni 
cussion  of  the  federal  income  tax,  however,  I  think  we  are  Justin 
adhering  practically  to  money  income. 

A  more  important  and  more  troublesome  problem  is  that  of  app 
practically  the  distinction  between  income  and  capital.  Income 
service  rendered  by  capital.  Increase  in  the  amount  or  value  of  c« 
itself  is  not  income.  The  distinction  between  capital  and  income  i 
a  particularly  difficult  one  in  theory.  The  problems  arising  fro: 
practical  application,  on  the  other  hand,  are  complex  in  the  ext 
and  the  United  States  income  tax  has  not  succeeded  in  applying  th 
tinction  with  any  great  degree  of  logic  or  even  of  practical  succes 

On  the  one  hand  the  distinction  is  clearly  recognized  in  that 
and  inheritances  are  regarded  not  as  income,  but  as  an  acquisition 
an  addition  to  capital.     The  law  expressly  recognizes  that  these 
tions  to  capital  will  themselves  in  turn  yield  income  which  will  lat 
subject  to  the  tax.    The  law  is  here  in  harmony  with  economic  pnn 

But  suppose  capita]  is  increased,  not  by  sudden  additions,  bi 
gradual  growth  in  value.  Is  this  increase  income?  Certainly  not 
have  stated  correctly  the  true  character  of  income.  This  is  a  que 
upon  which  there  has  been  difference  of  opinion  among  economists, 
issue  was  fought  out  at  a  previous  meeting  of  this  Association  t 
the  general  topic  Are  Savings  Income?1  I  think  it  is  today  safe  t< 
that  the  weight  of  economic  authority  supports  the  theory  that 
growth  in  value  of  capital  is  not  income.  Capital  does  not  rendei 
vice  to  its  owner  by  simply  growing  in  size.  Presumably  it  is  now 
able  of  yielding  a  larger  service  than  before,  but  it  is  this  service  * 
is  income,  not  the  increase  in  the  value  of  the  capital.  In  fact, 
frequently  (though  not  always)  this  very  power  to  yield  larger  in< 
which  has  caused  the  capital  to  increase  in  value. 

On  the  whole,  the  lawmakers  have  held  fairly  well  to  this  princ 
If  land  appreciates  in  value,  the  increase  is  not  taxed  as  income  so 
as  the  ownership  of  the  land  does  not  change.  If  a  corporation's  ai 
increase  In  value  or  its  prospects  of  future  earnings  improve,  the  c< 
sponding  rise  in  the  value  of  its  shares  is  not  treated  as  income  tc 
shareholder  so  long  as  the  ownership  remains  the  same.  This  is 
rect.  But  the  situation  changes  when  capital  assets  are  sold  or 
changed.     In  such  event  the  law  regards  as  income  the  difference 
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tween  the  value  of  the  article  on  the  date  when  sold  or  exchanged  and 
its  cost,  or,  if  acquired  before  March  1,  1913,  its  value  on  that  date. 
So  long  as  the  owner  holds  his  capital  its  growth  in  value  is  generally 
not  regarded  as  income,  but  just  as  soon  as  he  sells  it  or  exchanges  it 
for  other  property,  he  must  render  an  accounting,  and  show  a  gain  or 
loss ;  the  gain,  if  any,  is  income. 

This  position  is  clearly  illogical,  whatever  otherwise  may  be  said  for 
it.  If  growth  of  capital  value  is  not  income  so  long  as  the  capital  is 
not  disposed  of,  on  what  grounds  can  the  increase  in  value  be  regarded 
as  income  simply  because  a  particular  piece  of  capital  is  exchanged  for 
another  of  presumably  the  same  value?  The  transfer  presumably  makes 
no  change  in  the  value  of  the  owner's  capital.  No  service  is  rendered 
to  him  by  his  capital  on  account  of  the  transfer.  To  treat  growth  of 
capital  value  as  income  merely  because  there  is  an  exchange  of  capital 
is  inconsistent.  That  such  treatment  would  be  likely  in  certain  cases  to 
lead  to  great  injustice  is  apparently  recognized  in  the  law  itself,  since 
an  exception  is  made,  applying,  however,  only  to  cases  where  "in  con- 
nection with  the  reorganization,  merger,  or  consolidation  of  a  corpora- 
tion a  person  receives  in  place  of  stock  or  securities  owned  by  him  new 
stock  or  securities  of  no  greater  aggregate  par  or  face  value."  In  such 
cases  the  law  prescribes  that  "no  gain  or  loss  shall  be  deemed  to  occur 
from  the  exchange,  and  the  new  stock  or  securities  received  shall  be 
treated  as  taking  the  place  of  the  stock,  securities,  or  property  ex- 
changed." Aside  from  the  reference  to  "par  or  face  value,"  which  is 
illogical,  this  clause  of  the  law  represents  what  I  regard  as  the  sound 
principle  to  apply  to  all  cases  of  transfer  of  capital  assets.  Why 
should  it  be  limited  to  reorganization,  merger,  and  consolidation  of 
corporations?  The  principle  is  exactly  the  same  in  every  case  where 
securities  are  exchanged  for  other  securities  or,  indeed,  where  capital 
assets  of  any  sort  are  exchanged  for  other  capital  assets.  No  income 
is  derived  on  account  of  the  transfer.  The  presumption  is  that  the 
value  given  is  the  same  as  the  value  received,  and  even  if  a  greater  value 
is  received,  the  result  is  not  income  but  increase  of  capital.  In  this 
case  the  gain  is  of  the  nature  of  a  gift,  and  gifts  are  not  regarded  as 
income  even  in  the  law. 

The  matter  is  perhaps  not  quite  so  clear  in  the  case  of  sales  of  capi- 
tal assets.  Here  the  thing  received  is  not  another  article  of  capital  of 
the  same  sort,  but  money.  Yet  even  here  I  must  confess  my  inability 
to  find  any  logical  justification  for  regarding  the  gain  from  such  sale 
as  income.  The  owner  has  simply  transferred  capital  of  one  form  into 
capital  in  the  form  of  money.  It  cannot  be  said  that  his  capital  has 
yet  rendered  him  a  service.  It  is  quite  possible  that  the  money  will  im- 
mediately be  used  in  the  purchase  of  other  capital  assets  of  the  same 
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~£:o  the  constitutional  requirement  of  apportionment  among  tl 

&oW       ^.     ^~  cording  to  population.     This  is  a  legal  rather  than  an  eci 

0tate»       m-^^tacle,  and  in  my  opinion  does  not  justify  a  strained  definitic 

tfODOic     ^_^^^  in  order  to  evade  the  constitutional  limitation  upon  dire 

0l  iuc    ^^^         The  proper  remedy  is  a  constitutional  amendment.     Stat 

t&x^1    ^^^^ipalities  of  course  are  subject  to  no  such  restriction. 

*nd  TO    r^m^*8*  fundamental  thing  about  the  income  tax  is  its  person 

**       %^^"-     **  ^s  tax  *8  *°  serve  as  the  foundation  of  our  revenue  sy 

<&*xa     ^^     essential  that  it  be  kept  a  strictly  personal  tax.    The  gre 

^a*'     tnf^  °*  ^e  income  *ax  *s  *hal  &f  more  than  any  other  tax,  mi 

*        VeA    oB  *°  distribute  tne  burden  of  government  among  the  citize 

t>o*"tion  to  ^Q1T  ftkility  to  Pay-    ^°  otner  tax  does  this  so  we 

R   t  thi»    result  can  be  achieved  only  so  long  as  the  personal  charact 

f  fhe   in^ome  *ax  ls  maintained.     The  practical  problem  for  us  here 

l-h      cl^-t*011  between  the  individual  income  tax  and  the  taxes  upon  co 

tic**1*-    'n  *^e  early  days  of  American  taxation,  when  the  corpor 

I-       w  **s  Jus*  coming  'nto  prominence,  it  was  assumed  that  corporatio 

i       id    ^c  *axed  exactly  like  natural  persons,  under  the  same  laws  ai 

,^e     same  manner.     Corporations  were  simply  so  many  addition 


o0g,  to  be  taxed  under  existing  laws.     In  the  course  of  time,  and 

^C  rfe*"    t*me  *^an  now  8eems  reasonable,  it  was  discovered  that  taxi 

^j-ations  by  the  same  methods  as  individuals  and  in  addition  to  i 
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-Ao*k  was  leading  to  unjust  double  taxation.    The  corporation  pa 

e»    on  °^  ^s  property*     The  stockholder  was  taxed  on  his  shan 

*?     jtiftlly  the  injustice  of  this  was  realized,  and  the  next  step  was 

tfre  corporation,  not  in  addition  to,  but  in  lieu  of,  the  individuc 

who  °wnec^  ^s  shares.    This  arrangement  had  the  appearance  of  justi 

and  simplicity.     Instead  of  taxing  each  individual  shareholder  on  t 

value  of  his  shares  ( representing  ownership  in  the  corporation's  assets 

ffhy  not  tax  the  corporation  once  for  all  on  all  its  property  and  exem 

its  shares  in  the  hands  of  the  stockholders?    This  was,  indeed,  a  re 

forward  step  in  the  administration  of  the  general  property  tax.    The 

were,  it  is  true,  interstate  complications,  and  the  matter  of  bonds  ai 

notes  was  never  satisfactorily  cared  for.     But  double  taxation  w 

avoided,  or  at  any  rate  reduced,  and  a  long  stride  toward  administr 

tive  certainty  was  taken. 

This  experience  with  the  general  property  tax,  reinforced  by  t 
example  of  Great  Britain's  long  and  successful  use  of  the  principle 
stoppage  at  the  source,  has  doubtless  been  responsible  for  the  notii 
that  the  same  relation  between  the  corporation  and  the  individual  cou 
be  carried  over  into  the  income  tax.  But  this  is  a  mistake.  The  on 
kind  of  income  tax  to  which  this  arrangement  could  be  successfully  a; 
plied  is  one  in  which  there  is  neither  personal  exemption  nor  progress! 
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rates.  This  is  a  topic  which  I  have  already  discussed  in  an  article  just 
published  in  the  American  Economic  Review  for  December.8  Desiring 
to  avoid  vain  repetitions,  let  me  simply  state  that  in  that  article  I  have 
undertaken  to  show  that  under  an  income  tax  having  personal  exemp- 
tions and  progressive  rates  (like  our  own  and  practically  every  other 
modern  income  tax),  it  is  impossible  to  tax  corporate  incomes  in  lieu 
of  the  tax  upon  the  incomes  of  their  shareholders,  without  doing  serious 
injustice  to  many  stockholders.  Yet  to  a  very  considerable  extent  this 
is  exactly  what  our  law  does.  Corporations  pay  a  10  per  cent  tax 
upon  their  net  income  (less  excess  profits  taxes  and  other  credits). 
Stockholders  are  not  taxed  upon  dividends  so  far  as  the  normal  tax  is 
concerned. 

The  result  is  (1)  that  many  stockholders  are  taxed,  through  the  cor- 
poration, upon  income  which,  on  account  of  the  personal  exemptions 
and  credits  for  dependents,  would  be  tax-free  if  the  tax  were  imposed 
upon  the  recipients  of  dividends  instead  of  upon  corporate  income ;  and 
(2)  much  income  is  taxed,  through  the  corporation,  at  the  rate  of  10 
per  cent,  which,  if  taxed  to  the  individuals  in  the  form  of  dividends, 
would  pay  only  the  lower  normal  rate  of  4  per  cent.  This  is  a  violation 
of  the  spirit  of  the  income  tax  law.  It  is  not  excused,  but  made  more 
flagrant,  by  the  fact  that  it  does  not  affect  all  stockholders.  Many 
stockholders  have  incomes  from  sources  other  than  dividends  sufficient 
to  allow  them  the  advantage  of  their  statutory  credits  and  of  the  lower 
normal  rate  on  the  next  $4000  of  net  income.  To  such  persons  the  law 
works  no  hardship.  These  are  the  wealthy  and  the  well-to-do.  But  to 
those  whose  other  income  is  not  so  great  there  is  denied  the  advantage 
of  the  credits  and  the  low  normal  rate  to  which  the  spirit  of  the  law 
entitles  them.  These  are  the  widows,  and  orphans,  the  aged,  and  those 
on  the  lower  rungs  of  the  economic  ladder. 

Since  the  publication  of  the  article  referred  to,  I  have  tried  to  make 
some  estimate  of  the  extent  of  this  injustice.  First,  as  to  denial  of  the 
personal  exemptions  and  credits  for  dependents.  Every  person  who 
receives  any  income  in  the  form  of  dividends,  and  who  does  not  receive 
net  income  from  other  sources  equal  to  the  total  credits  for  personal 
exemption  and  for  dependents  to  which  he  is  entitled,  is  denied  the 
benefit  of  the  whole  or  a  part  of  such  credits. 

There  is  no  way  of  calculating  the  amount  of  the  injustice  thus  done 
through  the  denial  of  statutory  credits.  Every  taxpayer  is  entitled  to 
at  least  a  personal  exemption  of  $1000  or  $2000,  but  there  is  no  in- 
formation available  to  correlate  the  receipt  of  dividends  with  the  amount 
of  income  from  other  sources  to  which  the  exemptions  may  be  applied. 

However,  the  statistics  published  by  the  Commissioner  of  Internal 
*Amebicav  Economic  Review,  Dec,  1930,  pp.  785-99. 
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Revenue  show  that,  in  the  year  1918,  a  million  and  a  half  people  having 
income  of  $1000-$2000  received  $46,000,000  in  dividends.  Another 
million  and  a  half,  with  incomes  of  $2000-$3000  received  $88,000,000 
in  dividends,  while  nearly  a  million  others  having  incomes  of  $8000- 
$5000  received  $202,000,000  in  dividends.  It  is  certain  that  not  all  of 
these  persons  had  income  from  other  sources  out  of  which  to  take  their 
credits,  and  that  some  considerable  part  of  these  $886,000,000  of  divi- 
dends should  not  have  borne  a  tax.  Just  how  much  should  have  been 
exempt  it  is  not  possible  to  say. 

As  to  the  injustice  done  through  denial  of  the  4  per  cent  normal  rate, 
a  more  satisfactory  calculation  can  be  made.  Every  taxpayer  is  en- 
titled to  the  4  per  cent  normal  rate  upon  such  part  of  his  net  income 
in  excess  of  his  credits  for  personal  exemption  and  dependents  and  for 
dividends  as  does  not  exceed  $4000.  The  spirit  of  the  law  is  that  the 
first  $4000  of  taxable  net  income  (•.*.,  above  the  credits  for  personal 
exemption  and  dependents)  should  be  taxed  at  the  4  per  cent  normal 
rate.  Dividends  are  assumed  to  have  already  borne  their  share  on  ac- 
count of  the  10  per  cent  tax  paid  by  the  corporation  upon  its  net  in- 
come. If,  in  lieu  of  the  corporation  income  tax,  dividends  were  in- 
cluded in  the  taxable  incomes  of  individuals  (for  normal  tax  as  well 
as  surtaxes),  the  4  per  cent  normal  rate  would  naturally  apply  to  the 
first  $4000  of  net  income  above  the  credits  for  personal  exemption  and 
dependents.  Today  every  person  who  receives  any  income  in  the  form 
of  dividends,  and  whose  net  income  from  other  sources  does  not  exceed 
his  credits  for  personal  exemption  and  dependents  by  at  least  $4000  is 
denied  the  benefit,  in  whole  or  in  part,  of  the  low  normal  rate  on  the 
first  $4000  of  taxable  net  income. 

The  statistics  published  by  the  Commissioner  of  Internal  Revenue 
show  the  number  of  taxpayers  making  returns  of  incomes  from  $1000 
to  $5000.  Now  since  each  of  these  persons  was  entitled  to  at  least  the 
persona]  exemption  of  $1000,  none  of  these  persons  could  have  had 
taxable  income  of  more  than  $4000,  and  it  is  obvious  that,  under  thr 
spirit  of  the  law  the  entire  taxable  income  of  these  persons  should 
have  paid  only  the  4  per  cent  normal  rate.  These  persons,  in  the  year 
1918,  received  in  dividends  $885,539,672  out  of  their  total  net  income 
of  $934,898,417,  Their  income  from  dividends  was  3,6  per  cent  of 
their  total  net  income,  These  dividends  were  paid  out  of  corporate  n*t 
income  taxed  at  10  per  cent.  The  tax  paid  by  the  corporation*  witli 
respect  to  these  dividends  was  $37,282,186.  If  the  corporations  hid 
not  been  taxed  nn  their  income  and  the  dividend*  (not  reduced  hy  the 
income  tax  on  the  corporations)  had  been  taxable  to  the  mdiVidutk 
the  tax  would  have  been  not  more  than  $1  -1,91*374  (4  per  rent  J 
$872,821,858),    Actually  it  would  have  been  considerably  Jess,  on  *e- 
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count  of  the  credits  of  those  whose  income  from  other  sources  was  not 
equal  to  the  credits  to  which  they  were  entitled.  But  disregarding  en- 
tirely the  matter  of  credits,  we  note  a  difference  of  $££,369,312. 

This  represents  the  minimum  figure  of  the  amount  of  the  injustice 
done  through  denial  of  the  4  per  cent  normal  rate.  It  is  not,  perhaps, 
in  the  tax  language  to  which  we  are  becoming  accustomed,  a  large 
amount.  Still  even  the  sum  of  $££,000,000,  wrongly  taken,  is  not  to  be 
lightly  brushed  aside,  particularly  when  it  is  remembered  that  it  falls 
upon  the  class  of  taxpayers  least  able  to  bear  it.  These  $££,000,000 
were  taken  from  a  class  of  taxpayers  numbering  3,946,1 52.  But  it  must 
not  be  hastily  assumed  that  the  average  of  less  than  six  dollars  ($5.67) 
represents  the  average  of  the  injustice  done.  The  amount  thus  un- 
fairly taken  from  this  class  of  taxpayers  was  not,  of  course,  pro-rated 
among  them.  Very  many,  probably  the  great  majority,  of  these  per- 
sons had  no  income  from  dividends.  The  injustice  was  done,  therefore 
to  a  much  smaller  number  of  persons  than  8,946,152,  and  the  average 
thus  taken  must  have  been  a  distinctly  material  sum,  while  the  injustice 
done  in  individual  cases  of  persons  living  on  small  incomes  wholly  or 
mainly  in  the  form  of  dividends  was  really  serious  and,  I  believe,  in- 
defensible. 

The  foregoing  calculation  has  been  confined  to  the  taxpayers  having 
incomes  not  in  excess  of  $5000.  The  injustice  is  by  no  means  so  con- 
fined. For  example,  819,356  persons  in  the  $5,000-$10,000  class  re- 
ceived, in  1918,  $826,000,000  in  dividends,  being  18  per  cent  of  their 
income.  Many  of  these  persons  were  undoubtedly  denied  a  part  of  the 
advantage  of  the  4  per  cent  normal  rate  on  the  first  $4000  of  income 
above  the  statutory  credits.  It  is  not  possible  to  calculate  the  amount 
of  this  injustice.  But  it  is  safe  to  say  that  the  injustice  done  here 
must  add  very  materially  to  that  which  has  been  calculated  for  the 
lower  income  classes.  The  aggregate  result  is  too  serious  a  matter  to 
be  regarded  lightly. 

The  remedy  is  perfectly  simple :  give  up  the  income  tax  on  corpora- 
tions and  include  dividends  in  the  incomes  of  individuals  for  the  normal 
tax  as  well  as  the  surtaxes.  This  does  away  entirely  with  the  injustice. 
It  assures  to  each  individual  the  credits  to  which  he  is  entitled  and  the 
advantage  of  the  lower  normal  rate  so  far  as  he  is  entitled  to  it. 

This  proposition  has  other  advantages.  May  I  quote  the  following 
paragraph  from  my  article  in  the  December  Review  : 

This  proposition  has  many  other  advantages,  of  which  space  permits  only 
the  mention.  It  makes  the  income  tax  a  strictly  personal  tax.  It  does  away 
with  the  false  idea  of  tax-free  investments.  The  taxpayer  knows  he  is 
taxed.  This  is  good  for  the  taxpayer.  It  is  also  good  for  the  state  of  public 
opinion,  since  it  removes  the  public  irritation  caused  by  the  spectacle  of 
large  classes  of  income  exempt  (supposedly)  from  taxation.    It  brings  home 
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to  the  individual  his  direct  interest  in  economy  of  government  expenditure 
and  his  responsibility  for  the  conduct  of  government  finances.  The  same 
arguments  apply*  of  course,  to  the  taxation  of  interest  on  bonds.  The  mis- 
takes already  made  as  to  the  tax-free  covenant  should  be  avoided  in  future. 
Again  this  change  would  make  corporate  stocks  a  more  attractive  invest- 
ment for  persons  of  modest  incomes  and  for  estates  and  trusts  held  in  the 
interest  of  such  persons.  Relief  from  the  income  tax  would  ultimately  en- 
able corporations  to  pay  higher  dividends,  which  in  the  hands  of  the  stock- 
holder would  enjoy  the  benefit  of  the  personal  exemption. 

It  is  not  the  purpose  of  this  essay  to  examine  current  plans  for  a 
general  overhauling  of  the  federal  revenue  system.  But  it  is  neeessan 
to  recognize  the  fact  that  if  the  excess  profits  tax  should  be  repealed 
(as  now  seems  to  be  quite  commonly  assumed) f  the  proposition  to  give 
up  the  corporate  income  tax  would  have  to  be  accompanied  by  some  tax 
upon  the  undistributed  income  of  corporations.  Otherwise  owners  of 
incorporated  businesses  would  have  an  unwarranted  advantage  over 
partnerships  and  sole  proprietors,  since  the  latter  are  taxable,  under 
the  individual  income  tax,  upon  all  their  earnings,  whether  distributed 
or  not. 

It  is  true  that  equality  might  be  obtained  in  the  opposite  way;  Lt- 
by  exempting  the  undistributed  income  of  partnerships  and  individuak. 
I  must  confess  to  a  strong  leaning  toward  such  an  arrangement,  on  the 
principle  that  earnings  left  in  the  business  are  really  not  income  and 
should,  in  theory  at  least,  not  be  subject  to  an  income  tax,  This  is  a 
topic  which  I  should  have  liked  to  discuss  in  this  essay  had  time  per- 
mitted. However,  as  a  practical  proposition,  the  exemption  of  undis- 
tributed earnings  of  partnerships  and  individuals  is  not  likely  to  be 
seriously  considered  in  the  forthcoming  tax  revision.  In  case  of  the 
repeal  of  the  excess  profits  tax,  therefore,  the  proposition  to  give  tip  the 
corporate  income  tax  must  include  a  tax  upon  the  undistributed  income 
of  corporations. 

The  fundamental  principles  of  such  a  tax  are  developed  in  my  article 
in  the  December  Review  to  which  I  have  already  had  to  refer.  To  sum- 
marize briefly  here: 

The  purpose  of  the  tax  on  corporate  undistributed  income  should  h* 
to  equalize  between  corporate  investors  and  partnerships  nnd  individu- 
als, and  to  prevent  deferring  dividends  for  the  sake  of  avoiding  taxa- 
tion; its  purpose  should  not  be  to  force  distribution  or  to  penalise  tbr 
putting  of  earnings  back  into  the  business. 

The  rate  of  the  tax  on  undistributed  income  may  be  determined  w 
various  ways,  A  flat  rate  on  all  such  earnings  would  be  the-  simple*! 
The  plan  which  I  have  favored  consists  of  a  double  progression,  haW 
upon  (1 )  the  amount  of  the  corporation's  invested  capital*  and  (*)  tfcf 
ratio  of  undistributed  earnings  to  capital*  the  rates  ranging  from  w. 
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10  per  cent,  the  lowest,  to  a  maximum  of  50  per  cent. 
scheme  of  rates  is  offered  as  a  suggestion: 


The  following 


Ratio  of  undistributed  earnings  to  invested  capital  (%) 

capital 

Over  — 
Not  over  10 

10 
30 

30 
50 

50 
75 

75 

Not    in    excess   of 

$100,000 

Over  9100,000 
and  not  over 

$1,000,000 

Over  91,000,000 
and  not  over 

$10,000,000 

Over  910,000,000.. 

10 

10 
10 

15 

30 

95 
30 

90 

80 

40 
50 

95 

40 

50 
50 

30 

50 

50 
50 

In  order  to  avoid  injustice  to  the  small  close  or  family  corporation, 
a  small  fixed  amount  of  undistributed  income,  say  the  first  $5000,  should 
be  taxable  at  a  lower  rate,  i.e.,  the  lowest  or  normal  rate  of  the  indi- 
vidual income  tax.  Or,  as  an  alternative  to  this,  the  law  might  permit 
any  corporation  to  elect  to  be  treated  like  a  partnership.  This  would 
require  simply  the  calculation  of  each  stockholder's  distributive  share 
of  the  corporation's  net  income,  which  share  (whether  distributed  or 
not)  would  then  be  taxed  to  the  stockholder  as  personal  income.  The 
corporation  would  be  untaxed.  This  option,  when  accepted,  would 
give  absolute  equality  between  such  stockholders  and  individuals  and 
partners. 

I  realize  that  objection  will  at  once  be  raised  to  this  scheme  of  pro- 
gressive rates  on  undistributed  income,  on  the  ground  that  it  would  per- 
petuate the  determination  of  "invested  capital,"  generally  considered 
one  of  the  most  troublesome  features  of  the  excss  profits  tax.  May  I, 
in  answer,  quote  again  briefly  from  my  Review  article : 

That  the  legal  determination  cf  invested  capital  is  complicated  and  an- 
noying cannot  be  denied.  That  it  should  now  be  given  up  is  not  so  certain. 
The -worst  stage  has  been  passed.  Putting  the  new  device  into  operation, 
in  the  midst  of  the  disturbances  incident  to  war,  was  a  tremendous  task. 
Continuing  its  operation  in  time  of  peace  is  a  matter  of  less  and  steadily 
diminishing  difficulty.  It  is  at  least  open  to  question  whether  the  progress 
already  made  should  now  be  given  up.  If  the  most  equitable  taxation  of 
corporations  should  seem  to  require  the  determination  of  invested  capital, 
St  is  reasonable  to  suggest  that  the  advantage  gained  may  fully  compensate 
for  the  admitted  objections  on  the  administrative  side. 

The  next  few  months  will  almost  certainly  witness  important  changes 
in  the  federal  revenue  system.  It  is  to  be  hoped  that  these  changes  may 
establish  as  the  foundation  of  the  American  revenue  system  an  im- 
proved income  tax,  based  upon  sound  economic  principles  as  regards  the 
nature  of  taxable  income  and  the  essentially  personal  character  of  the 
income  tax. 
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FEDERAL  TAXATION  OF  INCOME  AND  PROFITS— DISCUS! 

Professor  Robert  Murray  Haig,  of  Columbia  University,  dissented 
the  definition  of  income  suggested  in  the  paper  presented  by  Pro 
Fairchild,  on  the  ground  that  it  was  so  narrowly  conceived  as  to  i 
numerous  serious  economic  anomalies.  He  favored  a  broad  definition 
come  roughly  equivalent  to  the  accountant's  definition  of  net  profi 
full  statement  of  his  views  may  be  found  in  the  Columbia  Universiti 
ture* — The  Federal  Income  Tax  (Columbia  University  Press,  1921 
1-28. 

H*  M.  Stein. — In  regard  to  the  general  principles  which  have  be* 
cussed  by  the  previous  speakers,  I  find  myself  substantially  in  agr 
with  Professors  Haig  and  Friday.  In  my  judgment,  the  income  tax 
be  burdened  not  merely  upon  those  who  receive  income  in  a  technics 
nomic  sense,  but  in  accordance  with  the  broader  principle  of  ability  I 
Whether  or  not,  from  an  economic  standpoint,  profit  upon  the  conver 
sale  of  capital  assets  is  income,  the  income  tax  should  attach  if  th 
gress  has  the  power  to  make  the  levy. 

Of  course,  if  the  recent  decision  of  the  Connecticut  Court  is  substa 
by  the  Supreme  Court,  the  Congress  (in  the  absence  of  a  cons  tit 
amendment)  will  be  without  power  to  tax  capital  gains,  except  in  tl 
of  traders  in  capital  assets.  It  seems  unlikely,  though,  that  the  highes 
will  adopt  such  a  view,  because  its  last  important  income  tax  decision 
comber  ease)  may  be  said  to  indicate  its  views.  The  court  defined 
as  the  fruit  of  capital  and  labor,  including  profit  upon  the  sale  of 
assets.  Again,  in  referring  to  the  non-taxability  of  stock  dividends, 
that  upon  the  sale  of  stock  received  as  a  dividend  a  profit  might  be  rt 
which  would  be  taxable.  Of  course,  these  statements  were  dicta,  h\ 
quite  reasonable  to  suppose  that  the  same  view  will  be  adopted  wli 
definite  issue  comes  before  the  court. 

In  one  respect  I  am  in  accord  with  the  views  expressed  by  Pr< 
Fairchild.  Under  the  recent  rulings  of  the  Treasury  Department,  m 
corporation  by  a  sole  trader  or  by  a  partnership,  without  sale  or  cha 
beneficial  interest,  is  held  to  produce  taxable  income.  This  is,  perl 
rigid  view,  even  under  the  present  law,  but  if  it  is  a  necessary  ruli 
law  should  certainly  be  changed.  Where  individuals  receive  for  their 
merely  other  evidences  (i.f\,  stock,  of  substantially  the  same  interest 
same  assets,  the  law  ought  not  to  regard  the  transaction  as  closed, 
resulting  in  profit  or  loss, 

There  is  another  provision  relating  to  the  profit  upon  sale  of  cap* 
sets  which,  in  my  opinion,  should  be  amended.  At  the  present  time, 
sets  are  sold  or  exchanged,  the  entire  profit  is  taxable  as  income  of  th 
in  which  the  sale  takes  place,  at  the  very  high  present  tax  rates,  n< 
standing  that  the  increase  in  value  (profit)  may  have  accumulated 
period  of  years.  The  effect  of  this  provision  is  to  hamper  normal  bi 
transactions,  since  in  many  prospective  sales  the  question  of  resultai 
at  ion  is  given  almost  controlling  consideration,  The  law  should  be  an 
so  as  to  permit  the  profit  to  be  spread  over  the  period  of  years  during 
the  property  was  held,  and  the  profit  for  each  year  taxed  at  the  rates 
governed  in  that  year.     This  was  done,  under  the  1917  law,  in  resj 
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dividends  paid  out  of  the  earnings  of  then  prior  years.  It  may  be  that  the 
procedure  would  be  cumbersome,  but  it  would  be  much  fairer  to  taxpayers, 
and  would  react  beneficially  upon  business  transactions,  and,  indirectly, 
upon  the  revenue.  It  might  be,  perhaps,  that  in  order  to  save  administra- 
tive problems  a  flat  rate  could  be  imposed  on  such  profits,  depending  upon 
the  number  of  years  the  property  had  been  held.  In  other  words,  the  Con- 
gress might  arrive  at  a  rough  equation  of  the  percentage  of  tax,  in  respect 
to  property  sold  at  a  profit  in  1921,  or  subsequent  years,  attach  one  equated 
surtax  rate  if  it  had  been  held  since  1913  and  another  rate  if  held  since 
1914,  etc. 

Another  important  suggestion  might  be  stressed  at  this  time,  when  amend- 
ments to  the  revenue  law  are  being  considered  generally.  That  is,  the  great 
need  for  a  "net  loss"  provision.  Congress  allowed  the  losses  of  1919,  if 
any,  to  be  applied  against  the  profits  of  1918,  so  as  to  reduce  the  tax  for 
1918;  also  such  losses  could  be  carried  forward,  if  the  1918  profits  did  not 
absorb  them.  Such  a  provision  might  well  be  made  permanent,  but  it  should, 
in  any  event,  be  adopted  for  1920.  It  was  enacted  for  1919  on  the  theory 
that  1918  profits  would  be  unreal  if  in  the  expected  price  decline  of  1919 
losses  were  incurred.  As  we  all  know,  the  decline  did  not  come  in  1919, 
but  did  arrive  in  1920.  As  a  matter  of  justice  to  business,  and  in  order  to 
avoid  having  the  government,  in  many  cases,  collect  in  income  tax  more 
than  the  income  of  the  two  years  together,  the  net  loss  provision  should  be 
retroactively  enacted  for  1920.  In  this  connection,  it  is  somewhat  surprising 
that  corporations  and  business  men,  in  general,  favor  the  abolition  of  the 
excess  profits  tax,  and  in  substitution  therefor  either  higher  corporation  in- 
come taxes  or  an  undistributed  profits  tax.  It  would  seem  that  the  business 
situation  does  not  justify  solidarity  of  this  kind.  Corporations  which  are 
unprofitable,  or  only  moderately  profitable,  might  well  be  in  favor  of  the 
excess  profits  tax,  which  would  burden  more  profitable  enterprises,  rather 
than  consent  to  a  higher  tax  upon  their  own  very  moderate  profits,  or  to  a 
sales  or  turn-over  tax,  which  they  might  not  be  able  to  pass  on  to  the  con- 
sumer. 

Professor  Fairchild's  suggestion  as  to  the  injustice  of  denying  to  stock- 
holders with  small  incomes  the  full  benefit  of  the  normal  tax  paid  by  corpo- 
rations upon  net  income  distributed  as  dividends,  raises  an  interesting  prob- 
lem. First  of  all,  the  burden  is  not  upon  the  individual,  but  upon  the  cor- 
poration, since  it  is  the  latter  which  pays  a  normal  tax  up6n  income  that 
would  not  be  taxable  or  would  be  taxed  at  a  lower  rate,  if  only  the  ultimate 
recipient  were  obliged  to  account  for  it.  If  a  change  were  made,  such  as 
Professor  Fairchild  advocates,  the  result  would  be  to  affect  seriously  the  re- 
lations of  preferred  and  common  stockholders.  Up  to  the  present  time, 
the  corporation  has  paid  the  normal  tax,  and  dividends  have  been  exempt 
therefrom.  In  connection  with  the  preferred  stock  issues  of  the  last  few 
years,  the  corporations  have  impressed  that  fact  upon  investors,  and  have 
presumably  received  a  price  for  their  stock  which  reflects  the  value  of  the 
exemption.  If  preferred  dividends  were  now  made  subject  to  normal  tax 
in  the  hands  of  the  holder,  it  would  be  a  benefit  to  the  corporation,  i.e.,  to 
the  common  stockholder  as  residuary  owner,  and  preferred  stocks  would 
presumably  decline  in  value,  perhaps  5  to  10  per  cent.  There  does  not  seem 
to  be  any  justification  for  having  the  government  shift  the  burden  away  from 
those  who  have  agreed  to  assume  it.    There  is  no  question  here  of  the  gov- 
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ernment  raising  revenue.  It  is  merely  a  question  of  whether  the  govern- 
ment shall  continue  a  policy  under  which  A  pays  what  he  has  agreed  to 
pay,  or  shall  change  it  so  that  B  is  obliged  to  take  up  A's  burden.  In  this 
connection  it  should  be  stated  that  when  withholding  against  residents  was 
discontinued,  the  provision  for  withholding  2  per  cent,  in  the  case  of  tax- 
free  covenant  bonds,  was  inserted  in  the  law,  in  order  to  protect  the  con- 
tractual rights  of  bondholders.  Up  to  1916,  the  maximum  normal  rate  had 
been  2  per  cent,  and  Congress  no  doubt  considered  that  practically  all  con- 
tracts made  were  upon  the  understanding  of  a  normal  tax  rate  not  exceed- 
ing 2  per  cent.  Therefore,  when  the  normal  tax  was  raised  and  general 
withholding  abolished,  withholding  at  2  per  cent  on  tax-free  covenant  bonds 
constituted  substantially  adequate  protection  to  the  bondholders.  If  a 
change  were  now  made  in  respect  to  the  normal  tax  on  dividends,  it  would 
seem  that  similar  considerations  should  govern. 

George  O.  May. — I  am  very  glad  of  an  opportunity  of  speaking  here, 
though  I  speak  not  as  an  economist  but  as  an  accountant.  I  have  been 
greatly  interested  in  Professor  Fairchild's  paper,  but  I  find  myself  per- 
haps more  closely  in  agreement  with  the  views  of  Professor  Haig  than  with 
those  of  Professor  Fairchild. 

In  distinguishing  between  capital  and  income  I  think  it  is  very  desirable 
to  deal  separately  with  two  elements  that  may  contribute  to  an  increase  or 
decrease  of  capital  as  expressed  in  terms  of  money.  One  element  is  the  in- 
crease or  decrease  inherent  in  the  nature  of  the  capital  asset  (to  use  the  ac- 
countant's term) ;  the  other  is  the  fluctuation  in  value  of  the  capital  asset 
due  to  changing  price  levels.  Speaking  as  an  accountant  I  would  say  that 
any  increase  or  decrease  of  capital  due  to  inherent  causes  must  be  taken  into 
account  in  determining  income.  Theoretically  I  should  not  regard  any  in- 
crease or  decrease  in  the  money  value  of  capital  assets,  due  to  a  general  rise 
or  fall  in  price  level,  as  being  in  the  nature  of  income.  It  may  be,  how- 
ever, that  as  a  practical  problem  the  difficulties  of  separating  the  two  may 
make  it  expedient  to  treat  them  on  the  same  basis,  and  in  that  case  I  should 
prefer  to  meet  the  situation  by  extending  the  definition  of  income  to  cover 
both  elements,  rather  than  to  narrow  it  so  as  to  exclude  both.  It  seems  to 
me  that  accepting  the  definition  of  income  as  the  services  of  capital,  the  crea- 
tion of  additional  capital  must  properly  be  regarded  as  such  a  service,  and, 
conversely,  the  exhaustion  of  capital  as  a  corresponding  disservice.  Whik 
dealing  with  this  point  I  should  like  to  draw  attention  to  the  confusion  of 
thought  which  frequently  arises  in  business  and  accounting  circles,  and  pof- 
sihly  in  economic  circles,  from  the  use  of  the  words  ^depreciation"  and  ^ap- 
preciation" without  regard  to  their  elements*  The  increase  in  the  value  of 
a  reversion  as  its  maturity  approaches,  or  the  decrease  in  the  value  of  an 
annuity  as  its  term  becomes  exhausted,  is  entirely  different  in  its  nature  from 
the  increases  and  the  decreases  in  the  value  of  reversions  and  annuities  re- 
sulting from  changes  in  interest  rates,  Much  unsound  accounting  and  un- 
sound finance  has  been  based  on  a  failure  to  recognise  the  difference,  th* 
commonest  case  being  where  unrealized,  unrealizable,  and  perhaps  purelj 
temporary  appreciation  of,  say,  land  has  been  treated  as  offset  ting  the  de- 
preciation of  physical  plant  resulting  from  the  actual  exhaustion  of  its  osr- 
ful  life. 

In  regard  to  Professor  Fairchild's  proposal  to  tax  earnings  of  carport- 
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tions  to  the  individual  stockholders,  as  and  when  dividends  are  declared,  and 
not  to  the  corporations,  I  think  in  theory  there  is  much  to  be  said  for  it  In 
speaking  of  the  undivided  profits  tax,  Professor  Fairchild  refers  to  it  as 
being  necessary  as  a  practical  proposition,  and  I  think  it  is  as  a  practical 
proposition  that  the  proposal  to  refrain  from  taxing  corporation  profits  as 
such  falls  to  the  ground.  I  might  in  passing  refer  to  the  injustice  which 
Professor  Fairchild  mentions  as  arising  from  the  taxation  at  10  per  cent  of 
corporation  profits  which  accrue  ultimately  to  stockholders  who  should  prop* 
erly  be  taxed  at  only  4  per  cent.  This  injustice,  if  it  be  one,  could  be  reme- 
died very  simply,  as  all  that  would  be  necessary  would  be  for  the  stock- 
holder to  return  his  dividends  as  income  and  deduct  from  his  tax  an  amount 
equal  to  the  corporation  income  tax  on  the  amount  of  dividends  included  in 
his  gross  income.  I  was  in  the  Treasury  when  the  present  tax  law  was 
passed  and  I  think  some  at  least  of  those  who  supported  the  bill  regarded 
the  discrimination  of  which  Professor  Fairchild  complains  as  a  step,  a  halt- 
ing step  perhaps,  in  the  direction  of  preferential  treatment  for  earned  in- 
come as  against  invested  income. 

I  was  interested  to  see  what  definite  proposals  Professor  Fairchild  would 
make  in  respect  to  the  undistributed  profits  tax,  and  particularly  how  he 
would  meet,  first,  the  problem  of  assessing  his  tax  so  as  not  to  discourage 
legitimate  retention  of  profits  in  business,  but  to  penalize  retentions  for  the 
purpose  of  avoiding  surtaxes  on  shareholders;  and,  secondly,  the  difficulty 
of  avoiding  the  same  injustice  to  small  stockholders  of  which  he  complains 
as  resulting  from  taxation  at  10  per  cent  of  corporation  profits  which  ac- 
crue to  a  shareholder  properly  tax  free  or  taxable  only  at  4  per  cent  I 
found,  however,  that  his  proposals  did  not  meet  either  difficulty:  to  do  so  it 
seems  to  me  that  the  form  of  the  tax  would  have  to  take  into  account  the 
character  of  the  business  and  the  taxable  status  of  the  stockholders.  There 
are  a  great  many  companies  which  have  a  large  part  of  their  investment  in 
the  form  of  wasting  assets,  such  as  mines  or  timberlands,  which  are  in  a 
position  to  distribute  all  their  earnings  in  dividends.  On  the  other  hand, 
a  new  company  building  up  a  new  business  may  require  to  retain  all  its 
profits  in  the  business  in  order  even  to  survive.  In  these  circumstances,  to 
adopt  either  the  amount  already  invested  or  a  percentage  of  the  total  net 
income  or  surplus  as  the  basis  for  exemption  or  graduation  fails  altogether 
to  do  justice. 

The  second  point  is  perhaps  of  even  greater  importance.  In  many  of  the 
great  public  companies,  with  such  a  tax  in  existence,  there  would  be  on  the 
one  side  a  large  body  of  small  stockholders  with  relatively  small  incomes 
whose  interest  would  lie  in  the  distribution  of  profits  and  the  avoidance  of 
the  undistributed  tax  even  if  it  were  necessary  to  reinvest  the  amounts 
distributed  as  additional  capital.  On  the  other  side  would  be  the  stockhold- 
ers subject  to  heavy  surtaxes,  whose  interests  would  be  best  served  by  the 
retention  of  the  profits  in  the  business  even  at  the  cost  of  the  undistributed 
profits  tax.  There  would  thus  be  a  direct  conflict  of  interests  between  the 
different  classes  of  stockholders.  As  a  general  rule  the  large  stockholders 
would  be  those  principally  represented  in  the  board  of  directors,  and  the 
probabilities  are  that  the  small  stockholders  would  suffer  in  many  cases 
for  the  benefit  of  the  large  stockholders. 

I  might  mention  one  other  point  in  connection  with  an  undistributed 
profits  tax.    The  methods  which  determine  taxable  net  income  are  not  nee- 
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essarily  those  which  determine  the  income  which  a  company  can  pro 
and  legally  distribute  as  dividends.  You  cannot  measure  taxable  undi 
profits  by  comparing  taxable  net  income  with  dividends  paid,  without 
grave  injustice  in  many  cases,  though  the  acceptance  of  the  "cost  or  ma 
rule  for  valuation  of  inventories  has  greatly  reduced  the  number  of 
cases.  Consequently  the  adoption  of  the  undistributed  tax  would  ii 
new  complexities  in  returns  and  administration  or,  as  an  alternative 
injustice. 

It  may  be  that  an  undivided  profits  tax  is  inevitable  and  that  it  woi 
less  injury  than  the  alternatives  which  might  be  suggested  as  subsl 
for  it,  but  I  think  we  must  realize  that  it  is  impossible  to  apply  it  w 
producing  serious  inequities  and  other  highly  undesirable  consequence! 

John  Whyte. — Independently  of  Professor  Fairchild,  the  Commiti 
Federal  Taxation  of  the  National  Association  of  Credit  Men  has  co 
very  similar  conclusions.  This  Committee  advocates  the  elimination  i 
Excess  Profits  Tax  and  the  elimination  of  the  Corporation  Income  Ta 
proposes  then  that  dividends  from  current  earnings  of  corporations  b 
ject  to  the  normal  tax  in  the  hands  of  the  individual.  It  proposes,  fa 
a  tax  on  the  current  year's  earnings  of  corporations,  not  distributed, 
tax  to  be  at  a  graduated  rate.  These  proposals  are  identical  with 
made  by  Professor  Fairchild, 

The  Committee  diverges  from  Professor  Fairehild's  recommendatu 
that  it  discards  entirely  the  valuation  of  assets  as  a  method  of  basing  tl 
on  undistributed  corporate  earnings.  The  reason  for  rejecting  this  n 
of  basing  and  applying  the  tax  is  to  be  found  in  the  difficulty  of  dc 
and  determining  invested  capital. 

The  purpose  of  this  tax  on  undistributed  earnings  is  to  achieve  eqt 
tion.    The  tax  is  to  be  so  framed  as  to  have  the  following  result: 

The  tax  on  the  undistributed  earnings  of  a  corporation  plus  the  t 
distributed  earnings  of  a  corporation  (this  last  tax  to  be  paid  by  indi 
shareholders)  should  approximate  the  total  tax  that  would  be  paid  1 
dividual  shareholders  if  the  earnings  of  the  corporation  were  all  distri! 

To  achieve  this  approximation  a  graduated  rate  must  be  used.  The  i 
for  this  graduated  rate  is,  of  course,  the  fact  that  individual  shareh 
pay  taxes  under  the  progressive  income  tax  and  pay,  therefore,  at  a  | 
a  ted  rate.  If,  for  example,  a  large  percentage  of  the  earnings  of  a  < 
ration  arc  distributed,  these  earnings  will  be  subject  to  a  relatively  1 
rate  of  tax  under  the  progressive  income  tax  than  would  a  smaller  i 
button  of  the  earnings  of  the  same  corporation.  As  a  general  rub 
greater  the  distribution  the  higher  will  be  the  rates  to  which  that  distril 
(in  the  hands  of  the  individual  shareholders)  is  subject  under  the  pr< 
sive  income  tax.  To  compensate  for  the  relatively  high  rates  that  apf 
a  large  percentage  of  distributed  earnings,  the  rate  on  the  small  perce 
of  undistributed  earnings  should  be  low.  IF,  on  the  contrary,  the  percc 
of  distributed  earnings  is  low  and  thus  presumably  subject  to  lower  bn 
under  the  individual  income  tax,  the  rate  on  the  large  percentage  of  i 
tributed  earnings  should  be  compensatingly  higher.  The  following  fo: 
may  express  the  situation  more  clearly: 

Tax  on  distributed  earnings  of  corporation  plus  tax  on  undistributed 
ings  equals  roughly  the  tax  on  total  distributed  earnings  of  same  corpor 
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I  quote  here  from  the  Report  of  the  Committee : 

A  Tax  ok  Undistributed  Earnings  Based  of  the  Percentage  Undistributed 
The  Committee  feels,  giving  weight  to  both  the  considerations  of  equity  and  sim- 
plicity, that  the  most  desirable  factor  on  which  to  base  this  undistributed  earnings 
tax  would  be  the  percentage  of  the  total  current  net  income  which  remains  undis- 
tributed, and  considers  this  factor  as  being  of  the  greatest  importance  in  seeking 
equality  as  between  different  individuals  who  prosper  equally. 

To  illustrate,  taking  the  case  of  an  individual  who  has  a  $40,000  share  in  the 
current  income  of  a  corporation.  If  the  corporation  were  to  distribute  25  per  cent 
of  its  current  net  income  in  dividends,  this  individual  would  pay  an  individual  in- 
come tax  on  $10,000.  If  the  corporation  were  to  distribute  75  per  cent  of  its  net 
income,  this  shareholder  would  pay  individual  income  tax  on  $30,000,  and  on  the 
difference  of  $30,000  received  under  the  last  example  he  would  be  paying  a  gradu- 
ally increasing  rate. 

The  tax  on  undistributed  earnings  is  recommended  for  the  purpose  of  equalizing, 
as  far  as  possible,  the  tax  borne  by  this  man  when  the  corporation  distributes  but 
25  per  cent,  and  pays  on  his  behalf  taxes  on  the  75  per  cent  remaining.  It  is  ob- 
vious, since  the  individual  would  pay  at  a  gradually  increasing  rate,  if  he  pays  his 
own  taxes,  that  when  the  corporation  pays  his  tax  for  him  (by  paying  a  tax  on  earn- 
ings undistributed  to  him)  the  rates  should  be  such  as  to  be  in  a  measure  com- 
parable. The  rates  should  aim  to  produce  the  proper  revenue  but  not  at  a  sacrifice 
of  substantial  equality. 

The  recommendation  therefore  is  that  the  application  of  the  undistributed  earn- 
ings tax  be  based  on  the  percentage  of  the  total  net  income  which  remains  undis- 
tributed and  therefore  free  from  income  tax  in  the  hands  of  the  individual 

Rates 
This  tax  on  undistributed  earnings,  being  in  lieu  of  taxes  which  would  be  paid 
on  similar  income  by  an  individual  receiving  such  income  from  a  source  other  than 
corporate  investment,  should  in  its  lowest  bracket  be  equal  to  the  lowest  bracket  of 
the  individual  income  tax  (4  per  cent  under  the  present  law).  The  fixing  of  its 
highest  bracket  should  be  governed  by  two  considerations:  (1)  the  greatest  measure 
of  equity  to  the  shareholders  as  compared  with  other  individuals;  and  (2)  produc- 
tivity from  a  revenue  standpoint 

The  Secretary  of  the  Treasury,  the  Honorable  David  F.  Houston,  in  his  annual 
report  dated  Nov.  30,  1920,  suggests  that  the  rates  of  surtax  on  that  part  of  the 
net  income  which  is  saved  and  reinvested  in  business  be  reduced  by  one-fifth  and 
in  no  instance  exceed  20  per  cent 

The  recommendation  heretofore  made  provides  that  the  individual  shareholder 
should  pay  his  own  normal  tax.  Should  that  be  enacted  into  law,  it  would  mean  that 
the  maximum  rate  of  this  proposed  undistributed  earnings  tax  would  be  98  per  cent; 
namely,  the  equalizing  8  per  cent  normal  tax,  plus  20  per  cent  maximum  surtax 
which  would  be  the  tax  maximum  paid  by  the  individual  if  the  earnings  were  dis- 
tributed to  him  and  reinvested  in  securities  the  income  of  which  is  subject  to  tax. 
Therefore,  we  give  for  purposes  of  illustration,  a  tentative  basis  on  which  we  may 
erect  a  schedule  of  rates.  The  making  of  rates,  however,  being  a  function  of  Con- 
gress, this  Committee  does  not  presume  to  suggest  what  the  rates  should  be,  but 
above  they  have  endeavored  to  set  out  the  best  thought  on  the  subject  and  the  fol- 
lowing tabulation  is  submitted  for  the  sole  purpose  of  illustrating  the  manner  in 
which  whatever  rates  might  be  determined  on  would  be  applied. 

With  the  foregoing  in  mind,  the  rates  might,  for  example,  be  as  in  the  following 
table.  For  the  sake  of  simplicity  in  figures,  the  example  is  based  on  a  corporation 
with  a  net  income  of  $100,000,  making  no  distribution.  The  undistributed  earnings 
tax  in  this  case  would  be  as  follows: 


Tax 

Amount  of 

Cumulative 

Rate 

Tax 

Total 

$10,000 

4% 

$400.00 

$400.00 

10,000 

8% 

800.00 

1,200.00 

10,000 

12% 

1,200.00 

2,400.00 

10,000 

16% 

1,600.00 

4,000.00 

10,000 

20% 

2,000.00 

6,000.00 

10,000 

24% 

2/400.00 

8,400.00 

40,000 

»8% 

11,200.00 

19,600.00 

On  the  first  10%  of  the  total 
net  income  which  remains  un- 
distributed   

On  the  next  10% 

On  the  next  10% 

On  the  next  10% 

On  the  next  10% 

On  the  next  10% 

All  over  60% 
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in  value  of  assets  even  in  cases  of  annual  inventories,  where  the  matter 
is  far  less  serious  than  when  it  has  to  do  with  revaluing  permanent  capi- 
tal assets.  Professor  Haig  has  suggested  that  this  difficulty  is  to  be  met 
by  the  application  of  an  index  number  correction.  Others  have  thrown 
doubt  upon  the  usefulness  of  this  device.  Personally  1  hope  the  time  may 
come  when  we  shall  have  devised  some  arrangement  to  correct  the  fluctua- 
tions of  our  monetary  standard,  but  at  best  this  is  in  the  more  or  less  dis- 
tant future.    What  we  are  considering  today  is  a  present  practical  problem. 

3.  To  bring  out  clearly  the  simple  principle,  take  A  who  owns  a  forest 
whose  value  on  account  of  the  growth  of  the  timber  is  increasing  at  the  rate 
of  $1000  a  year.  B  receives  an  income  of  $1000  a  year  from  salary,  in- 
terest, or  dividends.  According  to  Professor  Haig's  definition  of  income, 
these  two  men  are  in  the  same  situation  and  should  be  taxed  alike.  The 
fact  is,  they  are  not  at  all  in  the  same  situation.  A  during  the  time  his 
forest  is  growing  to  merchantable  size  receives  no  service  from  it.  It  yields 
no  income,  yet  he  is  compelled  to  pay  an  annual  tax,  to  meet  which  his  capi- 
tal furnishes  him  no  funds.  Suppose  after  twenty  years,  before  any  timber 
is  cut,  the  forest  is  destroyed  by  fire.  A  has  received  no  income  under  my 
definition.  He  has  certainly  realized  nothing  from  the  forest,  and  his  po- 
sition is  the  reductio  ad  absurdum  of  that  definition  which  includes  as  in- 
come increase  in  value  of  capital  assets.  It  is  true  that  he  could  now  be 
allowed  to  deduct  his  loss,  but  this  he  can  do  only  to  the  extent  to  which 
he  has  income  from  other  sources  from  which  to  make  the  deduction.  He  is 
granted  no  return  of  the  tax  paid  in  respect  to  income  never  received.  This 
is  an  extreme  case.  But  other  cases  of  injustice  differ  from  it  only  in  de- 
gree, on  account  of  the  shorter  term  for  which  the  investment  runs  before 
yielding  a  return.  Treating  as  income  the  gain  from  sales  of  more  or  less 
long  time  investment  has  produced  innumerable  cases  of  injustice  under  the 
present  law. 

4.  A  serious  objection  to  regarding  increase  in  capital  value  as  income 
has  been  brought  out  by  Professor  Haig,  namely,  the  injustice  which  results 
from  taxing  large  gains  irregularly  received,  under  an  income  tax  with  a 
variable  rate.  Professor  Haig  thinks  this  consideration  must  lead  us  to 
abandon  the  variable  rate,  yet  the  variable  rate  itself  is  one  of  the  best 
features  of  the  income  tax.  Great  Britain  has  always  regarded  the  in- 
come tax  as  the  elastic  element  in  her  revenue  system,  although  in  recent 
years  her  income  tax  has  been  strained  to  the  limit  of  elasticity-  It  is  br 
means  of  the  variable  rate  that  the  income  tax  is  to  be  used  to  balance  the 
budget  and  to  bring  home  to  the  taxpayers  the  results  of  legislative  economy 
or  extravagance.  This  in  my  opinion  is  one  of  the  most  fundamental  ad- 
vantages of  the  income  tax.  It  is  this  which  gives  some  hope  that  the  in- 
come tax  may  be  the  instrument  to  lead  us  out  of  the  wilderness  of  con- 
gressional extravagance.  Expenses  must  he  met,  and  taxation  i§  the  only 
ultimate  way  to  meet  them#  Our  only  possible  safety  lies  in  bringing  home  fa> 
the  minds  of  the  people  the  fact  that  they  must  bear  the  burdens  of  icgW 
lative  expenditures.  Herein  lies  the  one  good  feature  of  the  American  gen* 
eral  property  tax*  Every  year  the  selectmen  or  other  local  officers  imtsl 
figure  up  the  tax  rate.  Its  public  announcement  evidences  the  burden  whkfc 
every  taxpayer  must  bear  on  account  of  town  expenditure*,  and  the  Ui 
payer  is  thereby  made  to  realise  the  advantage  of  economy.  It  is  fcrvctnllj 
to  be  hoped  that  the  federal  income  tax,  with  a  rate  changing  from  time  fr 
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time,  may  thus  serve  a  beneficent  purpose  in  checking  congressional  extrava- 
gance. All  this  we  sacrifice  if  the  rate  must  be  fixed  with  relative  perma- 
nency. 

I  have  laid  myself  open  to  attack  through  introducing  for  discussion  this 
morning,  by  brief  reference  only,  certain  topics  which  there  has  not  been 
time  to  discuss  in  full.  For  example,  Mr.  May  has  criticized  the  pro- 
posed tax  on  undistributed  earnings  on  the  ground  that  it  would  bear  too 
heavily  upon  newly  organized  corporations  which  are  just  getting  on  their 
feet  and  which  for  some  time  need  to  turn  back  most  or  all  of  their  earnings 
into  the  business.  If  Mr.  May  had  had  before  him  my  article  in  the  De- 
cember Review  he  would  have  found  this  matter  foreseen  and  provided  for 
by  means  of  the  graduated  rate  based  on  size  of  invested  capital  as  well  as 
the  special  provision  for  small  corporations. 

Mr.  May  has  likewise  failed  to  grasp  fully  the  argument  in  favor  of  sub- 
stituting the  individual  taxation  of  dividends  in  place  of  the  corporate  in- 
come tax.  If  he  had  read  my  article  in  the  December  Review  I  think  he 
would  not  have  made  the  proposition  that  to  remedy  the  injustice  to  which 
I  refer  "all  that  would  be  necessary  would  be  for  the  stockholder  to  return 
his  dividends  as  income  and  deduct  from  his  tax  an  amount  equal  to  the 
corporation  income  tax  on  the  amount  of  dividends  included  in  his  gross  in- 
come." The  main  point  of  my  criticism  of  the  present  system  was  that  all 
corporate  income  is  taxed  at  10  per  cent,  whereas  if  the  tax  were  upon  the 
individual,  income  received  from  corporate  investment  would  be  taxed  either 
8  per  cent,  4  per  cent,  or  not  at  all,  according  to  the  circumstances  of  the 
individual  taxpayer.  Mr.  May's  device  fails  to  meet  this  difficulty,  since  he 
would  still  leave  all  corporate  income  taxable  at  10  per  cent. 

To  illustrate  by  a  single  example,  suppose  A  owns  $50,000  worth  of  stock 
in  a  corporation  of  $1,000,000  capital.  The  corporation's  net  income  is 
$80,000,  of  which  A's  share  is  $4000.  The  corporation  is  taxed  10  per  cent 
on  its  net  income  less  $2000,  or  $7800,  which  reduces  A's  share  by  $890,  and 
makes  his  dividend  $8610.  Assuming  that  he  is  entitled  to  a  personal  ex- 
emption of  $2000,  and  has  no  other  income,  his  income  tax  would  be  $64.40, 
leaving  a  net  income  of  $8545.60.  If  the  deduction  which  Mr.  May  sug- 
gests is  to  be  granted  only  to  the  extent  of  his  tax,  he  will,  it  is  true,  be  re- 
lieved of  the  entire  tax  of  $64.40,  but  it  is  obvious  that  this  goes  only  a 
short  way  toward  remedying  the  injustice  done  him.  This  could  be  done 
only  if  the  government  actually  gave  him  a  rebate  of  the  full  $890  which 
the  corporation  paid  in  tax  upon  his  share  of  its  income.  This  I  take  it  Mr. 
May  does  not  propose.  His  proposition  does  indeed  to  some  extent  reduce 
the  injustice  of  the  present  method,  and  to  that  extent  should  be  welcomed 
if  nothing  better  can  be  secured. 

Furthermore,  Mr.  May's  suggestion  fails  entirely  to  meet  another  impor- 
tant reason  for  advocating  the  individual  taxation  of  dividends.  I  refer  to 
the  psychological  effect  upon  the  taxpayer  of  feeling  that  governmental  ex- 
penditure comes  back  upon  him  in  the  form  of  heavy  income  taxation.  Mr. 
May's  device  would  still  leave  the  ordinary  taxpayer  with  the  comfortable 
feeling  that  it  made  no  difference  to  him  how  heavily  the  corporations  were 
taxed. 

The  question  has  been  raised  whether  my  definition  of  income,  carried  to 
its  logical  limit,  does  not  mean  the  exemption  of  savings  and  amount  virtu- 
ally to  a  tax  on  consumption.     In  my  original  remarks  I  expressly  stated 
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that  it  was  not  my  intention  to  press  the  definition  to  this  limit  in  its  practi- 
cal application.  As  a  matter  of  theory,  it  is  quite  possible  to  carry  the  defi- 
nition to  this  logical  conclusion,  and  much  is  to  be  said  in  its  favor.  Since, 
however,  we  are  dealing  with  the  practical  problem  of  the  revision  of  the 
American  income  tax,  and  since  1  admit  that  there  is  at  present  not  even  t 
slight  possibility  of  a  general  exemption  of  savings,  this  matter  appeared  to 
be  of  theoretical  interest  only,  and  on  this  ground  I  expressly  refrained 
from  going  into  it.  It  is  a  matter  which  1  hope  to  examine  at  some  future 
time. 

Mr.  Stein  has  objected  to  making  the  income  tax  a  purely  personal  tax 
on  the  ground  that  dividends  from  preferred  stock  would  thus  become  tax- 
able, with  a  corresponding  depreciation  in  the  value  of  such  stock.  This  I 
should  regard  as  rather  a  backhanded  argument.  As  a  matter  of  fact  the 
peculiar  position  of  preferred  stock  is  one  of  the  strongest  arguments  for 
doing  exactly  what  1  proposed.  Under  the  present  tax  system,  dividends  on 
preferred  stock  are  absolutely  untaxed  so  far  as  the  normal  tax  is  concerned. 
The  tax  on  corporate  net  income  is  supposed  to  be  in  lieu  of  the  normal  tax 
on  dividends,  but  it  affects  only  the  dividends  on  common  stock.  The  cor- 
porate income  tax  falls  entirely  upon  the  common  stock.  Whatever  its 
amount,  there  is  no  reduction  from  the  dividends  to  preferred  stockholders, 
until  the  corporation's  earnings  are  reduced  below  the  amount  of  the  divi- 
dends due  to  preferred  stockholders.  This  is  one  of  the  anomalies  of  the 
present  system.  It  disappears  under  the  plan  I  have  proposed.  That  cor- 
rection of  an  anomalous  situation  will  involve  readjustments  is  scarcely  an 
argument  against  making  the  change. 

In  applying  scientific  principles  to  practical  problems,  we  must  all  con- 
tribute what  help  we  may.  The  function  of  the  economist,  I  take  ft,  is  to 
present  fundamental  principles  and  see  that  they  are  carried  out  in  practice 
so  far  as  the  demands  of  the  particular  case  permit.  The  accountant,  on 
the  other  hand,  starts  from  the  other  end.  His  attention  is  primarily  on  tk 
practical  problem  to  be  solved,  and  he  is  inclined  to  form  his  definitions  and 
state  his  principles  with  a  view  to  the  immediate  necessities  of  the  particular 
case.  It  is  the  business  of  the  economist  to  take  a  long  range  view  vA 
to  insist  that  whatever  is  done  to  meet  the  present  problem  be  not  superficul 
and  in  violation  of  sound  principles,  lest  the  stage  be  set  for  future  tronblt 
Both  points  of  view  are  essential  to  the  solution  of  such  a  problem  as  to* 
of  framing  a  national  tax  system. 


THE  TEACHING  OF  ELEMENTARY  ECONOMICS 
Round  Table  Conference 

The  conference  Wednesday  afternoon,  December  29,  was  largely  attended 
by  an  interested  gathering.  At  that  session  remarks  were  contributed  only 
by  announced  speakers.  At  the  smaller  adjourned  meeting  next  day,  there 
was  a  prepared  contribution  and  brief  general  discussion  as  well.  The  view 
was  expressed  after  the  conference  that  the  subject  had  been  only  opened 
up,  and  that  the  conference  should  be  continued  another  year.  The  follow- 
ing is  an  epitome  of  the  stenographic  minutes,  prepared  by  the  Chairman, 
D.  T.  Clark,  Williams  College. 

Professor  Burbank,  Harvard,  answering  the  question  raised  by  the 
Chairman,  why  the  teaching  of  economics  has  had  so  little  influence  upon 
public  life,  said  that  the  main  reason  was  because  the  teaching  in  general 
is  pretty  poor,  and  that  it  is  pretty  poor  because  we  have  not  defined  our. 
aims.  Too  frequently  we  undertake  to  give  a  course  in  economics  by  choos- 
ing a  text-book,  and  perhaps  a  book  of  selected  readings,  and  by  then 
simply  attempting  to  cover  the  book  and  the  readings,  with  no  aim  beyond 
that 

The  aim  should  be  two-fold,  to  give  both  a  rigid  training  in  theory  and  a 
comprehensive  survey  of  fact.  The  time-honored  aims  are  not  to  be  put  upon 
the  shelf ;  the  first  subject  which  was  emphasized  when  economics  became  a 
subject  for  collegiate  study  was  disciplinary  in  character;  the  elementary 
course  should  give  definite  training  that  will  lead  to  independent,  logical 
reasoning  regarding  economic  phenomena.  But  our  aims  should  go  beyond 
that;  we  should  aim  also  to  give  our  students  a  clear  survey,  as  nearly 
as  possible,  of  the  existing  economic  organization.  The  course  should  be  not 
only  disciplinary  in  character,  but  factual  as  well,  and  at  its  end  the  student 
should  be  able  to  handle  economic  phenomena  without  prejudice,  and  have 
a  clear  and  comprehensive  view  of  the  existing  economic  system.  Clearly  to 
establish  this  aim  and  then  to  attempt  to  accomplish  it  would  raise  our  stan- 
dard of  teaching  very  much,  and  give  our  students  far  more  than  they  are 
getting. 

This  cannot  be  done  in  a  half-course.  The  half-course  is  perhaps  a  waste 
of  the  money  of  the  university.  With  the  full  course  we  can  approach,  but 
not  realize,  the  accomplishment  of  our  aims.  Reckoning  that  at  most 
we  can  call  upon  the  students  for  six  hours  per  week  of  outside  reading 
or  outside  work  (and  it  is  only  with  a  few  students  that  we  can  get  that 
amount  of  application),  and  adding  three  hours  a  week  in  the  class-room, 
we  are  given  a  very  small  amount  of  time  in  which  to  accomplish  anything 
like  the  ambitious  aims  mentioned.  We  cannot  give  a  thorough,  rigid  train- 
ing in  economics — both  principles  and  facts — until  we  increase  the  time  of 
the  work  on  both  that  goes  into  the  elementary  course.  At  the  present  time, 
large  numbers  of  our  men  are  leaving  that  course,  who  will  not  take  any 
further  work  in  that  field,  and  who  have  no  grasp  of  the  principles  involved 
in  the  subject,  and  no  comprehension  of  the  economic  system  under  which 
we  are  living.  If  we  could  meet  for  recitation  work  four  or  five  times  a 
week  throughout  the  year  we  could  accomplish  something  worth  while.  A 
partial  solution  would  be  to  raise  the  standard  and  practically  require  that 
the  students,  in  order  to  stay  in  the  course,  must  put  in  four,  or  five,  or  six 
hours  of  outside  work  each  week.     Another  possibility  is  to  give  an  intro- 
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ductory  course,  introductory  to  the  proper  course,  which  will  be  la 
ci&l  and  factual  in  character,  and  will  deal  somewhat  with  econ< 
tory  and  somewhat  with  economic  geography  and  organisation  ant 
As  to  the  best  sise  of  recitation  classes,  perhaps  twenty  men  to 
is  "ideal,"  though  it  is  seldom  realized  in  this  day  of  very  larg 
In  a  small  section  there  are  some  very  decided  advantages,  Thi 
tor  has  the  opportunity  of  eliminating  very  quickly  the  unfit ;  of  paj 
attention,  if  he  so  desires,  to  the  able  men,  or  distributing  his  til 
At  Harvard  the  "A"  men  are  segregated  and  put  into  a  separal 
early  in  the  year,  which  makes  it  possible  to  give  them  undivided 
This  improves  the  teaching  in  the  other  sections,  as  the  instructor  1 
not  go  over  the  heads  of  the  students  of  less  capacity. 

Professor  Burbank  then  took  up  the  question  whether  it  is  the  ft 
the  instructor  to  express  his  own  views,  or  whether  he  Is  simply  1 
class  to  teach  them  to  reason,  and  to  present  different  questions  of 
different  sides  of  the  doctrine  which  is  being  studied.  He  said  m 
better  policy  for  the  instructor  to  keep  his  own  views  to  himsel 
most  part;  occasionally  it  is  advantageous  to  bring  them  in.  T 
great  deal  of  danger  of  the  instructor's  becoming  a  propagandist  oi 
or  another  if  he  is  constantly  expressing  his  own  opinions.  Thi 
wants  such  an  expression,  but  it  is  not  necessary  to  yield  in  order 
late  the  interest  of  the  students.  In  fact,  we  do  not  need  to  be  < 
particularly  to  stimulate  the  interest  at  the  present  time;  the  very 
of  numbers  of  students  is  a  sufficient  index  of  the  interest  taken. 

Finally,  referring  to  the  point  of  view  from  which  the  course  shou 
proached,   Professor  Burbank  said  he  thought  that   Professor   F: 
pressed  the  proper  attitude  in  the  preface  to  his  book,  where  he 
that  until  a  student  knows  the  physical  structures  he  should   not 
himself  with  any  remedies. 

Professor  Agger,  Columbia,  continuing  the  consideration   of   ai 
that  these  might  vary  somewhat  not  only  from  teacher  to  teacher, 
institution  to  institution,  hut  in  general  the  aim  should  be,  broadl 
ing,  to  enable  the  student  to  interpret  with  some  degree  of  Intel  li| 
economic  system  which  prevails,  to  understand  its  working,  and  to  ' 
the  problems  which  arise  with  a  basis  of  some  fundamental  under; 
He  agreed  in  substance  with  Professor  Burbank  as  to  the  shortcoi 
teaching  and  as  to  the  importance  of  giving  the  student  an  understa 
the  fundamental  principles — a  working  understanding,    Of  course,  \ 
age  student  is  interested  in  economics  only  from  the  point  of  view 
tical  life,  and  so  in  the  main,  in  our  text-books,  we  have  divided 
putting  the   Introductory   Principles   at   the  beginning  and   the    1 
Problems  at  the  end ;  and  most  of  the  students  are  interested  in  the 
problems,  and  they  take  with  a  certain  ill  grace  the  preliminary  stut 
principles. 

Now,  it  would  seem  to  be  possible  to  hitch  up  these  two,  and 
to  obliterate  entirely  those  distinctions  which  we  have  so  often  di 
tween  principles  and  problems,  and  to  consider  as  a  problem  some 
which  wc  may  assume  the  student  is  interested,  with  the  idea  of  ei 
ing  the  significance  of  the  underlying  principles.  We  can  show  the 
that  it  is  hopeless  to  try  to  get  a  practical  idea  of  any  problem, 
the  tariff,  or  trade  unions,  without  knowing  the  principles  involved 
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was  the  case  with  the  boy  John  Dump,  who  started  to  build  a  table  and 
then  found  he  had  to  know  something  about  measurements  and  other  things 
in  connection  with  what  he  was  vitally  interested  in.  There  was  thus  brought 
home  to  him  the  significance  of  learning.  To  bring  home  the  significance  of 
such  underlying  principles  is,  perhaps,  as  far  as  we  ought  to  go  in  elemen- 
tary courses.  That  means  that  we  shall  have  to  plan  a  text  particularly  for 
our  elementary  work.  Most  of  our  texts  are  not  in  every  way  adaptable, 
and  they  must  be  especially  handled,  perhaps  organized  to  a  syllabus,  dif- 
fering, of  course,  with  the  principal  problems  which  present  themselves  at 
the  different  institutions. 

As  to  number  of  weekly  exercises,  Professor  Agger  disagreed  with  Pro- 
fessor Burbank.  He  was  not  in  favor  of  much  more  than  three  hours  a 
week.  He  had  a  chance  in  the  Columbia  Summer  School  work,  where  they 
had  one  hour  each  day,  to  make  a  little  comparison  between  the  two  meth- 
ods. Economics  is  a  subject  for  which  one  must  take  time,  but  it  is  not  the 
time  one  takes  in  class,  but  the  time  one  takes  for  reflection  and  the  pro- 
cesses of  digestion,  as  it  were.  And  it  does  not  pay  to  observe  too  much 
In  a  given  time,  but  the  student  must  come  back  to  the  subject  and  reflect 
upon  it.    The  instructor  must  give  him  a  little  time  for  that. 

As  to  the  teacher's  attitude,  Professor  Agger  thought  that  the  teacher 
ought  to  present  his  own  views,  but  not  in  the  spirit  of  a  propagandist 
Teachers  have  no  right  to  be  propagandists  in  any  sense.  The  student  is 
to  analyze  and  try  to  understand,  and  not  till  then  to  pass  judgment.  We 
ought  to  remember  very  distinctly  and  emphatically,  as  we  teach  these  young 
men  and  women  who  come  to  us,  to  impress  upon  them  the  fact  that  they 
are  not  yet  in  a  position  to  pass  final  judgment.  They  are  too  prone  to  do 
that  anyway.  Most  of  them  are  enthusiastic  reformers,  and  perhaps  from 
that  point  of  view  we  ought  to  restrain  our  enthusiasm  for  reform,  and  bring 
home  to  the  students  the  importance  of  understanding  a  thing  before  trying 
to  pass  judgment  upon  it.  The  speaker  thought  that  too  many  people  teach 
economics  who  do  not  get  any  fun  out  of  teaching,  and  that  a  primary  quali- 
fication of  a  good  teacher  of  economics  is  to  get  a  lot  of  fun  from  standing 
before  a  body  of  young  men  and  young  women  and  trying  to  make  them 
understand  the  subject. 

Proper  humility  before  our  pupils,  showing  that  we  are  interested  in  them 
and  interested  from  the  point  of  view  of  having  them  understand,  will  help 
us  in  our  teaching,  and  let  them  see  that  we  are  enjoying  it  with  them. 
Finally,  the  most  beautiful  work  can  be  done  by  hitching  up  for  them  the 
class-room  discussion  with  the  work  of  the  world,  that  is,  showing  to  the 
class  the  significance  of  what  is  going  on  in  the  world  outside. 

Professor  Turner,  New  York  University,  said  that  the  purpose  of  the 
elementary  course  may  differ  according  to  the  character  of  the  institution, 
but  its  place  Is  that  of  a  "foundation  course,"  or  a  gateway  to  more  ad- 
vanced work  in  the  department.  He  stressed  the  idea  of  the  inter- 
dependence of  the  subject  matter  of  economics.  A  principle  should  never 
be  discussed  to  the  exclusion  of  other  things,  he  said,  because  the  student 
gets  a  distorted  notion  and  is  likely  to  jump  to  a  conclusion. 

The  speaker's  scheme  in  teaching  is  to  develop  coherently  the  leading 
related  ideas,  emphasizing  all  the  while  the  relationship  existing  between 
these.  The  student  comes  to  see  that  he  cannot  reason  upon  one  of  the 
great,  burning  issues  of  the  time,  or  safely  analyze  it,  unless  he  considers 
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the  situation  as  a  whole,  a  situation  of  which  it  is  itself  a  part.  In  fact, 
we  should  develop  in  the  teaching  of  elementary  economics  the  so-called 
"sixth  sense/'  namely,  the  detection  of  hidden  relationships  in  our  economic 
thought. 

After  drilling  for  a  considerable  period  of  time  in  basic  theory,  Profeswr 
Turner  said,  the  students  like  it.  Theoretical  discussion  is  more  condoewt 
to  activity  of  mind  than  the  practical  problems.  It  is  a  dangerous  pro- 
cedure, to  be  frowned  upon  by  the  economists  of  the  country,  to  introduce 
the  student  forthwith  to  the  great  practical  problems,  before  he  has  such  i 
grasp  of  the  principles  that  he  can  deal  properly  with  the  problems  in  their 
"interdependence."  To  start  with  practical  problems  results  in  failure;  ex- 
ception might  be  granted  if  we  could  have  plenty  of  time,  say,  two  or  three 
years,  to  start  with  the  problems  and  gradually  draw  out  a  system  of 
thought ;  but  it  would  be  a  waste  of  a  century  of  experience  to  do  that.  Tbe 
practical  problems,  however,  should  not  be  eliminated  but  should  be  brought 
in  to  illustrate  the  fundamental  principles  we  are  discussing  as  would  be 
done,  for  example,  in  the  teaching  of  physics.  Thus  principles  and  practice 
should  go  together. 

As  to  the  question  of  the  teacher's  expression  of  opinion,  Professor 
Turner  said  that  everybody  who  successfully  conducts  a  course  of  elemen- 
tary economics,  whether  purposely  or  not,  gives  his  own  ideas  to  the  stu- 
dents all  the  while.  He  has  a  plan  in  view  and  he  is  bound  to  give  his  own 
ideas.  It  is  advantageous  for  the  instructor  to  take  a  wrong  position — pur- 
posely so — and  argue  for  it,  and  make  just  as  good  a  case  as  he  can ;  or  to 
announce,  perchance,  that  he  is  about  to  make  a  mistake,  and  ask  the  stu- 
dents to  detect  him  in  that  mistake ;  and  then  call  upon  some  student  to  give 
expression  to  his  thoughts  and  when  he  has  expressed  his  ideas,  have  some 
other  student  criticize  him,  and  let  the  discussion  go  back  and  forth,  often 
to  such  an  extent  that  the  instructor  must  check  it.  He  ought  to  have  s 
class  of  fifty  or  sixty,  at  least,  in  order  to  raise  the  most  interesting  en- 
thusiasm. If  there  are  but  fifteen  or  twenty  students  in  a  class,  he  does  not 
do  it.  This  discussion  back  and  forth,  and  the  drawing  of  conclusions  be- 
fore the  class  is  a  good  thing,  for  it  keeps  the  class  wide  awake  all  the  while. 
Tf  the  students  come  to  deem  it  better  for  them  to  have  thought  wrong  than 
not  to  have  thought  at  all,  and  if  the  teacher  guides  the  discussion  to  thf 
truth,  and  to  the  accomplishment  of  the  purpose  for  which  the  course  is  in- 
tended, he  will  find  that  the  outcome  will  be  very  good. 

Professor  Doten,  Massachusetts  Institute  of  Technology,  discussing  the 
relation  between  the  teaching  of  economics  and  public  ^policy,  pointed  <w* 
that  the  men  active  today  in  business  and  politics  and  on  the  bench  arc  *1 
most  a  generation  away  from  their  training  in  economies,  and  ronsec|UC*rtJt 
we  do  not  see  the  immediate  effect  of  the  training  that  is  being  gvrrri  in  <wr 
institutions  today.  One  source  of  the  teacher's  difficulties  is  the  rhnrmdter 
of  the  students  that  we  are  getting.  The  number  of  students  goinjr  tu  ml 
lege  is  i ner rasing  more  than  in  proportion  to  the  increase  in  our  popttlatta. 
Students  are  coming  more  and  more  from  the  cities,  because  our  city  pGf** 
lation  is  increasing  more  than  the  population  in  general.  Wr  are  jteAiW 
in  that  group  of  city  students  boys  and  girls  who  are  unacquainted  wft 
the  facts,  not  only  of  political  life,  but  particularly  of  the 
organisation  of  society.     The   farm  boy*   and   the  hav«i   from   th* 
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come  equipped  with  a  fundamental  structure  of  life,  but  the  boy  from  the 
city  home  comes  little  equipped  with  the  fundamentals  which  he  can  build 
upon  or  draw  illustrations  from.  Further,  there  has  grown  up  a  style  of 
teaching  and  a  kind  of  training  in  our  public  schools  which  will  not  fit  the 
student,  when  he  comes  to  college,  to  make  a  consistent,  thoroughgoing  study 
of  any  text-book,  particularly  in  our  line.  In  the  exact  sciences  this  prob- 
ably is  different,  but  such  training  as  the  student  has  had  in  civics,  eco- 
nomics, and  the  like,  is  more  or  less  "scrappy."  He  comes  up  to  college 
with  an  inability  to  take  a  text-book  and  read  and  digest  it. 

The  speaker  then  considered  the  difficulty  of  maintaining  the  interest  of 
students  who  flock  into  courses  through  compulsion.  In  a  great  many  cases 
they  are  disappointed  when  they  get  into  the  course.  They  realize  that 
this  is  an  age  when  economic  problems  are  to  the  front,  but  they  do  not 
bring  an  interest  which  is  sufficiently  deep-seated  and  sufficiently  intelligent 
to  get  them  interested  after  they  come.  We  are  adopting  a  general  policy 
which  seems  to  be  permeating  our  whole  educational  system  from  the  kinder- 
gartens up,  to  amuse  our  students  rather  than  insist  on  their  getting  any- 
thing. There  is  too  much  time  spent  in  figuring  out  ways  of  sugar-coating 
the  pill,  and  making  it  easy  for  them  to  get  these  things.  They  lose  a  great 
deal  through  all  our  educational  work,  through  reaction  from  the  old  idea 
of  the  disciplinary  value  of  study. 

Professor  Doten  remarked  on  the  difficulty  due,  particularly  in  some 
institutions,  to  the  students'  coming  to  economics  from  the  study  of  exact 
science.  They  develop  very  speedily  a  degree  of  intolerance  for  the  inexact 
nature  of  the  subjects  we  are  obliged  to  teach  them,  and  this  bears  upon  the 
question  whether  we  shall  be  dogmatic  in  our  methods  of  presentation.  It 
is  better  to  be  dogmatic,  he  said.  He  would  rather  teach  a  wrong  theory,  if 
he  could  get  it  across,  and  get  these  fellows  to  stand  it,  than  to  teach  them  a 
whole  lot  of  theories  about  the  same  thing,  in  regard  to  no  one  of  which  was 
be  convinced  or  convincing.  The  difficulty  is  that  they  have  come  with 
exact  knowledge,  and  they  expect  exact  knowledge,  and  when  they  get  this 
open  kind,  weighted  pro  and  con, — they  question  the  instructor. 

Professor  Doten's  method  is  to  make  copious  use  of  illustrative  problems 
to  be  solved  by  the  students,  and  at  the  end  of  the  first  term  to  give  out 
fifty  questions  that  pretty  generally  cover  the  subject  as  taught,  fifty 
rather  searching  questions  that  require  a  knowledge  of  practically  all  the 
principles  involved,  and  to  tell  the  students  that  out  of  these  fifty  questions 
he  will  take  fire  for  the  final  examination. 

Finally  he  thought  the  device  of  debates  might  be  used  in  economics.  He 
would  frame  up  a  series  of  debates  on  economic  questions,  and  assign  de- 
baters to  present  both  sides  of  a  subject  in  a  formal  debate,  and  follow  this 
by  a  general  discussion  in  class. 

At  the  reconvening  of  the  conference  next  morning,  Professor  Bye,  Penn- 
sylvania, spoke  particularly  on  three  points.  First,  he  stressed  a  third  aim 
in  addition  to  the  two  defined  in  the  previous  discussion.  This  third  very 
important  aim  is  to  give  the  social  point  of  view,  to  cultivate  the  social 
standard  of  ethics  on  the  part  of  the  student.  It  is  not  our  place  to  teach 
radical  doctrines  or  stir  up  discontent,  but  the  teacher  of  economics  is  not 
doing  his  duty,  or  filling  the  place  he  should,  if  he  does  not  make  the  stu- 
dent see  that  there  is  a  social  significance  to  economic  problems,  and  that 
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tW  tkifig  we  ought  all  to  be  working  for  is  social  welfare  rather  than  in- 
dividual welfare.  The  average  man  or  woman  who  comes  to  college  hat  a 
very  highly  iadividuahstic  point  of  view,  and  we  can  not  overestimate  the 
Munilj  of  awakening  the  social  conscience. 

Secoadly,  he  disagreed  with  the  opinion  that,  in  the  case  of  technical  stu- 
dents particularly,  economics  needs  to  be  presented  in  a  dogmatic  way. 
That  he  considered  a  very  serious  mistake  The  average  man  and  woman  in 
this  country  today  is  too  dogmatic  already  about  economic  problems.  We 
ought  to  show  the  students  the  true  scientific  attitude  toward  things,  and 
one  cannot  be  a  true  scientist  without  soon  learning  that  there  are  many 
things  about  which  one  cannot  be  dogmatic  Those  students  who  have  been 
taught  the  exact  sciences  most,  need  most  the  very  opposite  sort  of  training  in 
economics;  they  must  be  taught  that  there  are  some  things  about  which  we 
must  be  contented  to  remain  in  ignorance  until  we  can  gather  more  facta 
upon  which  to  base  a  conclusion.  It  is  a  very  great  mistake  to  try  to  give 
exact  knowledge  where  exact  knowledge  does  not  exist.  One  of  the  broad- 
est things  we  can  do  as  educators,  in  developing  the  minds  of  our  students 
of  economics,  is  to  teach  them  to  doubt  and  to  hold  a  lot  of  problems  in  their 
minds  for  which  they  do  not  know  the  answer,  and  for  which  they  most  not 
expect  to  know  the  answer,  but  be  seekers  after  truth. 

Thirdly,  the  speaker  discussed  certain  actual  methods  of  t*»rl""g  inside 
the  class-room,  The  lecture  he  considered  a  mere  make-shift,  for  the  student 
will  never  get  thinking  ability  by  listening  to  somebody's  else  thoughts.  To 
spend  all  the  time  in  small  sections  is  so  much  better  as  to  outweigh,  per- 
haps, the  disadvantage  of  handling  by  even  young  and  inexperienced  in- 
structors. 

The  students  at  the  Wharton  School,  he  said,  come  there  for  exact  busi- 
ness training  and  are  impatient  with  anything  of  which  they  cannot  see  the 
immediate  value  in  dollars  and  cents;  and  elementary  economics  they  rele- 
gate with  contempt  to  the  realms  of  unreality,  as  a  mass  of  theoretical  ab- 
straction. So  the  instructors  there  are  faced  with  the  problem  of  w»*kiwg  it 
appear  real  to  them. 

The  speaker's  solution  has  been  to  make  constant  use  of  newspaper  ma- 
terial, in  business  statistics,  in  governmental  publications,  irt  advertisements, 
in  speeches  of  business  men,  from  all  sorts  of  sources,  and  of  business  state- 
ments, such  as  balance  sheets  and  the  like,  of  arms  familiar  to  the  student. 
The  speaker  believed  that  the  best  way  of  handling  the  problem  in  the  dads- 
room  is  to  give  the  student  his  text,  let  him  read  his  theory  outside  the 
class-room,  so  that  he  will  have  the  general  idea  in  mind,  but  in  the  class- 
room let  the  instructor  make  the  discussion  concrete  and  practical.  1*1 
him  never  ask  the  student  for  definitions,  never  ask  him  to  state  principle*. 
but  let  him  bring  into  the  class-room  something  about  which  he  can  bosk 
up  those  principles.  Thus  in  analyzing  a  balance  sheet,  the  str.de 
asked  the  significance  of  the  different  items,  is  asked  to  apply  these  theories 
to  it,  and  he  Is  asked  which  items  arc  capital  and  which  are  not,  and  wbj; 
and  if  there  is  any  difference  he  is  asked  to  justify  that  difference;  and  be 
does  that  with  the  concrete  material  right  before  his  eye** 

So  the  ideas  of  value  and  demand  are  clarified  from  advertisement*  mod 
the  papers.    And  for  the  equilibrium  of  demand  and  supply  and  the  diuVr* 
ence  between  market  and  normal  values,  excellent  material  can  be  : 
the  market  reports.     Similarly,  for  a  statement  of  the  Maltbuiiau  k* 
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such,  the  student  is  never  asked,  but  he  is  given  some  facts  about  the  den- 
sities of  population  in  different  countries,  and  asked  to  interpret  them. 
Thus  his  reading  will  give  him  the  generalizations  and  abstract  ideas;  the 
class-room  will  give  him  the  application  of  these  to  the  phenomena  of 
life*  He  will  learn  the  principles  more  thoroughly  than  he  can  by  any 
other  method;  he  will  see  that  they  are  real,  and  that  they  are  practical. 
The  so-called  "case  method"  does  not  quite  serve,  for  the  student  is  not 
sufficiently  capable  of  generalising  from  the  cases,  and  valuable  as  they  are 
for  illustrative  matter  they  cannot  be  made  to  take  the  place  of  a  certain 
text  in  economics  and  of  the  presentation  of  theory  and  analysis. 

Questioning  material  in  the  shape  of  problems  he  considered  valuable;  of 
the  questions  in  well-known  books  many  are  admirable,  but  many  are  hypo- 
thetical and  unreal.  They  do  make  the  student  think  through  the  principles 
he  has  been  studying,  but  they  do  not  particularly  interest  him;  and  they  do 
not  show  him  the  importance  and  significance  of  the  matter  in  hand. 

In  examinations,  problems  should  be  set  to  answer  which  are  not  mem- 
ory tests,  and  not  requests  for  definitions,  but  which  will  force  students  to 
apply  to  a  concrete  case  the  information  which  they  have  acquired.  Ex- 
aminations, the  speaker  believed,  ought  to  be  oral,  and  his  own  are  almost 
entirely  of  that  type. 

In  tile  general  discussion  Professor  Rice,  Dartmouth,  said  he  had  been 
much  impressed  by  what  Professor  Bye  had  added  to  the  statement  of  aims, 
but,  in  view  of  the  difficulty  of  adequately  realizing  all  aims  in  a  single 
three-hour  course,  he  raised  the  question  of  relative  emphasis.  Something 
must  be  given  on  the  factual  side,  because  of  the  lack  of  information  which 
the  student  has  as  to  facts. 

Mr.  Hoyt,  American  Telephone  and  Telegraph  Company,  spoke  of  the 
desirability  of  catching  economic  material  both  young  and  old,  saying  that 
we  should  have  text-books  for  the  consumption  of  business  men,  in  a  style 
that  business  men  will  read,  without  sacrificing  scientific  accuracy.  In  that 
case,  interest  would  be  passed  on  to  their  sons,  like  the  interest  in  baseball 
and  other  things.  He  then  spoke  in  advocacy  of  the  "case  method,"  which 
included  among  its  advantages  the  possibility  of  removing  the  student's  ob- 
jection already  referred  to,  that  he  is  working  with  conflicting  materials, 
and  is  not  arriving  at  any  definite  results. 

Miss  Newell,  Wellesley,  told  of  the  course  in  her  institution  in  descrip- 
tive economics  and  sociology  which  precedes  the  course  in  economic  prin- 
ciples. Women  students,  she  said,  were  found  to  lack  the  knowledge  of  eco- 
nomic society,  just  the  obvious  objective  facts;  they  did  not  have  that  back- 
ground and  it  had  to  be  furnished  them. 

Professor  Brown,  Smith  College,  was  most  unfortunately  prevented  by 
the  adjournment  of  the  conference  Wednesday  afternoon  from  contributing 
remarks  she  had  prepared  with  particular  reference  to  the  teaching  of 
women  students.    Her  contribution  is  therefore  appended. 

My  opinions  as  to  the  teaching  of  elementary  economics  are,  of  course, 
based  upon  my  observation  of  the  equipment,  habits  of  thought,  and  needs  of 
the  students  whom  I  have  taught.  I  find  that  women  students  as  a  whole 
come  to  their  first  course  in  economics  with  relatively  little  direct  experience 
of  economic  relations  and  institutions.  They  are  consequently  eager  for 
Information  and  apt  to  attribute  undue  importance  to  mysterious  technical 
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phrases  of  business  vocabulary.  Likewise,  having  little  knowledge  by 
which  to  test  them,  they  tend  to  accept  the  generalizations  of  economic 
theory  quite  uncritically,  save  as  they  conflict  with  the  popular  proverbs 
of  street  and  press  equally  uncritically  accepted,  and  to  pigeonhole  eco- 
nomic problems,  each  with  its  particular  cause  and  cure.  With  few  excep- 
tions, their  acquaintance  with  the  market  is  limited  to  the  retail  store  and 
their  conception  of  it,  that  of  the  consumer.  A  considerable  percentage  of 
them  will  continue,  after  graduation,  to  be  primarily  consumers  and  di- 
rectors of  consumption  as  far  as  their  explicit  economic  relations  are  con- 
cerned. At  the  same  time,  with  the  acquisition  of  political  power  and  thr 
leisure  to  exercise  it,  they  will  have  more  and  more  occasion  for  the  con- 
sideration of  public  problems  involving  a  variety  of  economic  interests. 

In  view  of  these  observations,  I  feel  that  the  elementary  course  in  eco- 
nomics should  attempt  primarily  to  develop  in  these  students  critical  think- 
ing along  economic  lines  and  some  understanding  of  the  individual's  com- 
plex relations  to  economic  processes  and  their  control,  with  full  considera- 
tion of  the  importance  of  consumption  in  the  regulation  and  direction  of 
production.  I  find  it  helpful  toward  these  ends: — to  encourage  as  wide 
descriptive  reading  as  possible,  and  to  point  out  various  opportunities  for 
immediate  contact  with  industrial  and  commercial  facts  and  conditions  dur- 
ing vacation  periods  as  well  as  the  college  term;  to  direct  attention  con- 
tinually to  the  sources  of  facts  and  statistics  as  bearing  on  their  validity; 
to  discourage  the  use  of  abstract  terms  without  evidence  of  complete  under- 
standing of  their  content;  to  insist  upon  clear  and  logical  reasoning  rather 
than  any  certain  conclusions;  and  to  emphasize  the  evolutionary  and  inter- 
dependent character  of  economic  problems.  In  recognition  of  the  students' 
own  equipment,  it  seems  reasonable  to  start  the  study  of  price  with  the  re- 
tail shop,  examining  the  complications  which  arise  there  as  integral  parts 
of  the  laws  of  price  rather  than  exceptions  to  them. 

As  to  method,  the  point  of  view  here  outlined  demands  the  use  of  varied 
readings  in  addition  to  or  in  place  of  a  single  text,  the  integration  rather 
than  separation  of  principles  and  problems,  the  teaching  of  classes  in  small 
groups  of  not  more  than  twenty-five  students,  with  only  occasional  use  of  the 
formal  lecture  as  an  aid  to  the  organization  of  material  or  an  opportunity 
for  the  stimulus  sometimes  afforded  by  outside  speakers*  I  see  no  way  of 
developing  thinking  ability  and  a  truth-res  pec  ting  attitude  of  mind  cv 
by  requiring  students  to  think  and  express  their  thoughts  under  criticism. 


BUSINESS  MEETINGS  AT  ATLANTIC  CITY,  NEW  JERSEY 

Pursuant  to  announcement  in  the  program,  the  first  business  meeting  of 
tbe  Association  was  held  in  Haddon  Hall,  Atlantic  City,  December  28, 
President  Davenport  presiding. 

By  vote  the  reading  of  the  minutes  of  the  last  meeting  was  dispensed  with. 

The  following  reports  were  made,  and  accepted:  (1)  of  the  Sec- 
retary; (2)  of  the  Treasurer;  (3)  of  the  Auditing  Committee;  (4)  of  the 
special  Finance  Committee;  (5)  of  the  Joint  Committee  on  Federal  Statis- 
tics; (6)  of  the  Committee  on  the  Karelsen  Prizes;  (7)  of  the  representatives 
on  the  American  Council  of  Learned  Societies;  (8)  of  the  Committee  on 
Coordination  in  Taxation;  (9)  of  the  War  Finance  Commitee. 

It  was  voted  to  discharge  the  following  committees  which  had  ceased  to 
function:  the  War  Finance  Committee;  the  Committee  on  Coordination  in 
Taxation;  the  Committee  on  Marketing;  the  Sub-Committee  on  Index  Num- 
bers; the  Committee  on  Price  Fixing.  The  joint  Committee  on  Federal  Sta- 
tistics was  continued. 

The  President  appointed  for  the  Nominations  Committee  Professors 
Fisher,  Seligman,  Dixon,  Ely,  and  Gephart;  and  for  the  Resolutions  Com- 
mittee Professors  Gardner,  Agger,  and  Deibler. 

The  state  of  the  Association's  Treasury  was  discussed  at  considerable 
length.  It  was  voted  that  a  special  Membership  Campaign  Committee  of 
three  be  appointed  by  the  Executive  Committee,  with  power  to  add  to  their 
number  as  they  may  find  expedient,  and  that  a  sum  of  money  be  appro- 
priated by  the  Executive  Committee  for  the  purpose  of  financing  this  com- 
mittee. 

It  was  voted  that  voluntary  contributions  be  invited  from  all  our  members, 
including  life  members,  towards  a  sum  for  financing  the  special  Membership 
Campaign  Committee,  as  well  as  towards  funds  for  general  Treasury  uses, 
the  invitation  to  subscribe  to  be  accompanied  by  a  succinct  explanation  em- 
bodying the  facts  concerning  revenues  and  expenditures. 

It  was  also  voted  that  the  Executive  Committee  be  authorized,  in  its  dis- 
cretion, to  take  such  action,  if  any,  as  may  seem  necessary  to  make  income 
equal  expenditure. 


The  second  business  meeting  of  the  Association  was  held  in  Haddon  Hall, 
Atlantic  City,  December  30,  1920,  at  9:30  A.  M.,  President  Davenport 
presiding. 

The  following  minutes  of  a  meeting  of  the  Executive  Committee  were 
read  and  accepted.1 


The  third  meeting  of  the  Executive  Committee  was  held  in  Haddon  Hall, 
Atlantic  City,  December  29.  Present:  Professors  Davenport,  Deibler, 
Dewey,  Fisher,  Gardner,  Westerfield. 

Conforming  with  the  request  of  the  Committee,  Professor  Barnett  ap- 
peared before  it  and  explained  the  nature,  plans,  and  purposes  of  the  Per- 
sonnel Research  Foundation.  Thereafter  it  was  voted  that  the  Secretary 
inform  the  Federation  that  the  present  poor  state  of  the  Association's 
finances  makes  it  inadvisable  to  join  the  Federation  as  a  charter  member, 
but  that  the  Association  hopes  to  join  later  if  permitted. 

lSee  minutes  of  other  meetings  of  the  Executive  Committee  in  the  Secretary's 
Report,  p.  183. 
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By  vote  at  the  last  business  meeting  of  the  Association  it  was  ] 
that  the  Executive  Committee  nominate  the  members  of  the  speci; 
bership  Campaign  Committee.  The  Executive  Committee  was  of  the 
that  this  responsibility  should  be  borne  by  the  Executive  Committer 
today.  It  therefore  voted  that  the  nominations  of  the  members  of  t 
paign  Committee  should  be  made  by  the  new  president  subject  to  . 
of  the  Executive  Committee  by  mail. 

It  was  voted  to  authorise  the  Treasurer,  if  need  shall  arise,  to  ix 
the  basis  of  the  collateral  note  of  the  Association  such  sum  as  may  1 
sary  to  tide  over  the  present  emergency. 

Appeal  has  been  made  to  the  Association  to  issue  a  protest  ag* 
action  of  the  Commissioner  of  Labor  Statistics  in  placing  a  chargg 
Monthly  Labor  Review,     It  was  voted  to  take  no  action. 


The  Committee  on  Honorary  Members  reported  progress  and  as! 
It  be  continued  as  a  permanent  committee,  and  the  Association  w 
cordingly* 

Professor  David  Friday  reported  as  the  representative  of  the  Aat 
on  the  National  Bureau  of  Economic  Research,  as  follows: 

The  National  Bureau  of  Economic  Research,  Inc. 
Report  to  the  American  Economic  Association,  1920. 

I  n  rfptitm.  The  plan  to  establish  a  Bureau  which  would  undertake  ecoi 
vest  igat  Ions  In  surh  a  manner  that  they  would  be  permanently  impartial  and 
was  formed  toy  Messrs.  Wesley  C,  Mitchell,  Edwin  F.  Gay,  and  M.  C.  Rorty 

The  need  for  a  era  rate  statistical  in  formation  on  which  current  opinions 
formed  presented  itself  as  one  of  the  most  important  fields  for  investigate 
was  emphasised  by  the  experiences  of  the  war,  at  which  time  this  nation  fot 
lacking  in  exact  quantitative  data  on  which  policies  could  he  grounded.  1 
continues  in  peace  times  as  well.  There  is  the  widest  disagreement  between 
and  eenservatives  in  regard  to  the  facts  of  the  industrial  situation. 

Tn  accomplish  the  purpose  for  which  the  Bureau  was  created,  however,  it 
cssary  to  do  more  than  assemble  a  staff  of  competent  research  technicians. 
that  public  confidence  in  the  results  might  be  assured,  a  Board  of  Direc 
created  to  represent  the  diversified  interests  in  our  social  problems.  Scienc 
resented  by  Messrs,  Mitchell,  Commons,  Young,  and  Adams;  business  by 
Mead,  Gay,  and  Sterrett;  and  labor  by  Messrs.  Frey,  Stone,  and  Laidler. 
tinn  to  these  men  a  number  of  national  associations  have  each  been  asked  tc 
an  independent  Director.    The  following  appointments  have  been  made: 

Periodical  Publishers  Association A.  W.  Shaw 

American  Economic  Association    ..,..,..,,,,.  .David  Friday- 

American  Statistical  Association   , , ,M.  C.  Rorty 

American  Federation  of  Labor  . . . ,,....  .Hugh  Frayne 

American  Bankers  Association , •George  E.  Roberts 

National  Industrial  Conference  Board   Frederick  P.  Fish 

Hnjnneering  Council  Walter  R.  Ingalls 

Federation  of  Farm  Bureaus  .Gray  Silver 

With  such  a  group  of  directors,  it  was  felt  that  there  would  be  public  c 
in  the  results  secured  by  the  Bureau. 

Prment  Status*  Up  to  date,  tl;e  Bureau  has  been  engaged  in  making 
estimate  of  the  amount  and  distribution  of  the  national  Income.  This  wo 
in  May,  19S0,  and  Ir  well  under  way  at  the  present  time.  Tt  is  difficult  to 
exact  time  limit  on  research  work ,  but  the  present  investigation  should  be 
and  submitted  to  the  direetcrs  about  April  1,  1991.  According  to  the  By-L 
director  will  then  have  n  reasonable  opportunity  (in  this  ca^  «  month)  to 
the  work  and  submit  criticisms  and  ^suggestions*    Just  ho  "">  ■ 
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this  will  involve  it  is  impossible  to  state  in  advance;  but  it  appears  reasonable  to  as- 
sume that  final  publication  will  take  place  during  the  summer. 

The  purpose  of  this  study  of  the  national  income  is  to  determine  with  all  possible 
accuracy:  (1)  the  adequacy  of  the  total  productive  power  of  the  country  to  meet 
the  living  needs  of  the  population;  (9)  the  relative  proportions  of  the  total  output 
received  by  the  various  elements  in  production:  capital,  enterprise  and  labor;  (3) 
sources  for  taxation  and  the  amounts  obtainable  from  each  source;  (4)  the  actual 
and  the  possible  savings  of  the  country;  (5)  the  amount  of  the  surplus  of  production 
over  living  needs. 

Broadly  speaking  the  question  may  be  put  in  this  way:  Is  the  income  of  the 
country  so  large  as  to  make  its  proper  distribution  the  primary  source  of  public 
interest;  or  is  the  income  so  small  that  the  question  of  prime  importance  is  how  it 
may  be  increased? 

The  method  employed  has  been  to  attack  this  problem  from  all  possible  angles 
and  check  the  results  againrt  each  other.  The  facilities  at  the  disposal  of  the  Bureau, 
the  benefit  derived  from  a  careful  study  of  the  methods  employed  by  former  inves- 
tigators, and  the  cooperation  of  the  Directors  appear  to  justify  the  belief  that  a 
more  accurate  result  will  be  obtained  than  has  yet  been  secured  by  any  investigators 
in  the  field. 

In  the  absence  of  Professor  Edward  D.  Jones,  chairman  of  the  Commit- 
tee, Professor  Walton  H.  Hamilton  reported  as  follows,  for  the  Committee 
on  an  Institute  of  Economic  Research: 

At  the  last  meeting  on  my  motion  the  continuance  or  discharge  of  the  committee 
was  left  with  the  Executive  Committee. 

On  the  acceptance  of  participation  in  the  Institute  of  which  Professor  Mitchell  is 
Director  the  committee  was  discharged. 

Professor  W.  F.  Willcox  reported  for  the  Joint  Committee  on  Federal 
Statistics ;  this  report  was  accepted.  He  then  introduced  the  following  reso- 
lutions which  were  adopted: 

In  accepting  the  report  of  progress  of  the  Joint  Committee  to  advise  the  director 
of  the  census  the  American  Economic  Association  desires  to  record  its  hearty  ap- 
proval of  the  policy  of  eliminating  nearly  all  the  text  from  census  publications  for 
its  purpose  of  hastening  the  appearance  of  the  bulletins  and  final  reports  of  its  14th 
census — a  policy  adopted  by  the  Bureau  of  the  Census  after  conferences  with  the 
Joint  Committee. 

The  Economic  Association  further  approves  the  recommendation  made  by  the 
Joint  Committee  to  the  Bureau  of  the  Census  that  it  prepare  and  publish  systematic 
scientific  analysis  of  census  results  in  the  form  of  monographs  on  the  more  impor- 
tant census  topics.  These  monographs  should  be  prepared  by  the  Bureau  of  the 
Census  with  the  cooperation  of  specialists  in  the  various  topics  selected  for  treatment 

The  representatives  of  the  American  Economic  Association  on  the  Joint  Committee 
arc  hereby  authorized  to  urge  this  policy  and  to  express  the  conviction  of  the  Associa- 
tion that  an  adequate  interpretation  of  the  census  figures  constitutes  an  essential 
and  in  many  respects  the  most  significant  part  of  its  works  upon  the  Census. 

Prof essor  Gardner  reported  for  the  Committee  on  Resolutions  as  follows : 
"Realising:  the  great  amount  of  time  and  labor  involved  in  the  discharge  of  the 
duties  of  the  office  of  Secretary  and  Treasurer  and  the  indebtedness  of  the  Associa- 
tion to  those  of  its  members  who  have  generously  consented  to  undertake  these  duties, 
the  Association  desires  to  express  to  Mr.  A.  A.  Young  its  thanks  and  deep  sense  of 
appreciation  of  the  efficient  service  he  has  rendered  as  Secretary  and  Treasurer  for 
the  past  she  years." 

This  resolution  was  adopted  unanimously. 

Professor  F.  A.  Fetter,  chairman  of  the  Committee  on  the  Karelsen  Prizes, 
reported  the  progress  made  in  the  determination  of  the  award  of  that  prise. 

Professor  Irving  Fisher,  chairman  of  the  Nominations  Committee,  re- 
ported the  following  nominations,  together  with  the  recommendation  that  the 
President  act  as  chairman  of  the  Program  Committee,  ex  officio: 
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For  President,  Professor  Jacob  H.  Hollander,  Johns  Hopkins  University. 

Vice  President,  Professor  Allyn  A.  Young,  Harvard  University. 

Vice  President,  Robert  S.  Brookings,  St.  Louis,  Mo. 

Secretary  and  Treasurer,  Professor  Ray  B.  Westerneld,  Yale  University. 

Executive  Committee,  Professor  H.  A.  Millis,  University  of  Chicago;  Professor  £. 
M.  Patterson,  University  of  Pennsylvania. 

Editorial  Board,  Professor  O.  M.  W.  Sprague,  Harvard  University;  Professor 
David  A.  McCabe,  Princeton  University. 

Delegates  to  American  Council  of  Learned  Societies,  Professor  Allyn  A.  Young, 
Harvard  University;  Professor  Henry  B.  Gardner,  Brown  University. 

Program  Committee,  Professor  Horace  Secrist,  Northwestern  University. 

The  report  was  adopted,  and  the  Secretary  instructed  to  cast  the  unani- 
mous vote  of  the  Association  for  the  nominees.  The  Secretary  voted  accord- 
ing to  these  instructions. 

The  Association  then  considered  the  place  of  the  next  Annual  Meeting. 
Invitations  were  announced  from  Pittsburgh,  Pinehurst,  Lexington,  Buffalo, 
Reading,  and  Toronto.  Some  members  expressed  a  desire  to  meet  with  the 
American  Historical  Association;  upon  an  informal  preferential  vote  22 
favored  going  to  Pittsburgh  and  4  favored  meeting  with  the  American  His- 
torical Association. 

Respectfully  submitted. 

Ray  B.  Westerfield,  Secretary. 


REPORT  OF  THE  SECRETARY  OF  THE  AMERICAN  ECONOMIC 

ASSOCIATION  FOR  THE  YEAR  ENDING 

DECEMBER  20,  1920 

The  present  Secretary  of  the  Association  assumed  the  duties  of  the  office 
four  months  ago.  Previous  to  that  time  one  meeting  of  the  Executive  Com- 
mittee had  been  held,  the  following  report  of  which  was  sent  by  Professor 
AUyn  A,  Young. 

The  first  meeting  of  the  Executive  Committee  for  the  year  1920  was  held 
in  Room  425,  Northwestern  University  Building,  Chicago,  on  Saturday, 
May  8,  at  2  P.  M.  There  were  present  Messrs.  Deibler,  Dewey,  Ely,  Field, 
Robinson,  Lutz,  and  Young. 

In  the  absence  of  President  Davenport,  Vice-President  Field  presided. 

It  was  voted  to  ratify  the  informal  ballots  already  taken  by  mail  by  which 
Professor  David  Friday  was  selected  to  represent  the  Association  on  the 
directorate  of  the  National  Bureau  of  Economic  Research,  Inc.,  and  Pro- 
fessors H.  B.  Gardner  and  A.  A.  Young  were  chosen  as  the  Association's 
delegates,  for  the  year  1920,  to  the  American  Council  of  Learned  Societies. 

The  Secretary  presented  a  letter  from  Dr.  H.  J.  Harris,  of  the  Library 
of  Congress,  calling  attention  to  the  desirability  of  the  publication  by  the 
federal  government  of  a  bulletin  in  which  the  official  rulings  and  orders  of 
the  different  branches  of  the  government  should  be  printed.  Discussion  de- 
veloped the  opinion  that  the  matter,  however  important,  was  not  one  in 
which  the  American  Economic  Association  could  properly  take  the  initiative. 
By  vote,  however,  the  President  was  authorized  to  appoint,  if  it  should  seem 
desirable,  one  member  to  represent  the  Association  on  any  committee  includ- 
ing representatives  of  other  societies,  which  might  be  constituted  to  deal 
with  the  matter. 

Various  problems  relating  to  the  Secretaryship  of  the  Association  were 
discussed.  An  opinion  shared  by  several  members  of  the  Committee  was 
that  the  Association  must  eventually  establish  permanent  headquarters  and 
employ  a  Secretary  who  would  give  his  full  time  to  the  work  of  the  Asso- 
ciation. It  was  also  suggested  that  at  some  future  time  the  offices  of  the 
Secretary  and  of  the  Managing  Editor  of  the  American  Economic  Review 
might  advantageously  be  joined. 

The  resignation  of  the  present  Secretary,  which  had  been  tendered  to  the 
Committee  prior  to  the  Annual  Meeting  in  December,  1919,  was  accepted, 
and  Professor  Ray  B.  Westerfield  was  elected  Secretary  and  Treasurer. 
This  change,  it  was  provided,  should  take  effect  at  the  mutual  convenience  of 
the  retiring  Secretary  and  the  Secretary-elect. 

It  was  voted  that  the  next  Annual  Meeting  be  held  on  December  28  to  31, 
inclusive,  of  the  current  year,  with  the  proviso  that  the  first  session  might 
be  held,  if  found  convenient,  on  Monday  evening,  December  27.  With  re- 
spect to  the  place  of  meeting  the  Committee  had  no  decided  preference  as 
between  Washington  and  Atlantic  City.  The  decision  should  hinge,  it  was 
felt,  upon  the  nature  of  the  program  and  the  adequacy  of  the  hotel  accom- 
modations available.  The  matter  was  therefore  left  in  the  hands  of  a 
special  committee,  consisting  of  Vice-President  Field,  the  Chairman  of  the 
Program  Committee,  and  the  Secretary. 

By  vote  of  the  Committee  the  Secretary  was  authorized  to  dispose  of  the 
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Association's  surplus  stock  of  past  Publications  at  such  prices  as  can  be 
secured. 

There  being  no  other  business,  the  Committee  adjourned  at  4.30  P.  M. 

Allyn  A.  Young,  Secretary. 

Pursuant  to  the  above  vote  accepting  the  resignation  of  Professor  AHjn 
A.  Young  and  electing  a  new  Secretary  and  Treasurer,  the  office  effects  were 
transferred  the  second  week  of  August  to  New  Haven,  Connecticut,  where 
Yale  University  has  provided  quarters  free  of  rent  and  other  charges.  The 
new  Secretary  takes  this  occasion  to  thank  Professors  Young,  Dewey,  Field, 
Seligman  and  others  for  their  kindly  help  and  advice  in  making  the  transfer 
and  getting  started. 

Early  in  September  the  Internal  Revenue  Bureau  requested  our  Associa- 
tion to  send  representatives  to  a  conference  at  Washington  for  the  purpose 
of  permitting  the  officials  of  the  Bureau  to  receive  suggestions  and  recom- 
mendations as  to  changes  in  the  forms  and  schedules  for  the  tax  year  1920. 
The  Secretary  suggested  the  names  of  certain  members  who  are  tax  ex- 
perts and  who  were  in  Washington  or  its  vicinity  at  that  time.  Of  those 
suggested,  Professor  A.  M.  Sakolski  attended  the  conference  and  his  report 
is  published  in  the  December  issue  of  the  American  Economic  Rkvubw,  pp. 
886-7.  -    ^ 


The  second  meeting  of  the  Executive  Committee  for  the  year  was  held  at 
5:80,  December  27,  in  Haddon  Hall,  Atlantic  City.  Those  present  were 
Professors  Davenport,  Deibler,  Dewey,  Ely,  Field,  Fisher,  Gardner,  Taylor, 
Willcox,  and  Westerfield. 

The  minutes  of  the  last  meeting  of  the  Committee  were  read  and  approved. 

The  Secretary  presented  the  question  whether  the  American  Economic 
Association  should  join  the  Personnel  Research  Federation.  It  was  voted 
to  postpone  action  until  the  next  meeting  of  the  Committee  and  to  ask  Pro- 
fessor Barnett  to  meet  with  the  Committee  and  explain  the  place,  purposes, 
and  organisation  of  the  Federation. 

Through  the  Germanistic  Society  of  America  certain  German  universities 
have  applied  to  the  American  Economic  Association  to  supply  them,  free  at 
charge,  the  numbers  of  the  American  Economic  Review  which  they  did  not 
receive  during  the  war*  After  consideration  the  Committee  voted  that  the 
Association  is  not  in  a  position  to  grant  the  request  at  this  time, 

The  World  Metric  Standardisation  Committee  has  informed  the  Americas 
Economic  Association  that  a  bill  is  before  Congress  providing  for  the  grad- 
ual adoption  of  metric  units  of  weights  and  measures  as  Hie  exclusive 
American  standards  after  a  transition  period  of  ten  years,  and  asked  the 
Association  to  aid  the  cause  by  appointing  a  special  metric  committee  and 
passing  favorable  resolutions.  It  was  voted  by  the  Executive  Committee 
that  the  Association  take  no  action  in  the  matter. 

The  American  Economic  Association  is  a  member  of  the  American  Coun- 
cil of  Learned  Societies  and  is  represented  by  two  delegates,  At  the  May 
meeting  the  Executive  Committee  appointed  Professors  A*  A,  Young  and 
H.  B.  Gardner  to  represent  the  Association  for  the  year  I9S0,  The  t*m*b* 
tution  and  by-laws  of  the  Association  make  na  provision  for  the  method  ot 
electing  such  representatives.  It  was  voted  by  the  Executive  Committee  that 
these  representatives  should  be  nominated  by  the  regolar  Nominations  Com- 
mittee and  elected  In  the  saute  manner  as  the  officer* 
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The  following  table  indicates  the  changes  in  the  membership  of  the  Asso- 
ciation during  the  year: 

34 embers  and  subscribers  in  December,  1919  9714 

Annual  members  in  December,  1919  9195 

M: embers  resigned  in  1930   109 

Removed  for  lack  of  address  19 

ltd  embers  dropped  for  non-payment  of  dues 37 

Annual  members  died 98 

181 

1944 
New  members  in  1990   969 

Total  annual  members  in  1990  9913 

Life  members  in  December,  1919  86 

Deaths  of  life  members  reported  in  1990 9 

84 

Honorary  members  in  December  1919  5 

Deaths  of  honorary  members  reported  in  1990 1 

4 

Total  members  in  December,  1990  9301 

Subscribers  in  December,  1919 498 

Subscribers  discontinued  in  1990 55 

443 
New  subscribers  in  1990  199 

Total  subscribers  in  December,  1990  565 

Total  members  and  subscribers  in  December,  1990 9866 

Net  gain  in  members  and  subscribers  in  1990 159 

It  is  a  painful  duty  to  report  the  decease  of  the  following  members  dar- 
ing the  year: 

Avert,  Samuel  P.  Mohr,  Louis 

Beer,  George  L.  Sanders,  Frederic  W. 

Bodio,  Luioi  (Honorary  Member)  Schiff,  Jacob  H. 

Beechsb,  G.  A.  Schmiddlapp,  Jacob  G. 

Bullard,  Albert  W.  Schreiter,  Henry 

Dodbs,  Alexander  Sheffield,  William  P. 

Emebick,  C.  P.  (Life  Member)  Sillman,  Joseph 

Estabrook,  Arthur  P.  Stetson,  Francis  L. 

Jayne,  Hekry  LaB.  (Life  Member)  Stevens,  Richard 

Jokes,  Fred  G.  Stone,  I.  Frank 

Judsox,  Frederick  N.  Thompson,  Carl  W. 

Loewt,  Bexxo  Vail,  Theodore  N. 

MacCleax,  E.  A.  Wilson,  Hugh  M. 

In  closing  his  report,  the  new  Secretary  wishes  to  thank  all  those  persons 
who  have  cooperated  in  the  conduct  of  his  office  and  in  the  preparation  and 
direction  of  the  present  Annual  Meeting. 

Respectfully  submitted. 

Ray  B.  Westbrfibld,  Secretary. 


REPORT  OF  THE  TREASURER  FOR  THE   YEAR  ENDING 
DECEMBER  20,  1920 

The  following  exhibit  presents  the  cash  receipts  and  expenditures  of  the 
American  Economic  Association  for  the  year  ending  December  20,  1920. 
This  statement  should  be  interpreted  in  connection  with  the  balance  sheet 
and  income  statement  rendered  by  the  Auditing  Committee. 
Cash  Receipts  and  Exfexditubes 

Cash  on  hand  December  20,  1919  $4,915.63 

Receipts 

Membership   Dues    $10,234.60 

Subscriptions    2,734.08 

Sales  of  Publications  862.43 

Reprints  of  1919  paid  in  1920 13.40 

Interest    435.41 

Maturing  Bond  1,000.00 

Profit  and  Loss 11.82 

$15,29L74 

&0#)1M 

Expenditures  ~ 

Accounts  of  1919  paid   $1,004^8 

Expenses  of  Executive  Committee 164.48 

Dues  of  Amer.  Council  of  Learned  Societies 110.80 

Furniture  and  Fixtures   46.28 

Paper   Stock    1,853.00 

Publications — 

Review  Printing  $4,099.64 

Review  Editorial    2,622.75 

Review  Expenses  and  Supplies  1,902.84 

$8,625.13 

Proceedings    1,026.94 

Sundry  Publication  Expenses   264.04 

9,916.21 

Secretary's  Office — 

Traveling  Expenses  of  Secretary $150.91 

Office  Salaries    2,891.89 

Stationery  and  Office  Printing 153.88 

Office   Supplies    37.52 

Office  Postage   224.38 

Telephone  and  Telegraph   , , ., ,  04.T1 

Freight    and    Cartage 248.77 

Annual  Meeting   1919    mM 

Miscellaneous    Expenses , 3-i.tiS 

3,405*23 

Insurance    - . . . , ♦*...,,.,,  75J5 

Storage  of  Publications   , 130,0® 

$i6»mJ3 

Cash  on  hand,  December  20,  1920 

Central  Trust  Oumpany    , , , . , , ,     $3,039,01 

First  National  Bank  . . 44&J0 

Checks  not  deposited * <  iWf 

3,48134 

The  office  of  the  Treasurer  was  transferred  to  the  present  incumber 
second  week  of  August    The  transfer  came  at  a  time  wbm  the  treasury  wai 
indeed  in  a  very  poor  condition,     The  deficit  for  1910  had  brco  ^1700  tod 
during  1920  a  very  much  larger  deficit  had  been  accruing.    The  iraiwal 
tnents  of  this  increasing  deficit  are  shown   in   tbc  statistical   tables   which 
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have  been  posted  during  the  Annual  Meeting  on  the  bulletin  board  and  are 
also  evident  in  the  exhibits  of  the  Treasurer  and  of  the  Auditing  Committee. 
The  chief  factors  of  rising  expense  are: 

1.  The  increased  cost  of  paper  for  the  American  Economic  Review  and  other 
publications. 

9.  The  higher  cost  of  printing  our  publications  and  office  stationery. 

3.  The  increase  of  salaries  to  clerical  assistants. 

4.  The  payment  of  travel  expenses  to  members  of  the  Executive  Committee,  which 
was  authorized  at  the  last  Annual  Meeting  and  made  for  the  first  time  this  year. 

5.  The  dues  of  the  Association  to  the  American  Council  of  Learned  Societies, 
which  were  also  paid  for  the  first  time  this  year. 

6.  The  cost  of  moving  the  Secretary's  office  from  Ithaca  to  New  Haven.  By 
reason  of  the  disrupted  condition  of  the  express  and  freight  service,  the  continuity 
of  business  of  the  Secretary's  office  necessitated  the  transportation  of  the  office 
fixtures  and  files  by  motor  vehicle;  this  was  expensive.  The  transfer  of  the  office 
also  required  the  purchase  of  new  stationery,  rubber  stamps,  a  (table  and  chair,  etc. 

The  serious  nature  of  the  present  condition  of  the  Treasury  will  be  fur- 
ther stated  by  the  Committee  on  Finance,  which  was  appointed  at  the  last 
Annual  Meeting  and  which  has  made  a  study  of  the  facts  and  has  prepared 
a  set  of  proposals  for  your  consideration. 

The  Treasurer  is  of  the  opinion  that  no  new  burdens  should  be  assumed 
by  the  Association  until  an  excess  of  income  over  expenditure  is  assured. 

Respectfully  submitted. 

Ray  B.  Westerfield,  Treasurer. 


REPORT  OF  THE  MANAGING  EDITOR  OF  THE  AMERICAN 

ECONOMIC  REVIEW  FOR  THE  YEAR 

ENDING  DECEMBER,  1920 

The  cost  of  the  Review  during  the  past  year  has  been  $9,734.18  as  com- 
pared with  $9,454.77  for  1919  and  $7,694.06  for  the  pre-war  year  1916. 
By  principal  items  the  cost  has  been  as  follows: 

Salary  of  editor $1500.00 

Payments  to  contributors 1122.75 

Clerical  assistance    1595.64 

Supplies   807.20 

Printing  (including  paper) 6656.81 

$11,181.90 

The  principal  change  has  been  in  the  printing  cost.  Outside  of  paper 
cost,  the  expenditure  for  printing  during  the  past  year  has  been  $5198.08  as 
compared  with  $4123.75  in  1919.  As  this  matter  is  discussed  in  the  report 
of  the  special  committee  on  finances  of  the  association,  no  further  reference 
need  be  made  at  this  time. 

There  has  been  no  change  in  the  make-up  of  the  Review,  the  space  given 
to  leading  articles,  reviews,  periodicals,  abstracts,  etc.,  being  about  the  same 
'  as  in  previous  years.    The  total  number  of  pages  printed  was  986  as  com- 
'  pared  with  948  in  1919. 

There  have  been  two  changes  in  the  staff  for  the  preparation  of  periodical 
abstracts.  Professor  Walton  H.  Hamilton,  of  Amherst  College,  has  un- 
dertaken the  work  of  abstracting  articles  in  theory,  succeeding  Dr.  Arthur 
N.  Young;  and  Professor  David  A.  McCabe,  of  Princeton  University,  has 
succeeded  Dr.  George  £.  Barnett  in  summarizing  current  material  on  labor. 

The  following  persons  have  served  as  editors:  Professor  G.  £.  Barnett 
and  Dr.  Lewis  H.  Haney,  whose  terms  expire  this  year;  Professor  A.  £. 
Cance  and  Professor  W.  £.  Hotchkiss,  whose  terms  expire  in  1921;  and 
Professor  Julius  H.  Parmelee  and  Professor  Carl  C.  Plehn,  whose  terms 
expire  in  1922. 

During  the  past  year  99  persons  have  cooperated  in  writing  for  the  Re- 
view, including  leading  articles,  communications,  reviews,  document  notes, 
and  periodical  abstracts. 

Appended  are  comparative  tables  showing  the  distribution  of  contents  and 
cost  by  principal  items,  in  continuation  of  tables  previously  given. 

Davis  R.  Dewtv, 

Managing  Editor, 
Table  1.— Pages  Giveh-  to  Each  Sectioh 
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E535 

Reviews 
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Booka 
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Docu- 
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89 
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11 
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46 
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1024 
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42 

16 

C«S4 

1918 
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99 

41 
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M 

47 
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MA 
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109 
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98 
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42 

11 
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Table  9. — Number  op  Items  in  Each  Section 


Leading 

New   Books 

Document 

Periodical 

Year 

articles 

Reviews 

listed 

notes 

abstracts 

1911 

21 

907 

785 

97 

1074 

1913 

17 

918 

1459 

89 

1797 

1918 

90 

198 

1416 

49 

1877 

1914 

90 

145 

1575 

83 

9091 

1915 

16 

135 

1069 

99 

1758 

1916 

94 

143 

1094 

99 

1586 

1917 

90 

100 

1156 

95 

1441 

1918 

99 

64 

993 

97 

1964 

1919 

99 

76 

1471 

91 

1995 

1990 

99 

49 

1690* 

17 

1696 

*  Of  which  63  were  briefly  reviewed. 


Table  8. — Percentage  Given  to 

Each  Section 

Year 

Leading 
Articles 

Reviews 

New 
Books 
Listed 

Docu- 
ments, 
Repts.,eto. 

Periodical 
Abstracts 

Notes 

Doctoral* 
Disserta- 
tions 

1911 

34.9 

81.0 

6.2 

9.1 

18.4 

.4.0 

.8 

1912 

28.0 

28.7 

9.6 

10.6 

17.9 

4.0 

1.0 

1913 

82.2 

24.9 

9.6 

18.0 

16.6 

4.0 

.7 

1914 

81.8 

28.6 

18.2 

11.0 

16.1 

8.4 

.9 

1915 

81.8 

26.7 

9.0 

14.2 

14.4 

4.2 

1.3 

1916 

87.9 

26.0 

8.9 

:8.8 

13.7 

4.6 

1.2 

1917 

87.4 

19.7 

11.1 

12.9 

12.2 

4.2 

1.2 

1918 

41.1 

17.3 

10.2 

12.4 

11.0 

4.6 

1.7 

1919 

89.2 

17.1 

16.2 

11.4 

10.0 

49 

1.2 

1920 

41.1 

11.4 

16  8 

10.8 

18.2 

6.2 

1.6 

REPORT  OF  THE  SPECIAL  COMMITTEE  ON  THE  FINANCE 
THE  AMERICAN  ECONOMIC  ASSOCIATION 

In  the  spring  of  1920  the  financial  outlook  of  the  Association  becsi 
dubious  that  a  special  committee  was  appointed  to  consider  the  m 
Since  that  time,  the  situation  has  become  distinctly  worse.  At  the  e 
the  year  1918  there  was  a  small  annual  surplus,  but  in  the  year  191 
deficit  amounted  to  almost  $1700  and  in  the  year  1920  it  will  amoun 
little  over  $2300.  In  order  to  pay  our  bills  we  have  been  compelled 
ally  to  exhaust  our  balance  at  the  bank. 

The  situation  may  be  put  succinctly  as  follows: 

Between  1915  and  1920  our  membership  rose  from  2444  to  2866  az 
total  income  rose  almost  $2000,  namely  from  $12,581  to  over  $14,47C 
against  this  growth  in  our  revenues,  our  total  expenses  have  increas 
almost  $6000,  namely,  from  $10,921  in  1915  to  $16,726  in  1920. 

The  increase  in  the  expenditures  is  due  in  part  to  the  office  expenses 
as  salaries,  postage,  and  the  like;  but  in  far  greater  part — over  five-sii 
to  the  publication  expenses.  The  office  expenses  increased  from  $28 
1915  to  $8569  in  1920  or  about  $700.  The  publication  expenses,  o 
other  hand,  rose  about  $5000.  Of  the  publication  expenses  again,  the 
whelming  part  was  due  to  increased  cost  of  paper  and  printing.  The 
figures  are  set  forth  in  detail  in  the  appendix  herewith. 

The  committee  approached  the  subject  first  from  the  point  of  vie* 
possible  decrease  in  expense.  We  have  come  to  the  conclusion  tl 
would  be  unwise  to  make  any  pronounced  change  in  the  publication 
is  possible  somewhat  to  reduce  the  sise  of  the  Proceedings  by  incl 
certain  papers  and  perhaps  even  certain  discussions  in  the  regular 
bers  of  the  Review.  It  is  furthermore  possible,  without  any  serious 
slightly  to  reduce  the  total  number  of  pages  of  the  Review.  We  p 
however,  not  to  make  any  definite  recommendation  as  to  what  is  on  the 
a  doubtful  policy,  and  content  ourselves  here  with  the  suggestion  tha 
matter  be  brought  to  the  attention  of  the  editorial  committee. 

At  best,  however,  only  a  slight  saving  can  be  expected  from  this  fl< 
Inasmuch  as  there  seems  to  be  no  immediate  likelihood  of  any  subst 
reduction  in  the  other  office  expenses,  we  are  therefore  confronted  b 
necessity  of  increasing  the  revenue  rather  than  reducing  expenses. 

There  are  only  three  ways  in  which  the  revenue  can  be  augmented: 
the  income  of  a  permanent  fund;  from  an  increase  in  membership;  or, 
an  advance  in  the  membership  dues. 

It  would,  of  course,  be  in  every  way  desirable  if  a  substantial  ei 
ment  fund  could  be  secured.  We  believe  that  such  an  endowment  is  1 
means  impossible  of  attainment  if  a  careful  and  well-considered  movi 
for  this  purpose  were  launched.  But  we  think  that  at  this  particular 
ture,  when  the  country  is  confronted  by  a  period  of  falling  prices,  th< 
look  would  be  unpropitious.  While  reserving  this  expedient  for  whi 
hope  is  not  a  very  distant  future,  we  cannot  bring  ourselves  to  recom 
the  adoption  of  this  plan  at  present 

It  is  quite  otherwise,  however,  with  a  campaign  to  increase  membej 
At  various  periods  in  our  history  a  systematic  campaign  has  been  in 
rated  with  successful  results.  There  is  no  reason  why  a  new  cam] 
should  not  promise  even  better  results.    In  academic  circles  there  arc 
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many  of  the  younger  members  of  the  departments  of  economics  and  political 
3>cience  who  are  not  members  of  the  Association;  and  there  is  no  reason  why 
Among  more  mature  students,  both  undergraduate  and  graduate,  a  very  large 
number  should  not  be  persuaded  to  join.  Moreover,  in  non-academic  circles, 
wre  have  only  to  point  to  the  success  of  systematic  attempts  to  increase 
membership  on  somewhat  modern  and  new  lines  that  have  been  made  by 
some  of  our  sister  associations.  We  believe,  however,  that  the  responsibility 
£or  such  a  drive  to  secure  new  members  should  not  be  put  upon  the  Secre- 
tary. He  is  already  quite  fully  occupied  in  attending  to  the  current  busi- 
ness of  the  Association.  We  believe  that  if  a  special  committee  of  ener- 
getic and  loyal  members  were  appointed,  for  this  express  purpose,  and  with 
power  to  add  to  their  numbers  so  that  there  would  be  a  representative  in 
«very  large  university,  as  well  as  in  every  important  non-university  city, 
much  could  be  accomplished.  It  is  not  at  all  unlikely  that  such  a  campaign 
-would  bring  us  within  a  comparatively  short  time  at  least  several  hundred 
new  and  permanent  members. 

Our  first  recommendation  therefore  is  that  the  Association  appoint  a 
special  committee  of  three  on  membership,  with  power  to  add  to  their  num- 
bers. We  recommend  that  an  appropriation  not  to  exceed  $1000  for  the 
year  1921  be  made  to  cover  the  expenses  of  this  committee  and  we  recom- 
mend that  this  committee  keep  in  close  touch  with  the  Secretary. 

Even  at  best,  however,  it  will  be  some  time  before  the  results  of  the  work 
of  this  committee  become  apparent.  It  is  necessary  therefore  to  provide 
for  an  immediate  replenishment  of  the  depleted  exchequer  of  the  Associa- 
tion and  to  assure  a  surplus  instead  of  a  deficit. 

In  considering  this  aspect  of  the  matter,  we  have  been  influenced  by  the 
above  analysis  of  the  expenses,  showing  that  about  two-fifths  of  the  entire 
increase  in  the  publication  expenses  has  been  due  to  the  increase  of  the 
cost  of  paper.  While  we  believe  that  the  prices  of  paper  will  not  soon 
revert  to  the  pre-war  level,  we  do  look  forward  to  a  substantial  fall  in 
prices  in  the  not  distant  future.  We  consider  it  not  impossible  that  some 
of  the  other  publication  expenses  may  also  suffer  a  reduction  before  very 
long.  A  part,  therefore,  of  our  difficulties  is  due  to  a  temporary  situation 
which  will,  in  all  likelihood,  be  relieved  before  very  long;  but  another  part 
is  due  to  the  more  permanent  changes  in  the  general  price  level. 

The  exact  weight  to  be  attached  to  each  of  these  considerations  is  difficult 
to  determine.  While  we  are  convinced  that  a  permanent  addition  to  our 
revenues  is  imperative,  we  feel  that  a  definite  increase  of  the  annual  mem- 
bership fee  ought  to  be  postponed  until  after  it  has  become  possible  to  esti- 
mate the  weight  of  the  more  temporary  factors.  We  have  therefore  decided 
to  make  at  this  point  two  recommendations. 

In  the  first  place,  we  recommend  that  voluntary  contributions  be  invited 
from  all  our  members,  including  our  life  members,  the  invitation  to  sub- 
scribe being  accompanied  by  a  succinct  explanation  embodying  the  above 
facts. 

In  the  second  place,  we  recommend  that  there  be  imposed  upon  each  mem- 
ber (but  not  upon  subscribing  public  libraries)  an  assessment  of  $2.50  for 
the  year  1921. 

This  assessment  ought  to  be  accompanied  with  a  notice  calling  attention  to 
the  fact  that  if,  as  is  hoped,  the  general  price  level  and  especially  the  price 
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of  paper  should  fall  in  the  immediate  future,  the  assessments  for  the  suc- 
ceeding years,  or  the  incorporation  of  the  assessment  into  the  permanent 
annual  dues,  may  be  expected  to  be  substantially  reduced. 

We  are  of  the  opinion  that  even  though  the  assessment  may  slightly  di- 
minish our  membership,  the  proceeds  of  the  assessment,  together  with  the 
yield  of  the  voluntary  contribution,  wOl  suffice  to  enable  us  to  pay  our  ear- 
rent  bills  in  1921  and  to  reconstitute  the  permanent  balance  upon  which  ve 
have  been  compelled  to  trench. 

We  further  recommend  that  this  matter  be  kept  under  advisement  by  thr 
Executive  Committee  and  that  it  be  carefully  considered  in  the  autumn  of 
1021  so  that  a  recommendation  as  to  the  definitive  policy  of  the  Association 
may  be  made  at  the  1081  meeting,  If  the  expectations  of  the  committee  w 
to  the  price  changes  and  as  to  the  success  of  the  membership  committee  are 
realized,  it  may  become  possible  to  finance  the  Association  permanently  with 
an  increase  of  annual  dues  to  $6.  If  the  membership  committee  should  be 
successful  in  increasing  the  membership  of  the  Association,  it  may  even  be- 
come possible  to  continue  without  any  permanent  increase  in  dues.  On  the 
other  hand,  if  our  expectations  are  not  met,  or  if  the  situation  should  change 
in  other  respects,  it  may  become  necessary  to  increase  dues  to  $7,30,  or 
even  to  a  larger  figure* 

Inasmuch  as  we  have  recommended  an  attempt  to  secure  new  members,  the 
question  arises  as  to  whether  the  efforts  of  the  membership  committee  would 
be  impeded  or  even  frustrated  by  the  imposition  of  an  assessment  It  h 
therefore  recommended  that  the  propriety  of  exempting  from  assessment 
new  members  secured  during  the  year  1921  through  the  efforts  of  the  mem* 
bership  committee  be  left  to  the  committee  on  membership  with  power. 

With  the  adoption  of  the  recommendations  mentioned  above  we  may  look 
forward  to  the  immediate  future  without  anxiety, 

Edwin  R.  A,  Sr: i.tom an. 
Allyn  A,  Young, 
William  F.  Gepiiart, 
Davis  R.  Dewet, 
Ray  B.  Westebfield. 


Paper  

Printing    , 

Total  Paper  and  Printing.,., 
Total  Publication  Expenses... 

Office  Expenses   ...,.., 

Total   Expenses 

Total   Income ,..«.. 

Surplus  or  Deficit 

Deficit  1919— $1 ,68ft. 

Membership  ..,..,*,. . . , .  $,444 
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1915 

1920 

Excess 

$  874 

$1,910 

$1,036 
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6,337 
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13*157 
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t5.    Sinking  Fund*.    By  Edward  A.  Rots.    Pp.  106.  1.00 

The  Reciprocity  Treaty  with  Canada  of  1854.   By  P.  E.  Haynes,   P]p.  70.     71 

Volume  VIII,  1S93 

w    Fifth  Annual  Meeting:  Report  of  the  Proceeding!.    Pp.  iao.  75 

#•3.    Hooting  of  die  Poor  in  American  Cities.   By  M.  T.  Reynold*.    Pp.  13a.  ijoo 

rPublk  Assistance  of  the  Poor  in  France.   By  E.  G.  Bakh.    Pp.  180.  1.00 

FIrat  Stagee  of  the  Tariff  Policy  of  the  U,  S.   By  William  HilL   Pp.  16a.  ijoo 

Volume  IX,  1194 

Sixth  Annual  Meeting:  Hand-Book  and  Report    Pp.  73.  ja 

i-a    **Progrtaehre  Taxation  in  Theory  and  Practice.    By  Edwin  R.  A 

Sehgman.    Pp.  222.    (Sr#  1008,  No.  4.)  ijoo 

3.  The  Theory  of  Transportation.    By  C  H.  Cooler.    Pp.  148.  .75 

4.  Sir  William  Petty.    By  Wilaon  Lloyd  Bevan.    Pp.  10a.  j% 
5-6,    Papers  on  Labor  Problem*.   By  J.  B.  dark,  C  D.  Wright,  D.  R.  Dewey, 

A  T.  Hadley,  and  J.  a  Brook*   Pp.  94.  jf$ 

Votame  X,  18*5 

Seventh  Annual  Meeting:  Hand-Book  and  Report    Pp.  ijB.  «je 

1-3.    The  Canadian  Banking  System,  1817-1800.    By  R.  M.  Breckenridge. 

Pp.  478L  i.je 

4.    Poor  Laws  of  Massachusetts  and  New  York.     By  John  Cnmmmgs. 

Pp.  136.  JI 

S-d.    Letters  of  Rkardo  to  McCuHoch,  1816-1823.   Edited  by  J.  H.  Hollander. 

Pp.  J04.    (In  Cloth,  $if&)  i^S 

Volume  XI,  i8f6 
■-J.    Race  Traits  and  Tendencies  of  the  American  Negro.   By  P.  L.  Hoffman. 

4.   Appreciation  and  Interest    By  Irving  Fisher.    Pp.  no.  j% 

♦General  Index  to  Volumes  I-XI  (1886-1896).  as 
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Mm  of  the  Beeaomte  StadUs  $2,50  per  vohnm  Im  ptptr,  fJ.OO  in  doth,    Tko  sot  of  low 
Im  sloth,  $10.00. 


Volume  I,  i8f6 

Eighth  Annual  Meeting:  Hand-Book  and  Report    Pp.  178. 
i.   The  Theory  of  Economic  Progress,  by  J.  B.  Clark;  The  Relation  of 
Changes  in  the  Volume  of  the  Currency  to  Prosperity.    By  P.  A 


Walker.    Pp.  46. 

Adjustment  of  Wages  1  

br  H.  R.  Towne;  The  Premium  Plan,  by  F.  A  Halsey;  A  Piece- 


The  Adjustment  of  Wages  to  Efficiency.    Three  Papers:  Gain  Sharing, 


Rate  System,  by  F.  W.  Taylor.    Pp.  to. 

3.  The  Populist  MoTcment    By  Frank  L.  Mcvey.    Pp.  81.  .50 

4.  The  Present  Monetary  Situation.    By  W.  Lexis.    Translated  by  John 

Cutmnings.    Pp.  72.  .50 

f-&   The  Street  TUilway  Problem  in  Cleveland.   By  W.  R.  Hopkins.   Pp.  94.  .75 

Volume  II,  1897 

Ninth  Annual  Meeting:  Hand-Book  and  Report    Pp.  16a.  .50 

x.   Economica  and  Jurisprudence.    By  Henry  u  Adams.    Pp.  48.  .50 

a.   The  Saloon  Question  in  Chicago.    By  John  E.  George.    Pp.  6a.  .so 

j.   The  General  Property  Tax  in  California,    By  C  C  Plehn.    Pp.  88.  40 
4.   Area  and  Population  of  the  United  States  at  the  Eleventh  Census.    By 

W.  F.  Witkox.    Pp.  6a  .So 
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5.  A  Discussion  Concerning  the  Currencies  of  the  British  Plantations  m 
America,  etc.     By  William  Douglass.     Edited  by  C  J.  Bollock. 

Pp.  aafi.  Ji 

&    Density  and  Distribution  of  Population  in  the  United  States  at  the 

Eleventh  Census.    By  W.  F.  Wilkox.    Pp.  70.  js 

Volume  III,  189S 

Tenth  Annual  Meeting:  Hind-Book  and  Report    Pp.  136.  js 

I.    Government  by  Injunction.    By  William  H.  Dunbar.    Vp.  44.  js 

a.    Economic  Aspects  of  Railroad  Receiverships.    By  H.  H.  Swain.  P|p.  iA  &> 

3.  The  Ohio  Tax  Inquisitor  Law.    By  T.  N.  Carver.    Pp.  5a  jo 

4.  The  American  Federation  of  Labor.  By  Morton  A  Aldrich.  Pa.  54.  jo 
Housing  of  the  Working  People  in  Yonkers.  By  E.  L.  Bogart  Pp.  ft*  jo 
The  State  Purchase  of  Railways  in  Switzerland.    By  Horace  Michebt; 

translated  by  John  Cummings.    Pp.  72.  js 

Volume  IV,  1899 

Eleventh  Annual  Meeting:  Hand-Book  and  Report    Pp.  126.  js 
1.    I.  Economics  and  Politics.    By  A  T.  Hadley.    II.  Report  on  Currency 

Reform.    IIL  Report  on  the  Twelfth  Census.    Pp.  70,  30 

a.    Personal  Competition.    By  Charles  H.  Cooley.    Pp.  104.  js 

3.    Economics  as  a  School  Study.    By  F.  R.  Qow.    Pp.  72.  .50 

4-5.    The  English  Income  Tax.    By  J.  A  HilL    Pp.  16a.  uoo 
6  (and  last).    ^Effects  of  Recent  Changes  in  Monetary  Standards  upon 

the  Distribution  of  Wealth.    By  F,  S.  Kinder.    Pp.  91.  js 
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NEW  SERIES 
1.    The  Cotton  Industry.    By  M.  B.  Hammond.    Po.  38a.    (/«  cloth  $*m)  ijb 
a.    Scope  and  Method  of  the  Twelfth  Census.    Critical  discussion  by  over 

twenty  statistical  experts.    Pp.  625.    (/*  cloth  $2.50)  2.00 

Both  volumes,  •»  cloth,  $400* 

THIRD  SERIES 

Not*.— During  1S96-1S99  tht  Aitodmdon  Jatued  its  publication  la  tw  trim,  t**.i  tk*  * 
atntfcly  Economic  Studies,  and  tht  "New  Series**  of  larger  BMOQgrapfca  priated  at  brtpdv 
iBterrale.  la  1900  it  reverted  to  the  policy  of  issoinf  its  a*aofrapaa\  new  catted  the  TIM 
•eries"  of  the  publkatfoaa,  at  foarterlj  intervals. 

Volume  I,  zooo 
1.    Twelfth  Annual  Meeting:    Papers  on  Economic  Theory  and  Political 
Morality;  Trusts;  Railroad  Problems;  Public  Finance;  Consumers' 
League;  Twelfth  Census.    Pp.  1661.  uoo 

i     The  End  of  Villainage  in  England     By  T.  W,  Page,    Pp.  g&  uoo 

3.  Easays  in  Colonial  Finance.    By  members  of  the  Association.    Pp.  JOJ*        I-JO 

4.  Currency    and    Banking   in    the    Province    of    Massachusetts    Bay.      By 

A,  McR  Davit,    Part  I:  Currency.     Pp.  464+10  photogravure 
plates.     (In  cloth  $1.00.)  i.yj 

Volume  II,  iqoi 

1.  Thirteenth  Annual  Meeting:  Papers  on  Competition;  Commercial  Edu- 
cation; Economic  Theory;  Taxation  of  Quasi-public  Corporations; 
Municipal  Accounts.    Ppt  300.  Laf 

a     Currency  *nd  Banking.     By  A.  McR  Pavii,     Fart  II:  Braking.     F]p. 
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341  4-  18  photogravure  plates,   (In  cloth  $f.oo,}  IJS 

!,    Theory  of  Value  before  Adam  Smith.    By  Hannah  R.  SewalL    Pto*  13a.       im 
4,     Administration  of  Gty  Finances  in  the  II  S.    By  R  R.  Qow.    Vp*  144.      Ij» 


Volume  III,  190* 

t.    Fourteenth  Annual  Meeting:    Papers  on  International  Trade;  Industrial 
Policy;  Public  Finance;  Protective  Tariff;  Nejjro  Problem:  Arbitra- 
tion of  Labor  Disputes  in  the  Coal  Mining  Industry;  Porto  Rican 
Finance ;  Economic  History.    Pp.  400*  t& 

2.    *The  Negro  in  Africa  and  America.    By  Joseph  A.  TUtfngnaat    Pp*  240.  MS 
j.     Taxation  in  New  Hampshire.    By  M.  H.  Robtnton.    Pp.  *$a.  u< 

4.    Rent  in  Modem  Economic  Theory.    By  AJvin  5.  Johnson,  Pp.  ijl 
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Volume  IV,  1903 

x»  Fifteenth  Annual  Meeting:  Papers  and  Discussions  on  Economics  and 
Social  Progress.  Trade  Unions  and  the  Open  Shop;  Railway  Regu- 
lation; Theory  of  Wages;  Theory  of  Rent;  Oriental  Currency 
Problem.    Pp.  298.  1.25 

a.     Ethnic  Factors  in  the  Population  of  Boston.    By  F.  A  Bushee.    Pp.  171*    1.00 

9.     History  of  Contract  Labor  in  the  Hawaiian  Islands.     By  Katharine 

Coman.    Pp.  74-  75 

4.    *The  Income  Tax  m  the  Commonwealths  of  the  United  States.  By  Delos 

O.  Kinsman.   Pp.  134.  1.00 

Volume  V,  1904 
Sixteenth  Annual  Meeting.    Papers  and  Proceedings  published  in  two  parts. 
i.     Part  I— Papers  and  Discussions  on  Southern  Agricultural  and  Industrial 
Problems;  Social  Aspects  of  Economic  Law;  Relations  Between  Rent 
and  Interest    Pp.  240.  1.00 

Southern  Economic  Problems.    Reprinted  from  part  1.  .50 

Relations  Between  Rent  and  Interest    By  Frank  A  Fetter  and  others. 
Reprinted  from  part  1.  .50 

a.  Part  II — Papers  and  Discussions  on  The  Management  of  the  Surplus 
Reserve;  Theory  of  Loan  Credit  in  Relation  to  Corporation  Eco- 
nomics; State  Taxation  of  Interstate  Commerce;  Trusts;  Theory  of 
Social  Causation.  1.00 

Theory  of  Social  Causation.  By  Frank  H.  Giddings  and  others.  Reprinted 
from  oart  2.  .50 

3.  Monopolistic  Combinations  in  the  German  Coal  Industry.    By  Francis 

Walker.    Pp.  34a  1.25 

4.  The  Influence  of  Farm  Machinery  on  Production  and  Labor.    By  Hadley 

Winfield  Quaintance.    Pp.  no.  .73 

Volume  VI,  1905 
Seventeenth  Annual  Meeting.   Papers  and  Proceedings  published  in  two  parts. 
1.    Part  I— Papers  and  Discussions  on  the  Doctrine  of  Free  Trade;  Theory 

of  Prices;  Theory  of  Money;  Open  Shop  or  Closed  Shop.   Pp.  226.    140 
a.    Part  II— Papers  and  Discussions  on  Government  Interference  with  Indus- 
trial Combinations;  Regulation  of  Railway  Rates;  Taxation  of  Rail- 
ways; Preferential  Tariffs  and  Reciprocity;  Inclosure  Movement; 
Economic  History  of  the  United  States.    Pp.  270.  ijoo 

5.  *The  History  and  Theory  of  Shipping  Subsidies.   By  R.  Meeker.    Pp.  230.    1.00 
4.    Factory  Legislation  in  the  State  of  New  York.   By  F.  R.  Fairchild.  Pp.  218,  1.00 

Volume  VII,  2906 

1.  Eighteenth  Annual  Meeting:    Papers  and  Discussions  on  The  Love  of 

Wealth  and  the  Public  Service;  Theory  of  Distribution;  Govern- 
ment Regulation  of  Railway  Rates;  Municipal  Ownership;  Labor 
Disputes;  The  Economic  Future  of  the  Negro.    Pp.  325.  100 

2.  Railroad  Rate  Control.  By  H.  S.  Smaller.    Pp.  147.  ijoo 

3.  On  Collective  Phenomena  and  the  Scientific  Value  of  Statistical  Data. 

By  E.  G.  F.  Gryzanovski.    Pp.  48.  .73 

Hand-Book  of  the  Association,  1906.    Pp.  48.  .23 

4.  The  Taxation  of  the  Gross  Receipts  of  Railways  in  Wisconsin.    By 

G.  E.  Snider.    Pp.  138.  1.00 

Volume  VIII.  1907 
1.  Nineteenth  Annual  Meeting:  Papers  and  Discussions  on  Modern  Stand- 
ards of  Business  Honor;  Wages  as  Determined  by  Arbitration; 
Commercial  Education;  Money  and  Banking;  Western  Civilization 
and  Birth  Rate;  Economic  History;  Government  Regulation  of 
Insurance;  Trusts  and  Tariff;  Child  Labor.    Pp.  268.  1.00 

a.    Historical  Sketch  of  the  Finances  and  Financial  Policy  of  Massachusetts 

from  1780  to  1005.    By  C.  J.  Bullock.    Pp.  144.  1.00 

Hand-Book  of  the  Association,  1907.    Pp.  5a  *$ 

3.  The  Labor  Legislation  of  Connecticut   By  Alba  M.  Edwards.    Pp.  322.       100 

4.  The  Growth  of  Large  Fortunes.  By  G.  F.  Watkins,  Pp.  17a  1.00 
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Hand-Book  of  the  Association,  190&    Pp.  49-  *5 

I.  Twentieth  Amnul  Meeting:  Pipers  and  Discussions  on  Principles  of 
Government  Control  of  Business;  Are  Savings  Income;  Agricultural 
Economic*;  Money  and  Banking;  Agreements  in  Political  Economy; 
Labor  Legislation;  Relation  of  the  Federal  Treasury  to  the  Money 
Market;  Public  Service  Commissions.    Pp.  311*  IJS 

a.    r>Lffrfr  Traction.    By  R.  E.  HeUman.    Pp.  131.  w*3 

g.    Factory  Legislation  of  Rhode  Island.   By  J.  K.  Towlee.    Pp.  11*         ^_lM 
4.    Progressive  Taxation  in  Theory  and  Practice    Revised  Edition.    By 

E  R.  A  SeHgman.    Pp.  334    (/a  cloth  $143.)  1*3 

Volume  X,  1909 

I  Twanty-first  Annual  Meeting :  Papers  and  Discussions  00  The  Making  of 
Economic  Literature:  Collective  Bargaining;  Round  Table  on  Ac- 
counting; Labor  Legislation;  Employers'  liability:  Cars***— »  Indus- 
trial Disputes  Act;  modern  Industry  and  Family  Life;  Agricultural 
Economics;  Transportation;  Revision  of  the  Tariff;  A  Central  Bank; 
The  National  Monetary  Commission;  Capitalisation  of  Public  Service 
Corporations  in  Massachusetts.    Pp.  432.  *•*■ 

a.    Hand-Book  of  the  Association.  1909.    Pa.  59.  «? 


g>    The  Printers.    By  George  E.  Barnett    fp.  179.    (In  cloth  $*M)  *-* 

4,    Life  Insurance  Reform  in  New  York.    By  W.  R  Price.    Pp.  95.  73 

Volume  XI,  19x0 
t,   Twenty  second  Annual  Meeting:  Papers  and  Discussions  en  History,  of 
the  Association;  Observation  in  Economics:  Economic  Qvnanncs; 
Theory  of  Wages;  Country  life:  Valuation  of  Public   Service 
Corporations;  Trusts;  Taxation.    Pp.  3861  W 

a.    Hand-Book  of  the  Association,  1010.    Pp.  79.  «3 

3.   The  Child  Labor  Policy  of  New  Jersey.    By  A  S.  Field.    Pp.  229.      m    tJ& 
The  American  Silk  Industry  and  The  Tariff.   By  F.  R.  Mason    Pp.  17*    "" 

The  publications,  1886-1910,  via*  First  Series,  New  Series,  Economic  Stndta 
and  Third  Series,  twenty-eight  volumes,  in  cloth,  $9400,  Special  pnee  is 
libraries  en  application.    The  supply  of  complete  sets  is  now  below  twenty. 
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THE  ECONOMIC  BULLETIN 
Published  quarterly  in  1906;  1909,  and  1910,  and  containing  personal  notes,  newi 
of  the  economic  world,  announcements  of  special  lines  of  investigation,  snd  s 
dsssiied  and  annotated  bibliography  of  the  current  books  and  articles  os 
economic  subjects. 
Volume     I,  1908;    Four  numbers. 
Volume    II,  1909.    Four  numbers. 
Volume  HI,  191a    Four  numbers. 

FOURTH  SERIES 
Subscriptions  by  non-members,  libraries,  etc^  ftM  a  year. 
Volume  I,  1911 
The  American  Economic  Review,  March,  June,  September,  and  December; 

each,  f-0° 
Twenty-third  Annual  Meeting:  Papers  and  Discussions  on  The  Significance 
of  a  Comprehensive  System  of  Education;  Money  and  Prices:  The 
Ricardo  Centenary;  Accounting;  Canals  and  Railways;  Population 
and  Immigration;  Labor  Legislation;  Taxation;  A  Definition  of 
Socialism;  Competition  in  the  Fur  Trade.    Pp.  368.  U° 

Handbook  of  the  Association,  1911,  Pp.  69.    (Out  of  Print) 

Volume  H,  191a 
The  American  Economic  Review,  March,  June,  September,  and  December; 

each,    i«o° 
Supplement— Twenty- fourth  Annual  Meeting: 

Papers  and  Proceedings.    The  Economic  Utilisation  of  History; 
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